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For Mollie and Sean

I have but one lamp by which my feet are guided, and
that is the lamp of experience.
I know no way of judging of the future
but by the past.
—Patrick Henry, March 23, 1775
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Preface

This is the first of three volumes in a history of finance in America. This
volume covers the period from the “discovery” of America to the end of the
nineteenth century. It describes the status of finance in Europe at the time of
the discovery of America. The volume then proceeds to trace its transfer and
development in America through the Revolution, into the Civil War, and beyond to the speculative excesses occurring after that event.
The second volume begins with the investment bankers that were dominating finance at the beginning of the twentieth century, and it describes how
their vilification led to the birth of the Federal Reserve Board. The volume
traces finance through World War I, the stock market crash of 1929, and the
Great Depression. From there, it examines the rebirth of finance after World
War II and the growth of the institutional investor.
The third volume focuses on the growth of derivatives and the financial
debacles involving those instruments, the failures of deposit institutions, and
the scandals in the stock market that seemed to signal the demise of American
financial services. That volume then reviews the market run-up and the rebirth of finance that was being strongly pushed by the Internet economy that
was then just blooming. The market reversal at the end of the century was
suggesting that the prosperity of the prior ten years was not to be a permanent
condition.
This history will be related in broad strokes in the volumes that follow. Yet
the real story of finance often comes in small vignettes and anecdotes that
make its history intriguing, sometimes even amusing. The author has tried to
include such scenes in this work.
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Introduction

The United States stands supreme at the beginning of the twenty-first century. Its power is unequaled in all history, even by the great empires of the
past such as Rome, Greece, Great Britain, or even more recently, the Soviet
Union. The transformation of America from a vast wilderness into the preeminent world power turned in no small measure on finance. After all, Christopher Columbus’s voyage of discovery was but a symbol of the mercantilist
policies that were controlling the European governments. The settlement of
America was itself begun as a business enterprise by the merchants of England. Joint stock companies and the Lord Proprietors that operated under
corporate charters or “patents” founded the colonies. The motive of those
English merchants was money. They sent colonists to America for one purpose—to increase their own wealth.
The colonists who came to what is now the United States were greeted by
no banks, stock brokers, or insurance agents. There was no money in America
on their arrival, and they brought very little with them. Financial concerns
dominated the growth of the colonies, and financial exploitation of the colonies incited the Revolution. The financial inadequacies of the colonies nearly
led to their defeat in that conflict, but the painful lessons learned from that
war and the nation’s independence set the stage for the future growth of
America. The refunding of the Revolutionary War debt led to the creation of
our securities markets. A banking system was, by necessity, another birthright of independence. Of course, those events were not untroubled. Insider
trading, the creation of political parties in America, and the location of our capital
were all a part of the debate over the new country’s finances. The creation and
demise of the two Banks of the United States, and the struggle between Andrew
Jackson and Henry Clay over the second of those institutions, slowed development of our national banking system for nearly a century.
The Civil War might fairly be recognized as the seminal event that began
the transformation of America from a small country, largely dependent on
foreign investors, into a mighty engine of capitalism. That war was fought
xxi

xxii
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over finance. Tariff issues first divided the North and South. Slavery was
next. Abominable as it might be, that institution was a key part of the agricultural economy in the South. Forced to abandon slavery, the South slowly
created a more balanced economy and is now vying with the North for financial prominence. The Civil War had additional effects. It strengthened the
country, even while thousands were being slain. The sanguinary battles in
that war built a national economy that could produce massive amounts of
industrial goods and foodstuffs under the most extreme conditions. That trauma
resulted in the creation of a national currency, and it laid the cornerstone for
our national banking system. Stock and commodity futures markets were growing as the war raged; life insurance became a common investment; and railroads and telegraph lines (the first of our electronic communications networks)
were being integrated and expanded to bind the nation together, even while
the war was pitting North against South. Jay Cooke’s underwriting of Union
bonds created the first nationwide securities sales operation that, in large
measure, funded the war for the federal forces. The Confederacy foundered
on its lack of resources, but its innovations in finance would set a precedent
for future financiers.
The coterie of rapacious individuals that came to be called the robber barons built on the speculation that gripped the country during and after the Civil
War. Those financial wizards—some say charlatans—drove industrial expansion in the United States until the turn of the century. Their greed, and the
concentration of wealth achieved by their successors, the “investment bankers,” fueled a distrust of financiers that continues even today. The fight over
silver and greenbacks, and the adoption of a gold standard, furthered suspicion of financial markets. Led by J.P. Morgan, and symbolized by the giant
trusts such as John D. Rockefeller’s Standard Oil, the financiers began consolidating American industry. The suspicion and envy they aroused by this
concentration of wealth would give rise to a search for a “money trust” conspiracy. That search for evil continues even today. William Gates and his
Microsoft company have been recent targets.
The periodic panics, crashes, and depressions that occurred before the turn
of the twentieth century exposed the dark underside of economic expansion
and an unstable financial system. Those panics proved conclusively that there
is no immutable rule ordaining that American financial markets must always
course upward. To the contrary, market contractions are themselves a certainty. They will come quickly and cut deeply, as demonstrated by the stock
market panics in 1837, 1857, 1873, 1884, and 1893. Worse would follow in
the next century.
This history now begins with an overview of the state of finance at the time
of Columbus’s voyage.

WORLD TRADE BEFORE THE DISCOVERY OF AMERICA
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Chapter 1
In the Beginning

1 The Antecedents: World Trade Before
the Discovery of America

Mercantilism
Spain and other parts of Europe were undergoing a renaissance before the
“discovery” of America by Christopher Columbus. Among the legacies of
that era was the concept of “mercantilism,” in which European governments
sought out “colonies as sites for gold and silver mines and sources of vital
raw materials and markets for the expanding home economy.”1 Mercantilists
believed in “bullionism” (i.e., that the volume of gold and silver in a nation’s
vaults determined its wealth and its power). This last aspect of mercantilism,
which was spurred by a “bullion famine” in Europe during the fifteenth century, would drive government finance for another five hundred years. Mercantilism led to the Navigation Acts, the Townshend duties, writs of assistance,
and other oppressive economic actions by England against the American colonists that would ignite the Revolution. Mercantilism sprang from European
economies and social structures that were vastly different from those of the
“Indians” in the “New World.” Unlike the yet to be “discovered” America,
Europe had a well-established desire for wealth, as evidenced by Columbus’s
demand for one-tenth of all precious metals or items of value that he garnered
in his voyage, after deduction of costs. That demand very nearly scuttled
Columbus’s voyage because Spain was reluctant to cede even a small portion
of the wealth to be found in his explorations. Telling is the command given to
Columbus by King Ferdinand: “Get gold, humanely if possible, but at all
hazards—get gold.”2
Of course, mercantilism was not the only focus of the Renaissance or of
the societies that formed the background for the European colonists who landed
by the dozens, and whose numbers would later reach into the millions, in
America. Even before Columbus’s voyage, our planet had already been surmised as being round; atomic theory had been postulated; Euclid had spoken
on geometry; the Hippocratic oath had been sworn; Plato and Aristotle had
3
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opened the eyes of the world to a life beyond mere existence; Sophocles had
written his tragedies; the Iliad and Odyssey were already over two thousand
years old; and Virgil had lived and died over 1,500 years before Columbus
reached America. The North African societies had a written language, used
numbers, and were engaging in manufacturing 4,500 years before Columbus’s
sails were woven. Alphabets were created in the ancient world, and decimals
were even being used in Babylon. The oldest writings known to man were
contained on a set of stone tablets that were used as tax records by Scorpion I,
an Egyptian king. Marco Polo had also already completed the marvelous journeys that fueled the Europeans’ quest for access to the wonders of Asia, including the use of paper money.
Law and Finance
Concepts of property, contracts, capital, and credit were given protection by
legal systems that were part of society and commerce before the concept of
an eastward passage to India had ever been formed. Claims for breach of
warranty were brought in Greece as early as 330 B.C. The Code of Hammurabi,
which dates back to the second century B.C., provided a structured legal basis
for commerce. By the time of Columbus, the lex mercatoria was being applied as a form of international commercial law that was based on the customs of the markets and fairs and maritime practices relating to trade. This
“law merchant” governed businessmen in their transactions and was administered by the merchants themselves, rather than the courts. Another pillar of
finance had also made its appearance. The use of accounting records was
among the legacies of the ancient societies of Egypt and Babylon. The
Babylonians, in particular, were “obsessive bookkeepers,”3 and Egyptian auditors carefully monitored disbursements from government storehouses. Accounting systems were in use in Greece by the fifth century B.C. “The abacus
is a digital computer, and it was busy solving problems in at least 450 B.C.”4
The Birth of Money
Money as a medium of exchange was a well-understood concept in antiquity. Mesopotamia was using silver as a currency as early as 2500 B .C .
The Metopotamians divided their gold into uniform measurements that included the shekel. Coins were minted by the Ephesians by 750 B.C. and by the
Greeks in the realm of Ionia. The coin was being used as a unit of money in
650 B.C. by Lydia, a country on the Mediterranean, where, incidentally, dice
were invented. Iron was used as a coin by the Spartans, and the Romans used
unstamped bars of copper before they began coining money. Engraved money
was circulating in Greece at an early date. The stamping of coins on both
sides was intended to assure the fineness of the coin and its weight. Among
those considering the value of money were Plato and Aristotle, and bankers in
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Greece known as “trapezitai” had appeared by 450 B.C. The Byzantine coin
known as the bezant became an international currency in the middle ages. It
was followed by the augustalis of Fredrick II, the genovino from Genoa, and the
Venetian gold ducat. In Arabia, the gold dinar had long circulated as currency.
The art of papermaking had been introduced into Europe from China several centuries before Columbus’s voyage. The invention of paper would, in
turn, allow the development of paper money in China,5 a feat that astounded
Marco Polo during his journey there. China was printing money in three colors in 1107 in order to prevent counterfeiting. The Chinese had also learned before the discovery of America that printing paper money without restraint soon
leads to devastating inflation. Hyperinflation was occurring in China in 1448.
Bills of Exchange
The ancient Assyrian society had used other paper money in the form of promissory notes, bills of exchange, and checks, “not unlike the modern bank
check.”6 The use of the bill of exchange spread throughout Europe and was
brought to America by the colonists. A bill of exchange is today defined as
“an order drawn by one person on another, directing him to pay money to
some third specified person or to his account, and charge the amount to the
drawer.”7 Although this definition sounds complicated, in reality, it is very
similar to the method by which everyone in modern America writes their
daily checks: “The drawer makes the order: the drawee [a bank, in the case of
a check] is directed to make payment; and the payee receives the money.”8
These instruments reduced the need for merchants to carry large amounts of
gold or silver on their person as they moved through a sometimes dangerous
society. As Montesquieu would later observe, bills of exchange enabled commerce to “elude violence and maintain itself, the merchants having only invisible wealth which could be sent anywhere, and left no trace of its passage.”9
By the eleventh century, merchants were assured through the courts that possession of a bearer bill of exchange established the right to payment.
Ancient Derivatives
Futures contracts were used nearly 4,000 years ago in Mesopotamia. Slaves
were being sold there for future delivery under transferable contracts that
could be settled in silver as an alternative to actual delivery. A form of futures
trading was occurring on Bahrain Island in 2000 B.C. Through transactions in
which merchants took goods on assignment and bartered them for other goods
in India. As early as 2000 B.C., Chinese rice producers were selling rice for
future delivery and commodity markets existed in Egypt, Arabia, and India as
early as 1200 B.C. The modern futures exchange is said to be a descendant of
the medieval trade fairs that were occurring in Europe during the twelfth century. Option contracts were still considered an innovation when they were
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traded on an exchange in Chicago in 1973, but option transactions have been
traced to the Phoenicians, who used options in their trade. Aristotle notes that
around 300 B.C. Thales acquired control of all the olive presses in Thios and
Miletus through loans that were used to secure option contracts on the presses.
This was an early form of the modern margin transaction. A large harvest of
olives resulted that year, and Thales profited handsomely because he had control of all the presses and could charge a high fee for their use. Thales was
literally able to “squeeze” olive oil prices.10
Insurance
Insurance is an important part of our modern financial structure. It, too, had
its beginnings in ancient societies. Insurance is mentioned in the Talmud. The
Old Testament has numerous references to suretyships, a form of insurance in
which one party agrees to pay the obligations of a second party, should that
second party default. The annuity concept has been traced back to the Egyptians. The Hindus and Chinese also used annuities, as did the Babylonians.
Mortality tables were in use as early as 364 A.D. to determine life expectancies and to estimate the value of annuities for probate purposes. Insurance
was used in Babylonia sometime before 3000 B.C., and the Code of Hammurabi
set forth rules governing insurance for merchant caravans. From Babylonia,
the concept of insurance spread to Phoenicia and was applied to shipping.
An early form of marine insurance involved “bottomry,” a practice traced
back several centuries before Christ that involved loans on cargoes carried by
ships. An interest rate was charged on the loan, and a risk premium was charged
for the possibility that the cargo would be lost. An insurance exchange in
Greece used an intelligence system to carry reports on safe ports for ships,
and insurance for the shipment of goods was used in India before Christian
times. In the time of Julius Caesar, fire insurance was sold by Crassus in the
form of a fire brigade that put out fires for those paying in advance. In Syria,
in 1500 B.C., and even earlier, public funds were used to pay for losses from
fire, drought, and other disasters. The inhabitants of some Russian villages
were held jointly liable for fires caused by accident, which was simply a mandatory insurance scheme. Fire and plague insurance were being offered in
Iceland in 1151.
Lending and Trade
The ancient civilizations had other effects on finance. The Code of Hammurabi
set limits on interest rates, which varied from 20 to 33.33 percent. The principal of the debt was canceled if a higher rate was charged. The Christians
prohibited usury, a prohibition that is contained in the Bible, as well as the
Koran. Solon the Lawgiver had already spoken on the harshness of creditors’
rights by 594 B.C. Among other things, the laws of Solon prohibited personal
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slavery for debt. Banks in Athens in the fifth century B.C. made loans that
were collateralized by first mortgages on real property, and money changers
were operating in the streets at that time. Finance involves trade. By 1000
B.C., commercial ships were sailing the Mediterranean. Five hundred years
later, Phoenician gallery were conducting a regular trade with numerous countries. Latitude and longitude were being measured in 1120 A.D., allowing merchants to send their sailing vessels on extended voyages to search for wealth.
The compass and astrolabe (later the sextant) allowed their captains to chart
their increasingly distant courses, although Columbus sailed largely by dead
reckoning.
Finance in Spain at the Time of Columbus
Spain was a leader in commerce at the time Columbus sailed.11 Internal and
foreign trade provided a wide range of commodities to the inhabitants of Spain.
Included among the imports were books, fine clothes, singing girls, slaves,
and eunuchs. Trade was carried on with much of the Mediterranean and with
places as far removed as England and Flanders. Commercial treaties between
Spain and other countries, including England, had made their appearance over
one hundred years before Columbus’s journey. Trade imbalances were occurring among regions and countries.
A system of trade fairs had existed in Spain since Muslim times, and many
of those fairs had developed into permanent markets. Manufacturing was growing and included such things as fabrics, rope, barrels, and pottery. Shipbuilding was a major industry, and Spain was especially known for its manufacture
of iron weapons. Glass items had been manufactured since Roman times, and
the water mill was used to generate hydrologic power to grind wheat. Spanish
Muslims were using their engineering abilities to dig canals; bridges were
built, artificial ports were being constructed, irrigation was used, and a mail
service was operating in Spain, all before Columbus ever left port. On a loftier
level, Spanish universities had been in existence for at least two hundred
years before Columbus. Degrees were awarded, libraries had begun their expansion, and the printing press would soon be making its presence known.
Students in Spanish universities studied civil and canon law, philosophy,
arts, medicine and surgery, physics and chemistry. Great cathedrals were scattered across Spain, at least one of which took three hundred years to build.
Astronomy was an accepted science. On a more pedestrian note, homes in
Spain had hearths, beds, tables, chairs, and glass windows that would distinguish this society from that existing in the New World.
A merchant class existed in Spain, which sold clothes, food, wines, spices,
and shoes. There were physicians, barbers, tailors, builders, and carpenters.
Money lenders existed in most Spanish cities, and they were prohibited from
charging usury. Labor unions and trade associations (the “guilds”) had made
their appearance before Columbus. Life insurance was being written on the
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lives of slaves in Barcelona in 1453. Written contracts were used for trade;
books had even been written on business contracts. The partnership had developed as a means to divide profits according to the contributions of the
participants in a business enterprise. Some partnerships were based on capital
commitments, while others were based on contributions of labor. Lawsuits
were being brought for breach of partnership duties five hundred years before
Columbus reached the shores of America. Accounting was an existing profession, and at least one accountant was sent with Columbus to make sure that
Isabella and Ferdinand received their designated shares of any treasures that
were found.
Bills of exchange were used in trade in Spain. Money was lent through
“sea loans,” which repaid interest on the arrival of the goods purchased with
the loan. Lawyers were handling financial matters in Spain; the “first regular
system of commercial law was drawn up at Barcelona, in the year 1435.”12
Government regulation of business was well entrenched. Contract forms, interest rates, hours of labor, and prices were all regulated by the government.
Nevertheless, market prices for commodities fluctuated rapidly and were
closely studied by the Spanish merchants in order to price their goods efficiently. Spain experienced the ravages of inflation. Spanish money in the form
of coins (dinars) have been traced back to 722 A.D.; and gold, silver, and copper were used in the minting of coins. Coins were circulating between Spain
and other European countries as early as the eighth century. Although the
gold florin of Florence was the most popular currency in the Mediterranean,
the Spanish peso would become the model for the American dollar. The coins
circulating in Spain at the time of Columbus included the copper blanca, copper maravedi, silver real, gold ducat, gold castellano (the “peso d’oro”), and
the gold excelente. Nevertheless, the widespread use of money in Christian
Spain was slower to develop than in the Muslim societies. As a result, barter
was widely used, which was a most inefficient way to conduct trade. Spain
was not a paradise on earth in other respects. Slavery was an unfortunate
tradition of Europe, and freedom was a relative thing in Spain, even for those
who were not slaves. Society was stratified, with a small class of nobility
ruling the masses as if they were serfs. Although land ownership was spreading to all classes, the standard of living in Spain “was depressingly low.”13
The Spanish Inquisition was torturing its victims, and the persecution of Jews
was under way even as Columbus was leaving port.
Finance in England Before the Discovery of America
England was another European society that was developing at the time of
Columbus. Its culture and finance would be injected directly into American
commerce in the sixteenth century. England’s population numbered only some
2 million at the time of Columbus’s departure, but trade was well established.
Imports included French wines, silks and fruit from the Mediterranean, and
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horses from Spain. Coal and wool were major industries. The carte mercatoria had been issued by King Edward almost two hundred years before Columbus began his voyage. That edict, for a time, gave foreign merchants free
access to English markets. The Magna Carta contained provisions protecting
foreign merchants. A strong merchant class existed in England, and a merchant was made Lord Mayor of London in 1398 A.D. The merchants would
become closely allied with the Crown; Edward IV even entered into partnership with London merchants. The merchants, as well as favored members of
the king’s court, would later be the recipients of charters and patents granting
them control over large tracts of America.
Among the items of commerce available in England that were not in America
before Columbus’s arrival were glass, paper, gunpowder, firearms, clocks,
and Cheshire cheese. Roger Bacon had already forecast the development of
the airplane and the powered ship. The microscope had been given birth before Columbus dropped his anchor. The trademark had made its appearance
as the result of an edict requiring bakers to mark their loaves in order to
determine who was responsible for bad bread. The market at Covent Garden,
the Smithfield meat market, and the fair at St. Bartholomew’s were other
signs of a developing economy. Wool “broggers” and cotton “bodgers” were
among the middlemen doing business during the Tudor and early Stuart periods in England.14 A crude form of futures trading was occurring in England as
early as 1275.
Land in England was being transferred in “fee simple” and mortgaged before the timbers for the Nina were laid. The bill of exchange was being used
in England in the fourteenth century as a means of assigning mercantile debts.
Life annuities were being granted by kings and noblemen to reward service,
military valor, and feats of science, education, and other pursuits, all before
Columbus’s crew sighted the New World. Industrial insurance for employees
in England has been traced back to the fifteenth century. Wage and price controls had been imposed, without success, in the Statute of Labourers in 1351.
The English Crown had tried to control grain prices by prohibiting imports,
except when prices were quite high. A well-established legal system existed
in England to protect commerce and resolve disputes. The use of juries had
begun before Columbus. The Star Chamber would, however, be making a
mockery of justice even as Columbus sailed. Among other crimes, the Star
Chamber would later punish those who forestalled or engrossed the market
by buying goods and holding them off the market in hopes of higher prices.
One forestaller was fined and required to stand in the pillory at Newgate
Market with a sign on his hat describing his offense.15
Gold and silver were already recognized as a store of value well before the
time of Columbus, but England was largely dependent on imported silver for
specie. Coins were introduced to Britain by the Romans. In the latter part of
the eighth century, three individuals known as Eoba, Babba, and Udd were
minting silver and other coins in England. By the year 1000 A.D., England had
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over seventy local mints in towns scattered across the country. The coins they
minted were silver alloys and were issued only for limited periods of time,
after which they had to be redeemed for a lesser amount of coin. This redemption requirement was imposed in order to insure the integrity of the
coins. In the twelfth century, the capture of Richard the Lion-Hearted by
Leopold of Austria resulted in a ransom payment that required the transfer of
24 million pennies from England.
The strengthening of the currency circulating in England was a subject of
debate in Parliament as early as 1339. The first English gold coins were struck
at the end of the thirteenth century. The Archbishop of Canterbury was also
minting gold coins that were copied from an Arabic dinar. As Winston Churchill
would later note with delight, the archbishop unwittingly retained a decorative inscription on the coins that read: “There is no God but one and Mahomet
is his Prophet.”16 Those inscriptions made the coins more readily acceptable in
Muslim countries, but their use was prohibited by Pope Innocent IV in 1250.
Early English currency included the gold florin and the gold noble. The
English pound (indicated by the symbol £) was a working currency before the
English authorities declined Columbus’s offer to finance his trip. The pound
was actually a bar of silver kept in the Tower of London that was used as a
scale of value and weight. The bar was divided into twenty shillings, which
were subdivided into twelve pence. As a measure of weight, the one-pound
bar was divided into twelve ounces, which were subdivided into twenty parts
called pennyweights. The pound as a currency was later debased by reducing
the amount of silver in the shilling. Coin clippers found another way to reduce the value of coins in England. They shaved gold and silver from the
edges of coins, selling the shavings as bullion. Such criminals were severely
punished for this debasement of the coinage, being executed by the dozens at
the Old Bailey. Men hanged, and women were burnt. Still, English coins were
generally only one-third of their required weight as the result of widespread
clipping. Another financial problem in England involved debtors who could
not pay their debts. They too were dealt with sternly. Newgate prison had
been operating for over two hundred years as a debtor’s prison before Columbus braved the Atlantic.
England took a census for taxation in 1086. This was the basis for the
Domesday Book. In fact, taxation became a prime focus of government in
England. Merchants were required to pay their taxes in peppercorns during
the tenth century. The English Exchequer was operating before the birth of
Columbus. Initially, the Exchequer was a meeting of the king’s ministers (the
Curia Regis) on financial matters, but eventually it became a separate department of government. According to Winston Churchill, the Exchequer “took
its name from the chequered boards used for greater ease of calculation in
Roman numerals.”17 Another historian asserts that the name was derived from
the final settlements that were made on a table that was covered with a checkered cloth.18 The “Pipe Roll” was used by the Exchequer to record rents,
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taxes, and levies by 1130. The “Inquest of Sheriffs” was actually an audit of
the English Exchequer that was conducted in 1170. Lady Godiva conducted
her unique and astonishing protest of government finance before Columbus
sought financing from Queen Isabella.
Although the subject of usury was a “major theological and legal controversy for more than a thousand years of the Middle Ages,” England had abandoned all usury limits. “The Jews were the first bankers in England.”19 They
arrived with William the Conqueror but were banished by Edward I, who
turned their business over to the Lombards from Italy. Prior to the creation of
the Bank of England in 1694, goldsmiths were the principal bankers in England. As late as 1679, an English statute addressed itself to these merchants
and others who were borrowing money and were lending out the same for
hire or profit. The legislation noted that these individuals were referred to as
“bankers.”20 Customers of these bankers were given receipts or “goldsmiths’
notes” that were payable on demand. Money was moved from account to
account, rather than paid all in cash. These notes were transferable and were
useful as a currency. Customers holding such receipts could give orders to
assign their holdings to third parties, an early form of check. These early
bankers discovered that they could issue more certificates than they held gold
because the notes would not be redeemed all at the same time. This laid the
foundation for banks to develop in England, as did other practices such as
loaning money at interest and discounting mercantile bills. Money was obtained from the general public by offering interest at the rate of 6 percent.
King Edward III turned to Italian bankers in an early example of international finance. The king even used the Archbishop of Canterbury as collateral
for some of his loans. The Peruzzi banking house charged the king interest of
120 to 180 percent, which was appropriate because the risks were high. Edward established the danger of defaults from sovereign debts. He did exactly
that with his Italian bankers. Several of those firms failed, including the Peruzzi,
Bardi, Scali, Acciaiuoli, and Frescobaldi houses. The Medici and Capponi
families, thereafter, assumed dominance in Italian banking. Edward III committed other economic sins. He passed a sumptuary law that sought to limit
the use of gold in clothing and jewelry. The statute was not successful in
increasing gold supplies for the kingdom. Edward III also seized wool in
England for export to Flanders as a way to fund the beginning of the Hundred
Years War. Bonds were given for the wool, a tactic that would be used equally
unsuccessfully by the Confederacy during the American Civil War over five
years later.
The society of England that would be transferred to America was, at the
time of Columbus, an advanced one. Henry V in fifteenth-century England
had a large library, spoke four languages, and read books on history, theology,
and hunting as well as the works of Chaucer. Edward IV founded the Royal
Library. Schools were operating by at least the sixth century. Oxford, Cambridge, and Eton were educating the elite of England. St. Andrews, the first
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St. Paul’s, the Winchester cathedral, and the Rochester cathedral had all been
built before the voyages of Columbus, as had Westminster Abbey. Literature
was well along its now familiar path. Beowulf had been written, and Chaucer’s
Canterbury Tales had entertained generations before discovery of the New
World changed the established order. There also “loom[ed] large, uncertain,
dim but glittering, the legend of King Arthur and the Knights of the
Roundtable.”21 Yet living conditions were harsh in England and other parts of
Europe. Life was short, the plague still haunted. From one-third to one-half of
the population of the Continent was eliminated by the plague in 1348. Famine
was an ever-present danger, homes were sparsely furnished, and the clothes
of most people were simple. The English justice system was well advanced,
but the savage punishments it inflicted would not be leavened for many decades. The English were a warlike people who fought crusades and invaders
with great tenacity. They often bloodied themselves, as much as their foreign
enemies, in civil wars and baronial intrigues.
Ancient Rome and Renaissance Italy
Finance was flourishing elsewhere in Europe before the discovery of America.
Italy had the Roman Empire to draw on for its financial systems. The Romans
were important merchants, as well as warriors. The business classes in Rome
were known as the “equites.” The Great Forum in Rome had speculators in
attendance, as well as private bankers who kept sophisticated accounts. Checks
may have been in use in Rome as early as 352 B.C., and the Roman bankers
were transferring credits by notations in their books. Interest rates in Rome
varied from 4 to 12 percent. At one point, the Romans limited interest on
loans to no more than 8.33 percent per annum. Quadruple damages were imposed where higher interest was charged. Even so, personal slavery for debt
was permitted. The partnership had been a common business organization
among the Romans, and a form of joint stock company existed. The Roman
government contracted government operations to private companies known
as “publicani.” The ownership of those companies was divided into shares.
“Collegia” were formed in Rome that had the appearance of modern fraternal
insurance organizations. Soldiers defending the Empire participated in burial
societies to pay for the costs of their funerals. This was a predecessor to the
industrial life insurance policies that would become popular in America. Romans were also calculating the value of life annuities by 40 B.C., albeit not
very scientifically.
Gold and silver were standards of value in Rome. Gold was measured in
“talents” by the Romans. Roman coins had been in use since at least 366 B.C.,
and The Romans began issuing the denarius in 260 B.C. A smaller coin, the
sesterce, was worth about a quarter of one denarius. These coins were made at
mints. The denarius was initially made of silver, but was later minted from
copper and brass. Over a period of several hundred years, the silver content of
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the denarius would vary from 93 percent to 0.02 percent. Those changes occurred as the fortunes of the Roman empire waned and it experienced the ravages of inflation and a worthless currency.
Rome had a well-developed legal system. Contracts of sale were enforceable
and actionable by 200 B.C. In fact, contract law, as presently practiced, owes
much of its existence to Roman law. The Sea Law of Rhodes was being applied
by 300 B.C. It was adopted by both the Greeks and the Romans and was introduced to Europe. The Romans had a body of law on debtors and creditors. The
Roman welfare system protected its citizens from speculative price surges, and
Rome used deficit spending to relieve a depression in North Africa by buying up
olive oil. The Roman government strictly—indeed too strictly—regulated business enterprises. Still, there were speculation and financial crises to contend with
in Rome. These were the precursors of the market panics that would occur in
America after colonization. The auction system, which would form the basis for
the commodity futures markets in America, was in use in Rome. The empire
itself was sold to the highest bidder in 193 A.D. for 300 million sesterces.
The demise of Rome did not remove Italy from the world of commerce.
The compass, which was a Chinese invention, had been in use in Italy for
some two hundred years before Columbus’s voyage. Italian ships roamed far
and wide, and a single ship could carry as much as 300 tons of cargo. “A
ship’s tonnage was the measurement of its carrying capacity; in the 15th
century a ton denoted the space occupied by a tun cask of wine.”22 At one
point, Venice had some 3,000 ships in its commercial fleet. All of this commerce required finance. It also spawned a desire for plunder. The Maona
firm engaged in piracy in northern Italy around 1000 A.D. for that purpose.
There were shareholders in this enterprise. By 1400, several regular liner
services were operating out of Venice. The costs of commercial voyages were
financed under agreements that were signed at the bottom (“underwritten”)
by several parties, allowing the sharing of risks and providing an early form
of insurance. The gold florin had become an internationally recognized coin
by the time of Columbus’s journey,23 as had the Venetian ducat. Interest on
loans and profits based on risk were becoming accepted concepts of finance.
Usury laws were in effect. By 1100, the Catholic church was declaring that
loaning money at interest was a sin. Later, individuals committing such a sin
in the Catholic church might have their souls saved through purgatory. It was
said that the birth of purgatory was the “dawn of banking.”24
“Venice pioneered the issuance of government bonds.”25 The government there enacted a law in 1351 that prohibited rumors that were designed
to decrease the price of those instruments. Private banking began in Venice
as a spin-off from the business of the money changers. Merchant bankers
were beginning to make reputations well before Columbus landed in the
new world. They included the Alberti, Bardi, and Peruzzi firms. Commercial banks were appearing. “The Bank of Venice may be pronounced the
forerunner of modern banks.”26 It was established in 1171, and citizens
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subscribing to its loans were paid 4 percent interest. There was no repayment of principal, but the amount owed could be transferred to third parties. The Bank of Venice issued government bonds to raise funds to conduct
a war with Constantinople.27 The Bank of Genoa was founded a few centuries later. Another bank in Genoa, the Bank of St. George, was owned by
over 500 shareholders and managed by a board elected by shareholders. It
was used by Columbus to settle his estate.
Seventy-two international banks had offices located in Florence in 1422 A.D.
The Centurione merchant banking house had offices throughout the Mediterranean and in Spain and Portugual. The Medici Bank in Florence, by 1397, was
loaning money to the church and had established rates of exchange for various
currencies. “The Medicis created a system whereby merchants could transfer
funds to pay for goods in other cities.”28 In the next century, this bank opened
branches in Antwerp, Bologna, Geneva, London, Lyons, and Rome, which
operated as independent partnerships under a single holding company umbrella. The holding company for this enterprise owned securities of other
firms. The Medici house raided the Florence city treasury in 1478 to cover the
enormous debts in one of its branches. The Monte dei Paschi di Seina began
taking deposits and making loans in 1472. It made over 7,000 loans in 1484
that were secured by land and other assets. This privately owned institution had
some staying power. It announced a public offering of its securities for the first
time in 1999.
By the age of exploration, contracts were being drawn in Italy that divided
risks and profits among the suppliers of capital and those providing labor or services. Italian businessmen were using letters of credit. Written instruments for
transferring debt and security were being used. A shareholding company was
formed in Genoa in the eleventh century for privateering. “Commendas” were
operating in Italy in the eleventh century. These limited liability companies were
used in the sea trade and had the characteristics of a modern limited partnership.
Merchants provided capital to another party who would conduct the sea voyage
or overseas venture. The commendas terminated upon completion of the venture
and profits were divided. Usually three-fourths of the profits went to the passive
partner, while the traveling partner received one-fourth on the theory that “life
was cheap and capital scarce.”29
A partnership in Siena, Italy, in the thirteenth century failed when squabbling broke out among its twenty-three partners. Florence adopted a statute in
1408 that allowed “societa in accomandite,” or limited partnerships. This law
provided limited liability to passive partners (i.e., passive partners were liable
only to the extent of their investments). Another business entity in Italy was the
“compagnia” that was used for the overland trade. Here the passive investor did
not have limited liability. Some enterprises were evolving into something approaching a corporation. One such entity in Genoa, which was formed in the
fourteenth century, divided its ownership interests into divisible parts that were
transferable.
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One scholar has traced the modern exchange system to the twelfth-century
markets of Venice.30 Bookkeeping was in use in Italy before Columbus, and
Arabic numerals were employed in accounting. The banking houses in Italy
developed accounting methods that are still in use. The double entry accounting system was being used in Italy by 1340 A.D. Luca Pacioli, a Franciscan
monk living around the time of Columbus’s voyage, described that accounting system in some detail in 1494 in a document entitled “The Method of
Venice.” A work on commercial arithmetic entitled Libro de Abacho was published in Venice in 1478. This book included examples of how to calculate
allocation of profits among business partnerships with unequal levels of investment. Examples were given in which merchants invested with unequal
amounts of ducats for unequal periods of time. A “rule of three” was applied
to determine their profits. Sometimes called the merchant’s rule or golden
rule, this was a calculation according to the proportion of shares. The concept of a million was introduced in 1484. Business failures were another part
of commerce. The term “bankruptcy” comes from the Italian phrase “banka
rotta,” which means broken bench. During the middle ages, the Venetian
merchants would have the benches upon which they conducted business broken when they could not meet their debts.
Finance Elsewhere in Europe Before Columbus
Society was well advanced elsewhere in Europe before the voyage of Columbus. The Gutenberg Bible had been printed; football, golf, and chess were
being played; eyeglasses were being worn; anesthetics were being employed;
ships were being guided by rudders; and gunpowder had reached the European armies from China. The German brewing industry was already in existence. Mont St. Michel, the church of St. Denis, Chartres Cathedral, and Notre
Dame were all gracing France before Columbus approached the leaders of
that country to finance his voyage to India. The Poste Royale had been organized; brandy was being consumed; and the economic principle of comparative advantage has been experienced by the replacement of French wines for
those grown in England. Finance was an important part of the printing of
books and other matter during the Renaissance. Successful businessmen in
the fifteenth century made it a point to give alms to the poor and charitable
institutions in order to assure their ascent to heaven. This practice would be
followed by future tycoons in America.
Liens on real estate were being bought and sold in the twelfth century, a
predecessor to the modern mortgage-backed security. Another financial development in Europe was the census. This was a form of loan in which an
interest in land or crops was sold. Some of these census agreements acted as
life annuities—that is, they were a perpetual census. Lesser censuses, that
lasted only for a fixed period of time, were more like mortgages. One of the
first international banks was established by the Knights Templars, the crusad-
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ers who founded this order in Jerusalem around 1118 A.D. The Templars built
some 870 castles that stretched across Europe, the Mediterranean, England,
and Jerusalem. The Templars were warriors, and their castles provided a safe
storage place for gold and silver. That network allowed transfers of funds for
crusaders and were useful as a mechanism to pay ransoms and provide loans
for pilgrims. Deposits could be made at one castle and withdrawn from another. Loan agents also operated from these castles. The financial activities of
the Knights Templars grew to such an extent that they were providing banking services to the king of France. The Knights Templars were said to be the
medieval precursor of the Bank of England.
Price discovery was an important part of finance even before Columbus
sailed. Prices of pepper and other spices were closely followed in Europe by
merchants who communicated with each other about current sales. Information was the key to this process. One merchant claimed to have exchanged
over 125,000 letters with factors and agents in Europe between 1364 and
1410.31 Shares in French textile mills were being bought and sold in the twelfth
century.32 “The world’s oldest known stock certificate still in existence is a
Swedish document dated June 16, 1288.” It was a one-eighth share in a company called Stora Kopperberg, which means “Great Copper Mountain.” The
company was still operating late in the twentieth century.33 Corporations were
used to conduct business in the German and Austrian mining districts in the
fifteenth century. Bourses, the predecessor to the modern exchanges, had already appeared in Europe before the voyage of Columbus. In France, great
commercial fairs had been held since at least the seventh century. Trade practices at these fairs had evolved into the “law merchant,” which is the model
for the present-day Uniform Commercial Code used throughout most of the
United States. The fairs had their own courts to settle trade disputes—the Pie
Powder Courts or pieds poudreux ( i.e., “men of dusty feet” in reference to the
merchants who traveled to arrange the fairs and administered their operations).
Banks were appearing in a crude form in France and other parts of Europe
early in the fourteenth century. “Credit became the mainstay of the world of
consumer goods during the fifteenth century.”34 A form of check was being used
in Amsterdam about the time of the sailing of Columbus. Valuables were placed
with “cashiers” for safekeeping, and these individuals would then pay or collect
debts based on these deposits. A courier message service called the House of
Taxis was providing messenger service for Europeans in 1305. Such services
would greatly assist financiers in their investments and speculations. “Gold coins
were issued in France in 1255 by Louis IX.”35 Licenses were being granted in
Germany to the archbishop and other bishops to coin metal in 910. Some seventy
different currencies were circulating in Europe before Columbus sailed. They
included ecus and florins in many forms, ducats, pfennigs, hellers, stuivers,
weisspfennigs, blankes, pfunds, orrts, rhenish gulden, schlecheter gulden, Hornish
gulden, Portuguese gulden, Phillipps gulden, crona, anglots, rose nobles, Flemish nobles, Hungarian ducats, and gold Carolus gulden.
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One of the objects of the guilds and secret societies in Europe was to provide
mutual indemnification against loss, a form of insurance. Between the eleventh
and thirteenth centuries, insurance was used to guard against fire loss and loss of
merchandise from capture. Fire insurance appeared in Flanders in the early thirteenth century. Casualty insurance was being used as early as 1227 by merchants bringing their goods to fairs in Flanders. The merchants were assessed
with a tax that provided compensation for loss of their goods during the fair.
A legal action on a contract of marine insurance was filed in the City of Bruges
in 1377. By the fifteenth century, marine insurance claims had become a subject of widespread litigation. Life insurance appeared in Europe between the
twelfth and sixteenth centuries. One such policy was issued in 1411 on the
life of a pregnant slave belonging to Barnaba Boneto in Genoa. Annuities,
which may have been used initially to evade laws against usury, were being
granted as early as the eighth century in Europe by the church. Governments
were granting annuities, and King John provided pensions to French barons
in 1214.
Government finance was expanding. “For centuries, great financiers—Bardi
and Peruzzi and Frescobaldi from Italy, William de la Pole in England and
Jacques Coeur in France (the financier for Joan of Arc), Fugger and Hockstetter
from Germany, Shetz, Ligsalz and Pleckhammer in Antwerp had made and
lost fortunes in financing the crowned heads of Europe.”36 The Fugger family’s
financial dynasty began almost a century before Columbus’s birth. Its officers would in future centuries carry cards stating that they were “personally
liable partners.”37 The Hanseatic League that was formed in Europe in the
thirteenth century “united 200 cities from the Baltic to the North Sea in a
trading association roughly akin to today’s European Union.”38 The Hanseatic
League included, besides the cities which composed it, confederate and allied
cities in France, England, Flanders, Spain, and Italy and branches in Norway,
Russia, Belgium, and London. Merchants in the Hanseatic League formed
partnerships for single voyages and used a crude banking and bookkeeping
methodology in which “elected merchants held the keys to a common chest
which contained all commercial deposits.”39 The league performed many other
commercial functions, including the establishment of uniform weights and
measures, and the league sought to suppress futures trading by having merchants agree not to buy wheat before it was grown.
Some financial perceptions in the Old World would slow economic progress
in America. For example, there existed an Aristotelian notion of a “just” or
“true” price for goods and commodities that should be adhered to by all merchants. This just price concept was adopted in the early colonization period in
America, recurs occasionally in the form of price controls. Another problem
that had continually plagued early efforts to establish money in Europe and
North Africa was the establishment of exchange ratios among the various
metals (particularly gold and silver) used for coins. There was a belief in
early civilizations of a “mystical correlation” between gold and silver at a
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specified ratio based on the juxtaposition of the sun and moon in astrological
cycles. Governments throughout history would try to change that correlation
to fit their own needs, often without success. Cleopatra was not the first, or
last, who sought to adjust gold and silver ratios. Those same concerns would
be raised in America (the “bimetalism” debate) and would hamper development of our currency.
Inflation was still another disease that troubled early economies, including
Egypt. That legacy would be passed to America. A belief also existed in Europe that “middlemen” were predators who were needlessly increasing prices
to consumers. This view was expressed in laws against “forestalling,” “engrossing,” and “regrating,” which involved such practices as buying goods to
keep them off the market or persuading others to keep their goods off the
market in order to increase prices. As was noted in the Bible: “he that
withholdeth corn the people shall curse him; but blessing shall be upon the
head of him that selleth it.”40 Forestalling also included such conduct as meeting a ship at sea and purchasing its cargo before it was put on the market.
Regrating involved the buying of commodities with the intention of selling
immediately at a higher price. Engrossing was a corner or squeeze in which
the guilty party bought most or all of the available supply of a commodity in
order to push its price higher. The suspicion of the middleman would pass to
America. A textbook still used by schools in America describes the European
middleman in disparaging terms as someone who “drove up the prices of
such luxury items as dyes, silk, perfumes, drugs, gold, jewels, and spices
such as pepper, cinnamon, nutmeg, and cloves.”41
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2 The Colonization of America

Finance in America Upon the Arrival of Columbus
Columbus was met on his arrival in the New World by what he thought were
“Indians.” Scientists have concluded that the ancestors of those individuals
had been living in America for some 20,000 years before Columbus landed.
Although now referred to as “Native Americans,” they were simply called
“savages” by the arriving Europeans until about 1600. Both terms lack accuracy, as did the description “redmen.” Archaeologists tell us that the individuals greeting Columbus were descendants of Asian immigrants who crossed a
no-longer-existent passageway from Siberia to Alaska during the Ice Age.
Perhaps, they were even from India. Genetic data and archaeological material
also suggest that Caucasoid people were “among the earliest humans to migrate into the New World more than 9,000 years ago.”42 Archaeologists were
theorizing in 1999 that Europeans may have actually preceded Columbus to
America by 12,000 years. Whatever their origin, there were at least 1.5 million human beings living in the Americas when Columbus arrived.43 They
spoke over 200 languages that were “as complex and rich as any language
spoken anywhere in the world.”44 There were no written language, no printing
presses, and very little use of “money” or other medium of exchange. Although
some ancient tribes appear to have used crude forms of currency, little of those
economies remained in North America at the time of Columbus.
Trading among the Indian tribes was not well developed, but did exist.
Barter or simple sharing was the chief method of trade among the Indians.
Woodpecker scalps and other articles were sometimes used as a medium of
trade among some of the tribes. Tribes living on the northwest coast used
strings of dentalium shells as currency. At one point, Indians in what is now
British Columbia had a system “of credit and interest with a money economy
of huge copper sheets,”45 and accumulated wealth was given away in “potlatch” ceremonies. “Wampum,” which was exchanged as gifts among the Indians, did not achieve value as a currency until the European colonists adopted
19
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it for that use well after Columbus’s arrival. The economies of the Indian
tribes differed by region, but included agriculture, hunting, and fishing, all
with varying degrees of sophistication. Buffalo, deer, bear, and other game
were hunted for their meat, hides, and fat. Communal hunts were conducted
in order to kill large amounts of game. Fertilizer was in use, tobacco was
cultivated, sunflower seeds were sown, acorns gathered, and salmon were
being caught long before Columbus arrived. Corn and squash were being
grown in the Southwest United States by Indian tribes as long as 6,000 years
ago. Many Indians were nomads whose lives were governed “by the movement of game and the ripening pattern of wild crops.”46 Tribes that pursued
agriculture had more permanent homes and complicated societies. That permanence was made possible by grain surpluses that could be stored. Although
tools were limited in America, at least some tribes were engaged in metalworking. Absent was a device that had greatly increased agricultural production in Europe—the iron plow. There were also no Indians on horseback, as
caricatured by the movies, “because no Indians had horses until Columbus
and his followers introduced them into the Americas after 1492.”47 Another
form of transportation was missing as well—there were no wheels to facilitate travel. No muskets existed in America before the Europeans, no cannons
were present to resist the invading hordes of Europeans. The Indians’ “limited metallurgical knowledge restricted weapon and tool materials to stone,
wood, bone, antler, and hammered copper.” They were “no match for the iron
tools, weapons and cooking utensils of the Europeans.”48 Missing as well
were the tall ships that could carry enough sail to deposit explorers onto the
shores of a land far across a great ocean or to circumnavigate the globe.
Europeans Arrive in the New World
America was ripe for plucking. The Indian cultures that had developed over
thousands of years would be destroyed by the European immigrants and their
descendants. That dismantling would take about four hundred years to complete, but it was inevitable as soon as the American paradise revealed itself to
the white men who sailed from Europe. This cultural destruction would be
wrought by European diseases and the introduction of a market economy, as
well as by the sheer rapaciousness of the new emigrants. When the European
financiers learned of Columbus’s voyage, the New World’s fate was sealed.
The Europeans’ lust for gold, wealth, and adventure was an irresistible lure
that would focus the energy of Europe. Efforts to exploit the New World
began almost immediately after Columbus’s discovery. Columbus would himself make three more journeys to the New World for that purpose. His second
expedition involved some seventeen ships and hundreds of men. The finance
for that journey was supplied by a sale of assets confiscated from Jews
during the Inquisition. Other explorers would follow as the Spaniards
began an all-out effort to exploit the gold and silver deposits of Latin America.
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Whole Indian cultures would be destroyed as Spanish galleons returned laden
with bullion.
This age of discovery led to fierce competition among the European nations for new possessions. Spain initially encountered resistance from Portugal over its claims. In order to avert a war between these two nations, Pope
Alexander VI issued a papal bull in 1493 that established a line of demarcation between the East and the West. Spain was given control over the western
discoveries. It owned the New World, or so it seemed until England’s King
Henry VII refused to recognize the papal bull. The English king asserted that
the voyages in 1497 of the Italian John Cabot and his son Sebastian gave
England claim to much of what would become the United States.49 Cabot
had been given ten pounds sterling as a reward by Henry VII for those discoveries. There remains some confusion, however, as to what exactly the Cabots
found and whether they were the true discoverers of what is now the United
States.50
The English waited almost 100 years after Cabot’s journey before they began serious efforts to colonize the Atlantic coast of America. In the meantime,
mercantilism paid off for the Spaniards. Two hundred tons of gold and 18,000
tons of silver were brought from the Americas to Spain between 1521 and 1660.
After Columbus arrived, it took the Spaniards only about fifty years to loot
Central America of most of its gold. Although the Spaniards and their conquistadors made explorations into what is now the United States, they did not remain. By 1562, there was not a single white man in what is now the United
States. Even so, continuing Spanish influence would be felt in America through
trade with the West Indies and the circulation of Spanish coins. The plundering
of Spanish ships by the English and other frictions would also play a role in the
economic development of the United States. Nevertheless, a study of American
finance must fast-forward from the Spanish conquistadors to the English settlements. Those initially shaky efforts by England to colonize America would
form the basis for America’s future finance, as well as its government.
The English in North America
England’s interest in America began to awaken with the voyages of Sir Francis
Drake and the slave trader John Hawkins in the latter part of the sixteenth
century. Drake’s seizure of Spanish ships and the wealth being returned to
Europe by the Spanish explorers was of particular interest to Queen Elizabeth
I. She had a financial stake in at least one of Drake’s voyages. Queen Elizabeth
sought to encourage further exploitation of the New World in 1578 by granting
a patent to Sir Humphrey Gilbert for discoveries in America. The patent allowed Sir Humphrey to settle and explore any part of the New World not already claimed by a Christian prince. Although he was allowed to claim such
discoveries for himself and his heirs, Sir Humphrey did not live to enjoy the
benefits of owning what is now the richest nation in the world. He disappeared
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after a voyage to America in 1583.
Sir Humphrey’s interests in America
then passed to his brother Adrian and
to a half brother, Walter Raleigh.
Walter Raleigh was a businessman with a lucrative monopoly on
the export of broadcloth from England and on the issuance of licenses
for the sale of wine. Raleigh, who
spearheaded the colonization of
America, demonstrated a fine sense
of business when he began the exploitation of his patent on that wilderness. In 1602, for example,
Raleigh complained that another
merchant had carried sassafras from
America to London for sale. Raleigh
contended that he had the patent for
all ships and goods that were trading in Virginia and that the sassafras Sir Walter Raleigh. The country’s first
should be confiscated. Raleigh was financier, Raleigh saw the colonization
of America as largely a financial matter.
concerned that selling of the sassa- (Drawing by Jacques Reich, courtesy of
fras outside his monopoly would re- the National Portrait Gallery, Smithduce prices in the London market sonian Institution.)
and incite competition from other sources. That astute perception of how
markets work evidenced the value that businessmen placed on a monopoly,
even at so early a date.51 Raleigh sent some hundred settlers to establish the
Roanoke colony in 1585, but troubles of a financial nature began almost immediately. An Indian stole a silver cup from Sir Richard Grenville, and he
burned the Indians’ corn in reprisal. Sir Richard then left the colonists and
made for home, capturing a Spanish prize along the way that paid for the
expedition. The Roanoke settlers abandoned the colony soon afterwards and
returned to England with Sir Francis Drake. He had stopped at the colony
during one of his voyages that were mounted for the purpose of attacking and
looting Spanish treasure ships. Although Raleigh’s first colonization attempt
failed, the efforts of those settlers led to the introduction of tobacco, corn, and
potatoes to England. Raleigh introduced potatoes to his estate in Ireland, which
would later become the predominant Irish crop.
Raleigh sent five expeditions to Virginia between 1587 and 1602. Those
efforts were frustrating and not always profitable. Raleigh therefore sought
assistance from other English merchants. In March of 1589, Raleigh granted
rights of free trade with Virginia to Thomas Smith, John White, Richard
Hakluyt, Thomas Smythe, and others. Raleigh selected thirteen individuals to
govern Virginia and granted them a corporate charter. Nineteen merchants
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were made members of that corporation. A second group of colonists who
had been admitted to the corporation were sent to America to carry out work
at the original Roanoke settlement. These Roanoke colonists found themselves
stranded in a harsh wilderness, and efforts to relieve them were delayed for
some four years by war and pirates. When ships finally arrived, the colonists
had simply disappeared. This was the “lost colony” about which speculation
still continues. John White, who had been appointed governor by Sir Walter
Raleigh of what became the lost colony, was saved because he had returned to
England with the last ships. The reason for his return was financial. There had
been some difficulty in choosing individuals to return and serve as “factors” of
the company to represent the settlers in England, and White returned for that
purpose.
Although Raleigh lost some £40,000 in his settlement efforts in Virginia,
England did not lose its enthusiasm for colonizing America. The destruction
of the Spanish Armada in 1588 by Sir Francis Drake and his fellow captains
gave England dominance over the seas. That victory opened the door for further colonial efforts by English merchants, who were beckoned by the riches
of the new world. Plunder from Latin America had already tripled the gold
and silver stocks of Europe, raising intense commercial interest in exploration: “Above all, moneyed men sought investments in commercial ventures
to far-off seas and foreign shores.”52 Raleigh’s grant of a corporate charter in
Virginia set the example for future colonization efforts. As one historian notes,
the colonies were all “begun by corporations or by groups of individuals as
business ventures.”53 The mechanism that would organize the English explorations was the joint-stock company, which had appeared in England by 1553,
a scant sixty years after Columbus returned from his voyage to America. A
joint-stock company generally allowed each investor one vote in company
matters, regardless of the size of their investment. There was no limited liability for shareholders in joint-stock companies. Shares could be transferred,
and the company was managed by elected officers. A joint-stock company,
once formed, usually raised additional capital by making calls on existing
shareholders.
The joint-stock company was popular in other parts of the world as well.
Some seventy exploration companies were operating in Europe between 1554
and 1698. The Royal African Company was chartered for the slave trade. The
Levant Company conducted trade in the Mediterranean. The Dutch East India Company was established in 1602 for the exploration of Asia, and the
Dutch financed Henry Hudson in his explorations in America. King Charles
II chartered the Governor and Company of Adventurers Trading into Hudson’s
Bay around 1670. Eighteen proprietors owned that company when it was first
chartered. Three centuries later, there were 12,000 proprietors, or shareholders, in the Hudson Bay Company, which, in the meantime, had done much to
develop Canada. One joint-stock company, The Mysterie and Compagnie of
the Merchant Adventurers for the Discovery of Regions, Dominions, Islands
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and Places Unknown, was formed in 1563. The Russia or Muscovy Company, formed in London, sought a northeast passage to the Orient and eventually ended up trading with Ivan the Terrible in Russia. Another notable
exploration company was the English East India Company. Created in 1599,
it accelerated English interest in trade and colonization. Subscriptions in the
amount of £30,000 were obtained for an expedition to the East Indies in that
year. By 1615, £400,000 had been invested in exploring the Far East. The
East India Company would lay the foundation for British colonization of India and later set in motion the events that would ignite a revolution in America.
In authorizing business enterprises to settle America, King James sought
to establish a “joint-stock system of trade.”54 As Montesquieu later noted, the
effort to settle the colonies was intended for commercial purposes. More precisely, the goal of the English exploration companies was to provide “a method
of returning to the original investors their capital and interest in the form of
dividends on their investment.”55 To that end, the English joint-stock companies were often granted a monopoly over trade in specified areas of the world
and were authorized to colonize newly discovered areas. The joint-stock companies employed factors or managers and initially used “magazines” or storehouses to collect the produce of the colonies for export to England.
Establishment of Permanent Colonies in America
The incorporation of America began in earnest after Raleigh’s arrest in 1603
led to the forfeit of his patent on Virginia. Three years later, in 1606, the king
granted a charter to two groups in England, one in London and the other in
Plymouth. Those groups were authorized by their charter to colonize America
and were given patents to the Atlantic coast of America.
Virginia
The London Company obtained another charter in 1609, and it became the
Virginia Company, a joint-stock company. Control of the affairs of the Virginia Company was placed in the hands of its shareholders. Authorized by its
charter to settle the south Atlantic coast of America, the Virginia Company
financed the expedition that created the Jamestown colony. It was in all respects a commercial venture promoted by London merchants, but the Virginia Company’s charter also provided for the governance of its colonies, as
well as the carrying on of the affairs of the company. It was initially managed
by a council of thirteen English residents appointed by the king. They in turn
appointed a council in Virginia to govern on a day-to-day basis, a form of
corporate democracy. In 1612, the Virginia Company’s charter was amended
to allow general meetings of stockholders four times each year.
Sir Thomas Smythe was the treasurer of the Virginia Company. Smythe
was intensely interested in commercial exploitation of the world being dis-

THE COLONIZATION OF AMERICA

25

covered by the European explorers. A relative of Oliver Cromwell, Smythe
had been the first governor of the East India Company. He was a governor in
the Muscovy Company and an investor in the Levant Company. Smythe had
aided Henry Hudson in his explorations. Smythe’s home on Philpot Lane in
London was the headquarters for the Virginia Company, which had about 650
individual subscribers by 1609. There were about fifty merchant company
investors, and it had an equally large governing council. Shares in the Virginia Company were sold to “adventurers.” “The adventurers were those who
stayed at home and risked their money in the venture.”56 The individuals who
went to America for the London Company were called “planters.” To encourage emigration, every planter was to be given one share of the company,
which the company was to bear expenses and receive any trading income.
Planters were given parcels of land for every tenant they transported to the
colonies. Those tenants were often indentured servants who were promised
land and profits in exchange for their services.
The prospectuses used to raise funds for the Virginia Company, like those
of modern penny stock operators, were noted for their ability to stretch the
truth as to the hardships and wealth that were to be found in the new colonies.
“Broadsides, full of allurement and falsehood, were printed and distributed
far and wide,”57 and “[D]etails of the company’s activities were broadcast in
the shires by London newssheets.”58 Shares in the Virginia Company were
being sold to adventurers in 1609 for £12 and Sh10. By 1610, a share in the
London Company sold for £25. A further stock subscription was offered to
the public in 1611. It was a success, but more funds were needed because
several original subscribers to the stock subscription had failed to pay their subscription amounts. In 1612, four lotteries were used to raise funds. The first was
won by a tailor; the prize was an expensive silver table setting.
The Virginia Company spent at least £80,000 by the year 1618 on the
Jamestown colony. Other estimates of the amount of money raised by the
Virginia Company between 1609 and 1624 have been as high as £200,000.
Profits were not forthcoming. The Virginia Company and its Jamestown colony
encountered many difficulties that are now legend. An excavation in 1996 of
the original Jamestown fort suggests that there may have been violence among
the settlers that had previously gone unreported. Complaints were made at
shareholder meetings of the Virginia Company about the quality of the planters sent to Virginia and the provisions and support given to colonization efforts. To provide incentive to their efforts, the Virginia Company began
allowing colonists after 1616 to keep half of the profits from their produce.
Subsidiaries of the Virginia Company were formed for a number of purposes,
including the transporting of young women to Virginia for marriage partners.
Of course, since this was a commercial venture, the new husbands were required to pay for the passage of their future wives. Of a less commercial
nature, the Virginia Company issued instructions that called for the creation
of an assembly in Virginia. This was the first legislature in America. The

26

IN THE BEGINNING

House of Burgesses was composed of delegates from eleven plantations in
Virginia. That assembly first met in July 1619. Its creation marked a turning
point from the colonies as commercial outposts to a place of permanent homes
and government for its inhabitants. Yet it would be many years before commercial interests were subsumed by “political” concerns in the colonies.
By 1623, there were estimated to be some 1,000 members of the Virginia
Company, and meetings were attended by some 200 shareholders. A share
purchased from the company entitled the owner to membership in the Virginia Company and 100 acres of land in Virginia. Although the company’s
shares continued to trade in London, their value dropped sharply when riches
failed to be realized. Sir Edwin Sandys assumed control of the Virginia Company in the 1620s. To bolster its fortunes, the company began granting land to
anyone transporting a colonist to Virginia. The need to attract new settlers
was starkly written in the population figures of the period. Between 1606 and
1625, over 5,000 colonists had sailed to America. In 1625, there were only
some 2,600 colonists living in Virginia, an attrition rate that required continual replenishment of settlers.
Viewed from a distance of almost 400 years, the colonization efforts of the
Virginia Company were clearly a great success. Seen from the perspective of
the participants in the company, however, the venture was much less fruitful.
By the time the Virginia Company surrendered its charter, the company’s
shareholders had lost most of their investment. Those losses were never recovered, but a shareholder in the Virginia Company who immigrated and
paid the passage of others and held onto his land would have made a substantial profit. The company itself did not fare as well because of shortfalls in
stock subscriptions and high expenses.
Massachusetts
Another exploration effort was conducted by the Plymouth Company. It is
unclear whether this was the same Plymouth Company that built conduits and
created a municipal water system for Plymouth, England, around 1591.59 The
exploration company’s charter was held by Raleigh Gilbert, William Parker,
Thomas Hamhan, and George Popham. The London backers for the Plymouth
Company included about seventy investors (“adventurers”), most of whom
were merchants. The Plymouth Company’s first settlement on the Kennebec
River in 1606 was an unsuccessful effort to find quantities of gold and silver.
This colony was quickly abandoned, but the company continued its exploration efforts. In 1620, the Plymouth Company was given a patent for New
England. This occasioned a need for colonists, and the Pilgrims were recruited
for that purpose. Each migrating Pilgrim over the age of sixteen was given a
single share in the Plymouth Company valued at £10. Pilgrims with £10 in
money or equipment were given double shares. The “total number of shares
formed a common stock” in the Plymouth Company.60
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The Pilgrims rejected a proposal under which they would have been given
one-half the profits with the adventurers taking the other half. The English
businessmen that financed the Plymouth Company required the Pilgrims to
agree that they would engage in no individual trading for seven years after
their arrival in America and that all goods would be placed into a common
store. At the end of seven years, assets were to be divided pro rata among all
shareholders, which would include the Pilgrims as well as the adventurers.
“This agreement was later broken by the pilgrims on the ground that a ‘common stock’ retarded initiative and industry.”61 This early effort at communism was no more successful than later experiments with such communal
systems.
The Plymouth Company had about seventy adventurers, and the amount of
their subscriptions was about £1,500. The company encountered problems
with members not paying up their shares of capital, and a proposed financing
of £100,000 by a group of merchants failed to materialize. In 1627, the adventurers agreed to sell their investment for a total of £1,800, plus an additional payment of about £600 for the colonies’ debts. The settlers in the
Plymouth colony were the purchasers of the shares of the London adventurers. The adventurers lost money on the Plymouth Company, receiving only
about one-third of their investment. The Pilgrims were left heavily in debt
upon their buyout of the corporation. To finance the Plymouth colony, a partnership arrangement was reached with London backers, and a large loan was
arranged. Additional loans were obtained at rates that ranged up to 50 percent. The Plymouth Company was eventually liquidated, but only after it had
made numerous land grants to speculators. Those grants were often conflicting and led to many years of litigation.
Other colonies were attempted through joint-stock companies. The
Dorchester Company established a settlement at Cape Ann. That effort failed
in 1626, and the company was liquidated. In another effort, adventurers in the
New England Company obtained a royal charter that eventually resulted in a
merger with the Massachusetts Bay Company. The latter was formed under a
grant from the Council for New England, a corporation headed by Sir
Ferdinando Gorges. The Massachusetts Bay Company founded the Massachusetts Bay Colony. Funds were raised by selling land and issuing common
stock for public expenditures. Investors received land allotments rather than
a monetary investment return from the company.
New York
The Dutch West India Company was chartered in 1621, and the first Dutch
settlers reached Manhattan two years later.62 The now famous deal of $24 in
beads and goods in exchange for Manhattan still raises debate on whether the
present value of that amount made the deal a bargain for the Dutch. There is
some additional debate as to whether the Indians actually owned Manhattan
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Island when it was purchased by Peter Minuit. “While the transaction is often
cited as the ‘steal of the millennium,’ the Indians may have had the last laugh.
They lived on Long Island, it turns out, and may not even have had any claim
on Manhattan.”63 The Dutch colony of New Netherland depended on the fur
trade as its source of revenue for the West India Company. Trade in this colony
was strictly regulated. New Amsterdam, which became New York in 1664,
was a principal commercial port in the North Atlantic. The Dutch settlers also
gave America its most prominent financial symbol—Wall Street. Sometime
around 1653, the Dutch Settlers built a twelve-foot-high wooden stockade
fence in lower Manhattan in order to protect themselves from attacks by the
British, the Indians, and other unwanted guests.64 In 1685, Wall Street was
laid along the line of the fence of the Dutch stockade.
The Carolinas
Another group that played a significant role in the colonization of America
were the “Lord Proprietors.” These were individuals who were given patents
or rights for the exploitation of vast portions of America. They operated their
colonies in much the manner as a partnership. In 1629, Charles I granted his
attorney general, Sir Robert Heath, the rights to Carolina, or what was sometimes called New Carolina. Sir Robert and his heirs were made “absolute
Lords & Proprietors of the Region” between thirty-one and thirty-six degrees
of north latitude.65 The king was to receive one-fifth of any gold and silver
discovered there and a portion of the profits of any commodities. In 1663 and
1665, King Charles II granted charters to new proprietors for the Carolina
territory that had been previously given to Heath. The new grantees included
the Duke of Albemarle,66 Sir William Berkeley, and the Earl of Clarendon.
After receiving this grant, the new Lord Proprietors formed a joint-stock company that provided for contributions to be made through the transport of colonists and for payment of their expenses.
The authority of the later Carolina grants was never clear because of the
prior grants given to Robert Heath. The second charter for the Carolinas was
not exactly typical of those now used by Delaware corporations. The Lord
Proprietors were given the authority to designate the ports from which commerce could be conducted. They could raise armies and wage war on pirates
and savages. Religious freedom was granted. In order to spur development,
the Lord Proprietors gave 100 acres to each new colonist arriving in the Carolinas. Indentured servants received ten acres upon the conclusion of their term
of service. Colonists bringing male servants capable of bearing arms were
given an additional fifty acres. A woman servant fetched only thirty acres.
In 1674, the Lord Proprietors of the Carolinas were complaining that large
debts incurred for financing the colonies were not being repaid. Interestingly,
the Lord Proprietors’ business perception was to seek profits as landlords,
rather than as merchants to the colonies. To that end, they skillfully enticed
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colonists to work their plantations in America. Indentured servants were encouraged by promises of land upon termination of their service period, as
well as two suits of clothes and a set of tools. Colonists were promised fertile
fields, good crops, wild game, religious freedom, and an assembly that would
be elected and set taxes.
Pennsylvania
Pennsylvania was granted to William Penn by a charter from King Charles II.
Initially, it was a fiefdom that served as a haven for Quakers. William Penn
sold shares to some 600 investors, as well as plots of land to emigrants that
totaled some three-quarters of a million acres. The colonies were not always
profit centers for their owners. Although Philadelphia became a center of
colonial finance, Penn ended up in debtor’s prison.
The colonists were enticed to an America that was almost entirely owned
and operated as a business. An English document describes the ownership of
the colonies as late as 1675 as follows:
AN ACCOUNT OF HIS MAJESTY’S PLANTATIONS IN AMERICA.
His Majesty’s Forreign Plantations in America are govern’d either by Proprietors,
Corporations, Companies or by Governours immediately appointed by His Majesty.
The Plantations governed by Proprietors are New Yorke belonging to His Royal
Highness.
New Jersey belonging to Sir George Cartwright and others.
Maryland belonging to the Lord Baltimore.
Carolina under which is also comprehended the Lucaii and Bahama Islands belonging to the Duke of Albemarle, Earl of Shaftesbury and other Lords and Gentlemen.
The Corporations contained within the bounds of New England are
The Colony of Rhode Island & Providence Plantations.
The Colony of Conecticut.
The Colony of New Plimouth.
The Colony of the Massachusets Bay under which is at present comprehended The
Province of Maine and New Hampshire, and other small Colonies adjoining the first
claimed by Mr. Gorges, the latter by Mr. Mason.
The Plantations governed by Companies residing in England, are
The Colonies and Factories setled in Prince Rupert’s Land and Hudsons Bay.
The Bermudos otherwise called the Summer Islands.
The Plantations governed by His Majesty’s immediate Commissions, are
Virginia and the Province of Accomack. . . .67

As will be seen, the Virginia Company had, by this time, forfeited its charter. In the beginning, however, it too was owned and operated under a corporate charter.
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3 Commerce With the Colonies

Regulation of Trade
The colonies were viewed by England and its merchants as a source of wealth
to be exploited for their benefit. This meant that commerce in the colonies
had to be regulated strictly to assure that any riches found their way to England. The Crown, for example, reserved the largest and tallest trees in America
for British ships. “Felling for home use was strictly regulated.”68 Equally important was the need to prevent the colonies from competing with English merchants. England, therefore, ordained in 1630 that the American colonies could
not make woolen, linen, or cotton cloth. In addition, only plantations owned by
the English merchants were allowed to export produce. Colonists owning
“farms” could produce only for domestic consumption. The corn laws closed
the English ports to cereals and meats imported from the colonies, and heavy
duties were placed on whale oil. The Wool Act of 1699 prohibited exportation
of wool from the American colonies.
The Navigation Acts were another effort by the Crown to assure that colonial trade was channeled through England. These acts were first applied against
the American colonies in 1650. They required manufactured goods from Europe to be imported to England before being sent to the colonies. Conversely,
certain “enumerated” goods in the colonies could be shipped only to England
or another British port. Enumerated goods included ship masts and tobacco.
The Navigation Acts sought to assure that shipments between the colonies
and England were carried by British or colonial bottoms. Nonenumerated
commodities could be exported directly to other countries as long as they
were exported in British ships or ships built in the colonies. Included among
the nonenumerated commodities were grain, lumber, salt, fish, and rum. Sugar
became a nonenumerated commodity in 1731.
Parliament sought to broaden the Navigation Acts in 1663 to include nearly
all goods exported from the colonies. The Staple Act of 1663 and the Plantation Act of 1673 had similar goals. As was noted in an accounting of his
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Majesty’s plantations, the trade of the colonies was, by several Acts of Parliament, confined to England where it involved sugar, tobacco, cotton-wool,
indigo, ginger, and “Fustick or other dying-wood.”69 Equally burdensome
were England’s efforts to restrict trade among the colonies. The English merchants wanted that trade for themselves. To accomplish this goal, a duty of a
penny a pound was imposed on tobacco when shipped from one colony to
another. The Lord Proprietors in the Carolinas sought to discourage trade
among the southern colonies, lest they grow independent. The colonies were
exploited in other ways. Colonists were given land if they transported themselves to America, but they had to pay an annual fee in the form of a “quit
rent” or “acknowledgment” to the Crown or to the Lord Proprietors.
The Colonies Do Not Submit Meekly
The colonies were subject to additional duties on exports to England. Of course,
the colonists soon became experts at avoiding such payments and evading the
Navigation Acts. Illustrative was a scheme discovered by the Lord Proprietors of Carolina after they sent Robert Holden to the colonies to collect quit
rents that were in arrears. During a stop in Boston, Holden discovered that
some six traders there were controlling the tobacco trade with the Carolinas
and were defrauding the Crown of its duties. The tobacco was being shipped
to countries other than England labeled as fish, which could be exported legally to the Continent. Such smuggling was made possible by the existence of
American ships built by American industry. Begun as an effort to build a
fishing fleet, the American ships were soon carrying and obtaining goods
from the Continent, where American goods could find a ready market. The
American colonists competed with the English merchants in other ways. The
colonies offered bounties to encourage local production of linen and cloth so
that they would not be dependent on English cloth, which was often expensive and difficult to obtain. The colonies engaged in a concerted effort to
bring immigrants to America from all of the various European guilds. An
example of the skills brought to America could be seen from the manifest of
just one ship. Its 116 passengers included a butcher, a carpenter, a clothier, a
stone mason, a ploughwright, a sawyer, a surgeon, a tailor, two linen weavers,
and a joiner, as well as laborers. Such individuals would lay the foundation
for an independent economy in America.
Threats of competition and the slowness of the growth of colonies, as well
as their attending expenses and evasion of the Navigation Acts, made it difficult for the merchants in England to realize a profit on their investments in
America. Moreover, the merchants found themselves in competition with a
new form of enterprise—the “royal” colonies that were administered directly
by the Crown. Losses by the joint-stock companies, and increasing difficulties in administering and controlling trade with the colonies, soon resulted in
efforts to make all of the colonies royal colonies. As such, the colonies would
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operate under the direct control of the English government, rather than as
private commercial enterprises. The settlement efforts of the Virginia Company were ended in 1625 when a “quo warranto” proceeding was brought to
terminate its charter. Virginia then became a royal colony, losing its status as
a joint-stock company. The Virginia Company’s difficulties with the Crown
had begun with the criticism that was engendered by the lotteries used by the
company to raise capital. More serious problems arose over efforts by the
Virginia Company to stop the Spaniards from paying for English goods with
tobacco from America. The Spaniards then provided information that discredited Sir Edwin Sandys, who was acting on behalf of the Virginia Company in this affair, and Sandys was arrested. This resulted in a long-drawn-out
quarrel over the tobacco trade. Finally the king revoked the company’s charter. An appeal by the Virginia Company to the House of Commons was unsuccessful. All ungranted lands in Virginia were then returned to the Crown.
Other royal charters were revoked or surrendered after 1680 as a part of a
concerted effort by the English government to gain control over the colonies.
Widespread evasions of the Navigation Acts spurred the Crown to act, as did
a concern that the colonies were becoming a haven for other illicit activities.
The English authorities were particularly appalled by the discovery that “pirates are kindly entertained in Carolina”70 by the secretary of that colony,
who was accused of being an associate of a notorious pirate. New York was
another haven for pirates. Robert Livingston was particularly close to Captain Kidd, and the Board of Trade in London was expressing concern that the
governor in New York was friendly to such criminals. Even worse, the jointstock and proprietary colonies were “promoting and prorogating woolen and
other Manufactures proper to England” instead of the production of other
commodities that should be properly raised in the colonies and that would not
compete with English goods.71
In 1686, quo warranto proceedings were brought against Connecticut, Rhode
Island, Delaware, and Lord Baltimore’s Maryland. The Lord Proprietors in
the Carolinas resisted numerous efforts to have their holdings forfeited to the
Crown. The Earl of Shaftesbury complained bitterly in 1686 to his fellow
proprietor Lord Craven that they would never recover their investments in the
Carolinas if the Crown prosecuted its quo warranto proceeding. Despite several complaints as to their administration, and the near anarchy that was said
to be prevailing in the Carolinas, the Lord Proprietors refused to surrender
their charter except upon payment of “an equitable consideration and not otherwise.”72 In response to the criticism directed to their administration, the
Lord Proprietors pointed out that they had spent large sums to develop their
grants in the Carolinas and that those colonies were providing considerable
revenue to the Crown from duties, as well as being responsible for the importation into England of much rice and 50,000 deerskins annually.
The Crown was not able to push through a quo warranto proceeding against
the Carolina proprietors because of their rights of peerage. Indeed, the Lord
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Proprietors were so emboldened that they began competing in land sales
with the Crown colonies. The Lord Proprietors were selling land in the
Carolinas at twenty shillings per one thousand acres and charging twelve
pence per hundred acres in quit rent. This was but 20 percent of the price
of land being sold in Her Majesty’s colonies and half the quit rent. In
another act of independence, the Carolina Lord Proprietors blocked an
effort to mortgage their charter to the Crown in order to finance arms to
protect the Carolinas from Indian attacks. Nevertheless, South Carolina
was recovered by the English government after several Indian attacks
finally required the Lord Proprietors to seek the Crown’s protection. An
insurrection in South Carolina in 1718 that interrupted quit rents and other
duties only underscored the problems that had arisen in that colony under
the Lord Proprietors’ rule and signaled the difficulties of administering a
distant colony from London.
The Lord Proprietors sold their remaining rights to the Carolinas back to
the Crown in 1728. At that time, there were eight shares of the company that
were held by, among others, the Duke of Beaufort and Lord Craven. Each
share was purchased for £2,500. An additional sum was given by the Crown
to the proprietors to satisfy the quit rents that were outstanding, which was
said to be seven-eights of those rents that were in arrears to their Lordships.
At one point, the Lord Proprietors were claiming arrearages of £15,000. In
the meantime, economic concerns over the relationship of the colonists and
the Crown began creating friction that sometimes turned violent. The Cary
Rebellion in the Carolinas over governmental policies had to be suppressed
by troops from Virginia. Other factors were spurring independence. Judicial
appeals to the Privy Council in London from the Carolina courts were limited
by local statute to amounts in excess of £500. This was a large sum and effectively made the Carolina courts independent of London. This limitation also
meant that London creditors were left subject to the whims of the local courts,
which were often sympathetic to the local debtors. Of equal concern to the
English merchants was the fact that Carolina had devalued its currency by
some 30 percent, resulting in a loss to creditors of that amount, about which
more will be said later.
The Royal Colonies and the Board of Trade
Administration of the colonies proved to be difficult even with the assumption of more direct control by the English government. The Privy Council had
dealt with trade matters for the king since at least 1600. In 1621, a Committee
of the Privy Council for Trade and Plantations was established to oversee
trade and overseas development. King James instructed this committee to
consider the “true causes of the decay of trade and scarcity of coyne within
this kingdom, and to consult of the meanes for removing of these inconveniences.”73 Charles I later appointed Archbishop Laud to oversee colonial
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affairs, but little was done. In 1623, a commission was created to inquire into
the management of Virginia by the Virginia Company, which resulted in the
quo warranto proceedings that were brought two years later. After Oliver
Cromwell’s accession, the Long Parliament appointed the Earl of Warwick as
Governor-in-Chief and Lord High Admiral of all islands and plantations in
America. Nevertheless, administration of the colonies remained fitful and
lacking in effect. As a remedy, in 1660, two councils were created in London.
The Council of Commerce was assigned the responsibility for overseeing the
plantations in America. The second council was given authority to oversee
commercial treaties and to develop trade. By 1677, the councils were also
considering religious issues and living conditions in the colonies. They too
proved to be ineffective.
A body known as the Lords Commissioners of Trade and Plantations was
created by the Crown to supervise commerce in the colonies in 1696. More
commonly referred to as the “Board of Trade,” this sixteen-member panel
was given responsibility for administering the trade of Great Britain as well
as the colonies. The Board of Trade conducted most of the English
government’s administration and governing of the American colonies. One of
the members of the Board of Trade was the philosopher John Locke. He was
the father of the Constitution adopted by the Carolinas. The Board of Trade
supervised the courts in America and appointed and supervised the colonial
governors. It promoted commerce with the colonies to the advantage of England. The most careful attention was paid by the Board of Trade to matters
affecting the commercial value of the American settlements.
One of the board’s early acts was to order a survey of the forests of New
England for naval stores. The colonial governors were additionally asked to
provide an accounting of their plantations. 74 A report in the 1720s notes, as
an example of the concerns of the Board of Trade, that North Carolina had
few ports and most of its trade was with New England, using small sloops.
North Carolina was viewed as a haven for pirates and absconding debtors. In
contrast, South Carolina was believed to be more advantageous to London
merchants because its inhabitants were dependent on London for nearly all
their manufactured goods. The residents of South Carolina were annually
purchasing goods valued at over £20,000 and paying the English merchants
for them in rice and naval stores.
The Board of Trade was soon made aware that illegal trade under the Navigation Acts could not be stopped. Scottish shippers were excluded from the
Navigation Acts in 1660, which meant that Scottish ships could not be used to
carry freight from the colonies. A Scottish statute created a company that was
authorized to trade in the Americas, and the Scots were soon receiving tobacco shipped from Pennsylvania without paying English duties. The Board
of Trade was also informed that the Navigation Acts were causing a loss of
markets in Europe. In particular, the rice trade in Portugal had been lost because the expense of transporting the rice to England and then reexporting to
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Portugal made the cost of the rice higher than that of the competition. Still, England continued its efforts to direct trade with the colonies through England.
Economic Expansion
The economies of the colonies expanded rapidly. New England’s colonial
population was engaged about equally in trade and agriculture. Colonists in
New England grew corn as their principal crop, which was often traded for
beaver pelts. Fishing was another significant industry in New England. By
1750, Massachusetts was producing whale and cod in amounts valued at
£250,000 per year. Fifteen years later, there existed 45,000 tons of shipping,
and over 3,000 men were employed in the New England fisheries. The importance of the fishing industry to the economy is exemplified by legislation
passed in 1682 that prohibited credit to seamen because their imprisonment
as debtors would delay the sailing of ships.
The fishing industry continued to spur development of shipbuilding in New
England. Massachusetts produced over 1,000 sailing ships between 1696 and
1713. Ownership shares in ships was a common form of general investment
before 1700 in Boston. This form of finance was necessitated by the fact that
insurance was not always available to protect shipowners from the hazards of
the sea during the early colonial period. Instead, they protected themselves by
selling shares in their ships, which spread the risk. Another method for reducing risk was to break up shipments and consign them to several ships. This
avoided a disastrous loss, if a single ship was to founder.
Privateers were operating in New York by 1739. An early form of investment was to finance this legal form of piracy. In 1744, one individual, Christopher Bancker, financed a privateer at a cost of £1,200. He then sold shares
in the privateer to other merchants and captains. A futures market that speculated in shares of privateers was operating in the middle of the 1750s. Successful privateers provided credit to others. These early bankers, of course,
charged interest on their loans. The colonies adopted many other European
financial concepts as their economies developed. In 1661, Massachusetts set
a legal maximum rate of interest at 8 percent in order to stop usury. The
Carolinas, in 1669, prohibited the engrossing by an adventurer who was purchasing goods and seeking to “retaile again at unreasonable rates to the Inhabitants.”75 The fine was 10,000 pounds of tobacco. An individual was viewed
as an engrosser when he sold goods on commission, but shops were excepted
from this prohibition. Efforts to control prices were not particularly successful. A law passed in the Carolinas that set a maximum price on rum had to be
repealed in 1673 because it discouraged rum traders from coming to trade in
the Carolinas. Those traders had brought other needed commodities to trade
with their rum, but refused to trade at all when they were denied their higher
liquor profits.
The economy of the southern colonies was largely based on tobacco. In the
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1590s, a pound of tobacco was fetching the equivalent of $125 in London.
That price dropped after the first significant exports of tobacco from Virginia
that began around 1614. Five years later, 20,000 pounds of this commodity
was exported from the American colonies. The Navigation Acts required tobacco from the American colonies to be first sent to England before further
exportation. In exchange, the American colonies were given a monopoly on
the English market. The extensive use of tobacco in England from those imports soon resulted in attempts to limit its use. It was declared a “pernicious
weed.”76 Efforts to ban the use of tobacco in England were stopped, however,
because of the concern that the colonists in Virginia were dependent on it for
their subsistence.
A half million pounds of tobacco were being exported to England in 1627.
Tobacco farmers quickly glutted the market, and prices dropped below production costs in 1665. Although the price of tobacco fell to one-half penny
per pound in 1667, overproduction continued. Virginia sought to limit tobacco production and keep prices high by requiring planters to live in permanent houses so they could not easily shift production when their fields were
exhausted. Maryland and Virginia agreed to act jointly in curbing the growth
of tobacco. Maryland passed a statute in 1666 that sought to implement that
arrangement. Noting Maryland’s dependence on that plant, the statute asserted that “the unlimited freedome of all persons to plant what quantity’s and
at what tyme they please hath glutted all marketts for divers yeares.”77 Tobacco production was to be curbed for one year under this statute, but its
implementation was held up by an Indian invasion.
The Maryland and Virginia colonists could not agree for long on production controls over tobacco. By 1679, North Carolina farmers were adding to
the amount of tobacco produced in the colonies. North Carolina tobacco was
being transported through Virginia to New England and from there smuggled
to other countries to evade duties and the Navigation Acts. Virginia responded
to this threat to its principal industry by prohibiting the shipment of North
Carolina tobacco through its borders. That prohibition remained in effect until the Board of Trade set that law aside in 1729. The ostensible reason for
Virginia’s action was a claim that the North Carolina tobacco was being packed
with trash. In fact, Virginians were simply protecting their own, and they
were cold-blooded about it, as revealed in a letter from the lieutenant governor of Virginia to the Board of Trade in London. The lieutenant governor
sought to convince the Board of Trade of the necessity of continuing the ban
on North Carolina tobacco by playing on London’s own concerns with competition. He noted that there was little danger that North Carolina would begin manufacturing in competition with London merchants if tobacco
production was cut. North Carolina had other commodities to trade. If prices
fell in Virginia, however, that colony could begin its own manufactures to the
detriment of the London merchants.
The Carolinas were not above their own nefarious schemes to protect their
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own interests at the expense of others. A statute passed in 1696 sought to
encourage immigration by staying all actions on foreign debt for a period of
five years after immigrants arrived in the Carolinas. Maryland was soon complaining to London that debtors were leaving its borders to seek refuge in the
Carolinas under this statute. Undeterred, Carolina passed another act in 1715
that required the posting of a substantial bond before foreign attorneys could
bring an action for debt in Carolina. This assured that local lawyers would
receive that business.
Exports of tobacco continued to increase. By the 1700s, over 15 million
pounds of tobacco were being imported into England from the American colonies, but debt soon came to dominate the books of the tobacco plantations, as
prices remained low. A pamphlet entitled The Case of the Planter of Tobacco
in Virginia outlined other problems faced by plantation owners. These included claims of excessive duties levied by England on tobacco and high
costs in bringing tobacco to market. Another problem was the decreasing
productivity of land as it was depleted by repeated crops.
Slavery and Finance
The plantations of the South required labor in ever increasing amounts, but
there was no capital base or even currency to pay employees. The alternative
was not desirable, but was available and was used. The colonies were soon
importing a large number of indentured servants who were actually “semislaves.”78 As noted by Benjamin Franklin in 1759, most of the labor in the
lower colonies was being performed by indentured servants from Europe.
Between one-half and two-thirds of all immigrants came as indentured servants, including a large number of British and Irish convicts, Scottish captives, and vagrants. The Board of Trade had referred to this process as the
“improvement and well-peopling of the colonies,” but Franklin found this
too cynical for his taste, especially after the report of the murder of children
by one such transported felon.79 As it was, the convicts sent to America from
England numbered in the thousands.
By 1775, Maryland contained almost 10,000 indentured servants and convicts, which was about one-third of the population of that colony. A number
of kidnapped children and condemned persons were sent to America for labor. Indian slaves were also used by the colonists to work their farms. African
slaves soon followed, having been first brought to the colonies in 1619. Their
numbers grew only slowly at first. In 1683, the 16,000 indentured white servants that were then working in Virginia far outnumbered the 3,000 or so
black slaves in Virginia. Black slavery, however, soon became a preferred
alternative for acquiring manual labor.
The Royal African Company was given a monopoly in 1672 for the transportation of slaves from Africa to the Spanish colonies. Included among its
members was John Locke. This seems to have marked the beginning of the
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large-scale traffic in slaves in the New World. In 1708, the Royal Africa Company was selling slaves in Virginia for twenty to thirty pounds. England contracted with Spain (the “asiento”) for the right to supply the Spanish colonies
with slaves in 1713. The stock in this venture was held by the king of Spain,
England’s Queen Anne, and their retinues. There were 60,000 slaves in Virginia by 1740, double the number ten years earlier. Over 120,000 slaves were
toiling in the southern colonies by 1756. At that time, the white population
exceeded that number by only about 50,000. The number of slaves grew rapidly. There were about half a million slaves in the colonies by the outbreak of
the Revolutionary War. That figure, however, very much understated the size
of the slave trade. It has been estimated that 6 million slaves were exported
from Africa during the eighteenth century. Many died quickly, but the survivors soon became an integral part of the southern economy where the plantations demanded large amounts of manual labor.
Methods of Exchange
The shipment of goods to England was still another hurdle for the colonists.
One method was for a merchant or planter to consign his goods to someone
who was traveling on board, perhaps the master of the ship or the governor’s
designated representative. This consignee then sold the cargo upon arrival. In
other instances, trade was conducted directly by plantation owners with corresponding English merchants. The English merchant would then dispose of
the goods upon delivery. The colonial planter assumed the risk of the transaction. The commission charge for such consignments was often 2.5 percent.
Planters also sold tobacco through agents, but usually at a low price. Commission charges and fees were often as much as 10 percent of the gross sales
price of the tobacco; insurance and freight charges, as well as import duties,
were additional. Tobacco sent to England was usually not paid for in cash.
Instead, a merchant or “factor” there would sell the tobacco for the account of
the American planter and then select finished goods that would be shipped
back to the planter from London as payment. The London merchants set the
price for tobacco purchased from the planters. The London merchant would
make a profit on the difference in the price credited to the planter’s account
and the actual market price of the tobacco. Another profit was made through
a large markup on the goods that were purchased for the planter’s account.
George Washington, who taught himself the forms used for bills of exchange, notes of hand, and bonds, was among those who suffered from the
system of exchanging tobacco for English goods through factors in London.
Goods of inferior quality were often selected by his factors, Robert Cary &
Co. in London. The goods were sold to Washington at exorbitant prices that
left him in debt. As Washington stated, the goods he received were “mean in
quality but not in price, for in this they excel.”80 The factors made a double
profit on Washington’s business, “first selling his tobacco and then spending
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the money as his purchasing agent—and he was not present to impose on
either transaction fair play.”81 The factors charged high interest on any negative balances, of which there were plenty. To escape this vicious cycle, Washington began raising wheat and corn, rather than tobacco. Wheat and corn
could be exchanged for goods in America, making him less susceptible to
tobacco’s wide price fluctuations and the arbitrary action of his factors in
London.
Tobacco remained a leading export from the colonies, but many other articles were sent to England. Eliza Lucas Pinckney, one of America’s first
female entrepreneurs, introduced indigo to the southern colonies. Indigo soon
became a significant export. Shipping was an important industry, led by John
and Robert Murray, who owned more ships than any other men in the country
before the Revolution. Other colonial merchants included Thomas Hancock,
the father of John Hancock, and Aaron Lopez. Trading was becoming more
formalized. An “exchange” where merchants came to deal in goods was operating on Broad Street in New York in 1752. Philadelphia, however, was the
center of trade in the colonies. It then had a population of some 19,000. Imports were an important part of the colonial commerce, and there was a serious imbalance of trade with England.
The Export Trade
Numerous London merchants specialized in exports to the colonies. Over
sixty London merchants were handling the New England trade in 1699. It was
a lucrative, if somewhat risky, business. Goods imported to the colonies in
1700 from England were selling for 150 to 225 percent more than their prices
in London. Goods were shipped during the colonial period under bills of lading, a practice that continues today. Freight charges for goods sent from London to Boston were about three English pounds per ton in 1710. Freight sent
to England from the colonies was sometimes insured, but rates were high.
Freight was often handled by merchants in America that were operating as
sole proprietors and partnerships in the port cities. The rich assortment of
goods available from English ships is ably identified from newspaper advertisements of the colonial period. One of the smaller of these advertisements
offered:
Superfine and middling fine Broadcloths, large Assortment of Strouds, Kersey, 6–4,
and 7–4 Rose Blankets, Dowlas and Oznaburgs, Irish and Russia Sheeting, Irish
Linens and Hollands, Long Lawns, Pistol & clear do, Clouting Diaper, Cambricks
and Callicoes, Linen and Cotton Checks, Scots Handkerchiefs, Romalls, Silk
Lungees, Bandannoes, Persian Taffaties, A fine Assortment of Ribbons, Sewing Silk,
Buttons and Twift, Scots Thread, Yard wide Stuffs, Bonbazeens and Sattins, Black
Everlastings, Durants, Dorsetteens, Camblets, Ruffels, Tammies, Callimancoes,
Rattinets, Cravats, Barcelona Handkerchiefs, Men’s ribb’d Hose, Women’s South’s
and Girl’s ditto, White Swanskin, Spotted Ermin, Colchelter Baize, Shalloons, White
Linseys, Serges, Buckrams, Cotton Velvet, Black Genoa ditto, English ditto, Cut-
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lery & c., Horse Whips, Hats, Pewter, Bohea and Hyfon Teas, Pepper, Cinnamon,
Cloves, Mace at.d Nutmeg, Dorchester Beer, Scots Snuff, Window Glass, Faggot
Steel, Fine japan’d 8 Day Clocks.82

One item that did not sell too well, at least in the South, was the English wig.
America’s Benefit to England
A report to the Board of Trade in England around 1715 stated that goods
valued at about 1 million English pounds were being brought to England
from the plantations in America. Goods valued at over £700,000 were being
sold to the colonies annually. About two-thirds of English shipping was engaged in this trade, and this commerce supported about 200,000 persons in
England. In 1726, a Mr. Bladen sent a short essay to Lord Townshend that
listed the benefits of the colonies to England. Among other things, Bladen
noted that the colonies consumed one-sixth of the wool manufactured in England, double that amount of linen and calico, and great amounts of silk,
furniture, and trinkets. Tobacco products from the colonies provided significant revenues and helped offset unfavorable trade balances with France. This
trade enhanced the growth and value of English shipping, and the colonies
provided timber for the navy and other commodities that offset unfavorable
trade balances with Russia. Bladen pointedly noted that the profits in the
colonies were being returned to England and that the regulation of trade kept
the colonies in a state of submission to the Crown. Bladen stated that the
colonial assemblies then operating in America should be viewed only as “so
many corporations.”83
Revenue measures were devised in England to assure that the colonies
were profitable for the English Crown and its merchants. Those levies, as
well as trade restrictions, would generate the friction that would eventually
explode into the Revolution. One early measure that stirred a great deal of
resentment in the Carolinas was the tax on tobacco shipped to other colonies.
That tax appeared to be solely for the benefit of the English merchants. Since
tobacco was the principal currency and produce at that time, the tax had an
undesirable effect on the colonists. Too harsh an imposition of tobacco duties
soon led to rebellion, especially after the collector of customs in the Carolinas in 1677 became more active in collecting duties on tobacco and seizing
European goods that had not been shipped through England.
The Culpepper Rebellion that arose in the Carolinas was the result of those
overzealous efforts, as well as a bit of colonial overreaching. Culpepper was
found to have engaged in a tobacco-smuggling operation. Far from being
chastised, Culpepper took a considerable number of bonds from Mr. Holden,
the Lord Proprietor’s representative, when he made objection to Culpepper’s
activities. The Lord Proprietors in London later concluded that Culpepper
had embezzled some £3,000 in addition to conducting the rebellion. Never-
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theless, that affair resulted in a new government in the Carolinas that was
more independent, and the tax on shipment of tobacco among the colonies
was reduced. Although the Culpepper Rebellion occurred almost a century
before the Revolutionary War broke out in the United States, it was a foretaste of what was to come. The Bacon Rebellion that occurred in Virginia in
1676 was another warning signal as to the future of American politics and
finance. It was a protest against the “rich.”84
One step toward independence was the creation of internal taxes. One of
the first tax measures in the United States was enacted in 1634 in the Massachusetts Bay Colony as a kind of property tax. Thereafter, most of the colonies adopted a property tax in one form or another. A “faculty” tax was enacted
in Massachusetts in 1649 on the profits of laborers and tradesmen. These and
other revenue measures laid the groundwork for independent governments.
The colonies also became less dependent on London as their economies matured, a change that did not pass unnoticed in England. The Board of Trade
warned the Crown as early as 1714 that New England was already capable of
subsistence without the aid of English imports and that the tobacco colonies
would likely be so in time. Still, England continued its efforts to restrict trade
in the colonies to its own advantage. For example, in 1715, the Board of
Trade was discouraging manufacturing in the colonies, including sailcloth in
New York and shoes in Pennsylvania.
By 1715, the number of colonists and their progeny in America had grown
to almost 400,000. A more telling measurement is the fact that the population
of the American colonies grew from about 4,000 in 1620 to more than 2 million in 1760. The population in the colonies doubled between 1750 and 1770.
Even so, British colonial policy continued to be based on economic and financial terms rather than on the welfare of the colonists. This was because
trade with the colonies had increased from some one-twelfth to about onethird of all of England’s trade during the eighteenth century.85 William Pitt
was quoted as stating in 1766 that the “profits to Great Britain from the trade
of the colonies are two millions a year.”86 The prominent role of America in
trade caused a shift in its regulation in England. Gradually, the English Parliament became more active in assuring that the colonies were exploited to
England’s advantage. Parliament, for example, passed legislation in 1732 that
allowed London merchants to provide evidence in the courts in the colonies
upon affidavits. This assured that the London merchants could collect on debts.
A year later, in order further to protect British manufacturers, Parliament imposed high duties on all molasses that was imported into the colonies. This
act was largely ignored, but it too helped set the stage for the later American
Revolution.
Parliament passed an Iron Act in 1750 that sought to encourage the colonies to export pig iron to England while, at the same time, discouraging the
colonies from manufacturing finished iron products. This was followed by
the Sugar Act of 1764. The manufacturing of wool and hats in the colonies
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continued to be curbed, all of which engendered resentments in the colonies.
The Stamp Act worsened the situation. That legislation required stamps to be
affixed to legal contracts and printed documents including newspapers. The
Stamp Act, which fell particularly hard on merchants, was repealed after
American tempers flared. The Stamp Act was followed by the Townshend
Acts, so named after the Chancellor of the Exchequer, Charles Townshend.
This legislation taxed glass, paper, and other items and added to the resentments now building in America and resulted in defiance. The stage was then
set for the Tea Act to light the fire of an American revolution. That spark
would ignite a willing and growing population to display a fighting spirit
equal to that of the greatest power in Europe. Absent from the equation was a
financial system that would support such a struggle.
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4 Trade and Money

Money in America
Missing on the arrival of the immigrants to America was any functioning
currency. The early settlers were able to create a crude form of money by
using beads and trinkets in their trade with the Indians, as did Columbus.
An excavation of the original fort at Jamestown in 1996 yielded “dozens
of sky-blue glass beads apparently manufactured by the colony for trade
with the Indians. ‘John Smith got himself out of hot spots by trading
these beads.’” 87 Such beads would remain a favorite currency for trading
with the Indians for at least two more centuries. The value of the beads
varied with their color. As Meriwether Lewis noted in preparing for his
famous expedition across the country in 1803, blue beads are “far more
valued than the white beads of the same manufacturer and answer all the
purposes of money.” 88 Cash in the form of specie (i.e., gold or silver
bullion and coins) was in short supply in the colonies. Mining rights to
gold and silver were granted to the Virginia and Plymouth settlers under
their royal charters. The Crown was to receive one-fifth of all gold and
silver that was mined. But those rights proved to be of little value because quantities of gold and silver were not among the riches of the Atlantic coast. The lack of gold and silver meant that the authority given to
the Virginia Company’s resident council to coin money was worthless.
Specie would have to be imported or a substitute found until the western gold discoveries just before the Civil War. This sometimes required
imagination. In Quebec, the French intendant had to use playing cards as
notes for provisioning troops. The cards were later redeemed from the
annual appropriation that came by ship from France in the form of specie
or bills of exchange. The English colonies were equally imaginative. Nails
were scarce, for example, and sometimes used as a currency. Wampum—
strings of purple and white beads made from shells that were sewn together into belts—became a currency in the trading areas of the Plymouth
43
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Company and was exchanged for furs with the Indians. In 1643, the Massachusetts court ruled that wampum was acceptable currency for the payment of debts up to forty shillings. White wampum was valued at eight to
a penny and black wampum at four for a penny. The Dutch colony at New
York tried to stop the inflation of wampum by imposing price controls.
The result was an effort by Frederick Philipse to corner the wampum
market in 1666. In later years, Massachusetts refused to accept wampum
for taxes. Small deerskins could be purchased in the Carolinas in 1709
for five cubits (about ninety inches) of Roanoke, which was made from
sea shells.
Barter was widely used in the colonies during the 1600s. In fact, commodities became a substitute for a currency. Debts in the colonies were often paid
“in kind” with goods or commodities. This practice was called “country pay.”
Barter transactions were particularly widespread in the southern colonies,
where there was only limited direct trade with England through which currency could be obtained. Goods imported into the southern colonies, particularly Virginia, were often exchanged for tobacco. Farmers in the Virginia
Colony traded tobacco for clothes and other goods at the Virginia Company’s
store. Planters established their own stores with goods that could be sold to
others. They used a system of debits and credits as a substitute for money.
Later, retail stores in Virginia were set up by factors who bought tobacco and
provided goods to the planters. These stores were frequently created by Scots
immigrating to America and were called “Scotch stores.” These merchants
transported tobacco to Britain for reexport to France, where it was sold to the
French state monopoly, the Farmers-General. The Scotch stores were buying
about half the Virginia tobacco crop at one point.
Commodity Money
Tobacco was an accepted medium of exchange in the southern colonies. Quit
rents and fines were payable in tobacco. Individuals missing church were
fined a pound of tobacco. In 1618, the governor of Virginia issued an order
that directed that “all goods should be sold at an advance of twenty-five percent, and tobacco taken in payment at three shillings per pound, and not more
or less, on the penalty of three years servitude to the Colony.”89 Virginians
were even purchasing wives from England in 1620 with tobacco. A jointstock company for “transporting 100 maids to be made wives” was formed
for this trade. The maids cost twelve pounds for their passage and were sold
“at the rate of 150 lbs. of tobacco.”90 Young men in Virginia were said to have
showed up with tobacco under their arms to greet and pay for their new wives.
A later writer notes, however, that it would be difficult for one person to carry
all of the tobacco required for full payment. He suggests that what the wouldbe husbands were carrying was only enough tobacco to provide earnest money,
“thus in fact buying his wife on margin.”91
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Virginia was using “tobacco notes” as a substitute for currency by 1713.
These notes originated after tobacco farmers in Virginia began taking their
tobacco crops to warehouses for weighing, testing, and storage. The tobacco
warehouses were called “rolling” houses because the tobacco was literally
rolled down the road in hogsheads and examined by inspectors who would
then keep an amount payable for taxes. The inspectors at the rolling houses
were allowed to issue notes or receipts that represented the amount of tobacco being held in storage for the planter. These notes were renewable and
could be used in lieu of tobacco for payment of debts. No note older than
eighteen months could be used as legal tender because the tobacco might
deteriorate, leaving the holder of the note with worthless or poor tobacco.
The Privy Council in London repealed the Virginia statute that authorized
the tobacco notes in 1717. Nevertheless, a similar provision was reenacted in
1730. Later, in 1755, the Virginia Assembly authorized the payment of tobacco debts in money at two pence per pound. Fines in Virginia were payable
in tobacco. For example, a master caught harboring a slave that he did not
own was subject to a fine of 150 pounds of tobacco. The Maryland Tobacco
Inspection Act of 1747 was modeled after the Virginia statute. The Maryland
statute required tobacco to be inspected and certified before export in order to
stop trash from being put in the tobacco. Maryland tobacco had previously
sold at a discount because it was not certified. Inspection notes were given for
the tobacco that was inspected. Those notes were passed as money in Maryland. The use of warehouse receipts for tobacco and other commodities would
spread to Kentucky as settlers began to cultivate that region.
The southern colonies were able to obtain some specie by shipping produce to New England where it could sometimes be converted into gold or to
Virginia for conversion into bills of exchange or to Jamaica for pieces of
eight. Alternatively, goods could be sent to South Carolina in exchange for
rice or to Barbados for sugar. Specie could be obtained in the West Indies in
exchange for molasses that was distilled into rum. One imaginative scheme
to increase the flow of currency was described in a letter sent to the Lord
Proprietors of the Province of the Carolinas in 1665. The writer asserted that,
because “coine” was needed for commerce, wine should be produced in
America: “for I am confident that if the value of the drinke only within Twenty
yeares past brought into Virginia had been Imported in Silver; Virginia would
have had more money for the number of her English Inhabitants then most if
not the most opulent countrys have in Europe.”92 This plan did not bear fruit,
and the lack of a money currency in America remained “a great hinderance to
the speedy sale of commodities.”93 Indentured servants and slaves helped
ease the currency shortage since they did not have to be paid in cash. Yet the
shortage of cash in America affected everyone for much of our early history.
There were some other limited substitutes for currency. Promissory notes were
used for domestic transactions, and bills of exchange financed foreign transactions. Goods were bought and sold through credit arrangements that varied
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in their formality. One method for financing private transactions in the colonies was through records of account kept by tradesmen and planters. Credits
and debits were transferred among other merchants and traders. This was a
form of “bookkeeping barter” in which goods were exchanged for other goods,
and excess credits were carried on account.94 The barter economy that prevailed in the colonies required “voluminous record-keeping . . . to carry over
old accounts for many years.”95 This practice would continue through the
eighteenth century, as demonstrated by George Washington’s meticulous
records of expenditures, which form a chronicle of his daily life.
Like Virginia, the Carolinas suffered under a cash shortage. Commodities
in the Carolinas had values fixed by law that could be used for paying
debt. Quit rents in the Carolinas could be paid in commodities at amounts
set under a law passed in 1715. Among the things that could be used to
pay quit rents and public charges were the skins of wildcats, beaver, deer,
and otter, cheese, tar, whale oil, feathers, butter, tallow, Indian corn, wheat,
tobacco, and pork. As one report on the Carolinas noted in 1709: “there is
no money; every one buys and pays with their commodities, of which
corn, pork, pitch and tar are the chief: pork at 458 per barrel cent—250
lbs. weight, pitch at 258 per barrel, corn at 250 per bushel, and tar at 152
per barrel, which prices (though fixed by their laws) they can seldom
reach . . . ; so that, by their computation, the difference of their money to
sterling is one to three; and if you buy a plantation there for 300 [£] of
their pay, they will much rather take 100 [£] in England.”96 The General
Court of Massachusetts Bay Colony authorized musket balls to be used
as money. They were deemed to be worth a farthing for each bullet of a
“full boare.”97 As another substitute for money, the Massachusetts court
made corn payable for all debts. The use of corn as currency resulted in a
double pricing system for corn, “the monetary payment being about half
the actual value of the payment in kind.”98 Maryland made tobacco a
legal tender at a penny a pound in 1732. Corn was valued at twenty pence
a bushel. Maryland sought to prevent its meager stock of coins from being exported to Pennsylvania by imposing a duty on Pennsylvania beer
and rum, which were attracting Maryland specie to Pennsylvania.
Coins as Currency
The “Mixed Moneys” case in 1605 had restricted the colonies in their ability
to coin money. That case arose after Queen Elizabeth sent a quantity of money
to Ireland to pay for the suppression of rebellion. Her Majesty issued a proclamation declaring that this money, which had been stamped by the Crown,
was to be treated as the lawful and current money and that it was legal tender—that is, it could be tendered and had to be accepted for payment of any
wages, fees, debts. Her Majesty’s proclamation declared that other money
was annulled and would no longer be treated as lawful currency.99 These re-
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strictions applied to the American colonies but were loosened in 1666. Nevertheless, the English government discouraged most efforts to bring specie to
America. The imbalance of payments with the colonies assured there would
be few breaches of those restrictions. As Benjamin Franklin later noted, much
of the specie that did find its way to America was quickly withdrawn as a
result of the unfavorable balance of trade with England. William Wood was
granted the right to make copper coins for circulation in the American colonies. Only a few of these “Rosa Americana” were sent to America before
Wood resold his minting privileges to the Crown for a pension of £3,000.
Making change was a problem because of the shortage of coins. “The difficulty in making change in the Colonies had led to the extensive practice of
dividing gold coins with a chisel.”100 Virginia prohibited “the cutting of gold
coins into lesser pieces to make change” in 1727.101 To alleviate the shortage
of small coins in America, “His Majesty graciously permitted the importation
at public expense” in 1757 of £25,000 worth of copper coin into Virginia.102
Unfortunately, that munificence did not solve the specie shortage. The mercantilist authorities in England viewed the colonies as a means to stop the decay of
money by increasing the wealth of Britain. England saw no reason to drain its
Exchequer to provide specie for American commerce. Indeed, to assure that
its coffers remained filled, the British government limited the export of silver
and gold to America. In 1695, Great Britain prohibited the exportation of
specie. This included exports to the colonies. England sought to limit the
development of mints in the colonies, but the Virginia assembly passed legislation in 1645 authorizing the minting of copper coins. That mint did not
succeed. Several years later, the Maryland Assembly passed a law to establish a mint. Lord Baltimore had a few elaborate coins struck, but that mint
was not a success either.
A mint was established in Massachusetts in 1652. There, for a fee, John
Hull minted the Pine Tree shillings. These coins contained about two-thirds
silver. Hull operated his mint for about thirty years, but most of the coins he
minted were eventually sent to England to pay for goods. In 1694, the Lord
Proprietors in the Carolinas issued copper tokens to advertise the Carolinas.
These coins had the image of an elephant on one side and on the other side
were the words “God Preserve Carolina and the Lords Proprietors.”103 The
Carolina provinces and New Hampshire made other efforts to create mints.
All were unsuccessful. Dr. Samuel Higley, who owned a copper mine in Connecticut, struck some copper coins in 1737. Some of those coins were inscribed “Value Me As You Please.”104 Although these efforts to create a local
coin were not successful, they did arouse the ire of the English Crown. The
mint in Massachusetts was closed in 1688 after the charter of the Massachusetts Bay Colony was forfeited. That forfeiture was occasioned in part by a
determination of the Chancery Court in England that the mint was illegal.
This left America to depend on foreign coins and some English coins that
circulated in the colonies. The latter included copper halfpence and farthings,
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which were worth about seven to fifteen cents. Most of the specie circulating in America was foreign coins. Before 1700, coins circulating in
New York included Arabian dinars, Hindustani mohurs, Greek byzants,
French louis d’or, and Spanish doubloons. Spanish coins were the most
prevalent. “The most common coin was the Spanish piece of eight, commonly called the Spanish dollar.”105
Virginia established the Spanish dollar, valued at six shillings, as the currency
of that colony in 1645. The Spanish piece of eight would become the basis for the
United States dollar. The current dollar sign is said to reflect the figure eight, and
the two lines in the dollar sign are found on the reverse side of the old Spanish
dollars. The word “dollar” is actually a derivation of the name of a German
coin, the “thaler.” Thalers were produced beginning in 1519 in a small Czech
village that later came under German control. The U.S. dollar is also sometimes referred to as a “buck.” This too traces its origin to the Spanish dollar.
There was a large trade in deerskins in the colonies. “A ‘buck’ was the standard of the trade, and by 1750 the term already had become a synonym in the
American colonies for its monetary equivalent, the widely circulating Spanish dollar.”106
Even though they depended on foreign coins for most of their specie transactions, the American colonies used the silver standard that had been established in England in setting monetary values. Monetary calculation in the
colonies was further based on the English system of pounds, shillings, and
pence. Under that system, twelve pence equaled a shilling and twenty shillings equaled a pound. The American settlers kept their accounts in shillings
or pounds even though most of the available coins were non-English in origin. Values for foreign coins in the colonies were set by royal proclamation
and later by an act of 1708. Queen Anne’s proclamation prohibited the overvaluation of foreign coins that was occasioned by the shortage of specie in
America. The British government sought by this royal proclamation to set
rates on foreign coins “lest the rates should be fixed to the detriment of the
King and the merchants.”107 This “Proclamation Money” became an alternative to English coins, but there remained a shortage of foreign coins, as well
as other specie.
Paper Money
The lack of specie eventually and inevitably resulted in the creation of a “paper” money economy in the colonies. That currency initially consisted of
notes, bills of credit, and other debt instruments that were used to transfer
credits and to obtain provisions and goods. One substitute for money was the
letter of credit, which was being used by missionaries in America as early as
1718. The absence of banks or other institutions to issue such letters, however, limited their availability. Another form of currency was the bill of exchange. As already noted, a bill of exchange operates much like a check. It is
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simply an order by a purchaser of goods to a third party to pay the seller of the
goods. The third party either owed the purchaser money or was willing to
extend credit to the purchaser. The following is a bill of exchange from Virginia that was dated April 27, 1668:
. . . twenty dayes after sight of this my second Bill of Exchange[,] my First and third
not being paid, pay or Cause to be paid unto Mr. Stephen Watts Merchant in Bristoll
or his Order the full Just sume of Seaventeen pounds Tenne Shillings good and
lawfull money of England it being for the like vallue received here in Virginia of
John Scott Marriner of Bristoll make good payment and Charge it to the Accompt of
him that is
Your loveing Unkle Henry Filmer
To mr. Robert Filmer Esq. liveing near the Talbott att the signe of the Goat in
London108

The English Crown itself used bills of exchange to pay for the expenses of
its officials and for military and navy acquisitions. The Exchequer in England
often protested these bills when the proper authorizations and signatures were
not obtained or prices appeared to be exorbitant.
During the seventeenth century, Boston became a center for settling bills
of exchange that called for payment from England. Bills of exchange as a
medium of exchange would later spread to the West. They would be widely
used in Kentucky for goods shipped to New Orleans or received upriver. Those
bills of exchange were often drawn on New York. Rejecting payment or “protesting” bills of exchange was common. As noted by a missionary in North
Carolina, a protested bill brought “great scandal on the drawer.”109 In 1662,
the Virginia Assembly enacted a statute that assessed damages of 40 percent
of the value of bills of exchange that were protested. That figure was reduced
to 15 percent in 1666. Maryland imposed a charge of 20 percent as damages
to the payee of a bill of exchange where it was protested. The number of
protested bills grew so rapidly, however, that by 1708 the penalty payment
was reduced from 20 percent to 10 percent. In fact, there appears to have been
an epidemic of protested bills of exchange around the year 1708, which did
not please the Crown. The English government rejected the Maryland measure and provided for penalties that varied from 15 to 20 percent.
Bills of exchange were useful but did not fill the gap created by the absence of a currency in the colonies. A petition was submitted in 1688 in Philadelphia to set up a “bank for money.” There was some question as to whether
the proprietor, William Penn, had reserved that right to himself. The petitioners were, nevertheless, advised that there was no reason why they could not
pass their personal bills in the same manner as bills of exchange. They were
cautioned that counterfeiters might seek to counterfeit their bills, just as they
did clipped or coined money. The Rev. John Woodbridge proposed the issuance of notes secured by lumber or other merchandise as a form of currency
in 1690. That effort was not successful. A group of Boston merchants issued
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their own notes in 1733 that were redeemable after ten years in silver. Silver,
however, went to a premium and the notes ceased circulating.
John Colman, a Boston merchant, was among those pleading for paper
money to assist commerce in the colonies. He published a paper seeking a
paper currency in order for trade to prosper. Benjamin Franklin was another
advocate of paper money for commerce in the colonies.110 His 1729 publication entitled as a Modest Enquiry into the Nature and Necessity of a Paper
Currency argued in favor of paper money. Our wisest patriot contended that a
larger supply of money would stimulate farm prices, promote manufacturing,
and increase wages. In May 1746, Franklin himself printed some £27,100 in
notes for Joseph Gray as a matter of necessity because there was a “want of
pence for running change” at the time. “Whoever takes them shall have them
exchanged on demand with the best money I have.”111 In 1766, eight Philadelphia merchants began issuing five-pound notes that were payable in nine
months with 5 percent interest. These notes were needed because of the shortage of other money. This practice was quickly copied, and Philadelphia was
soon “flooded with a valueless currency.”112
Bills of Credit
Of necessity, the colonial governments eventually found themselves issuing
the paper currency advocated by Franklin and others. The shortage of specie
affected the colonial governments just as it did the private merchants: The
colonial governments simply had no specie to pay their bills. As an expedient, the colonial governments issued what they called “bills of credit,” which
were simply notes or promises to pay. The Massachusetts colony issued bills
of credit in 1690 that were payable in one year. They were issued as a means of
relieving the “scarcity of money”113 and were likened to exchequer bills that
were issued in anticipation of taxes in England. The Massachusetts bills were
called “indented” bills, a reference to the cutting of the bill across its scrolling
to prevent counterfeiting. The paper for the currency was supplied by the
Company of Stationers in London. A bill of credit issued by Massachusetts in
1713 stated that:
THIS INDENTED TEN SHILLING BILL Due from yProvince of the Massachusets
Bay in New England to the Possessor thereof shall in value equal to Money And
shall be accordingly accepted by yTreasurer and Receivers subordinate to him in all
Publick Payments; and for any Stock at any time in the Treasury.114

The first issues of Massachusetts bills could be used to pay state debts but
were not otherwise made legal tender. In 1712, Massachusetts made its bills
of credit legal tender in payment of private debts. Although useful, the bills of
credit issued by Massachusetts were not sufficient to erase the money shortage in that colony. As Cotton Mather noted in 1714, businessmen were com-
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plaining that the number of bills of credit then outstanding were “no more
than a herring in a Whale Belly.”115 Later, in 1716, Massachusetts authorized
£150,000 in bills of credit to be distributed in the colony and to be used as
loans on real estate for ten years at 5 percent per annum. Mortgages were to
be placed on the properties on which these loans were made. These bills were
not made legal tender. Subsequent issues of bills were made by Massachusetts, but there were only £157,000 of local currency in the form of bills of
credit circulating in Massachusetts in 1766. New York, Connecticut, and New
Jersey were issuing paper money before 1712. New York issued bills of credit
in 1709 that were made legal tender in the payment of debts. These bills of
credit paid interest. Connecticut issued bills of credit that same year. Subsequent issues were made by that colony, some of which were legal tender and
others were not. South Carolina issued bills of credit in 1703 that paid interest
of 12 percent. Rhode Island was issuing bills of credit in 1720, which were
made legal tender for payment of most debts.
Maryland began issuing bills of credit in 1733. A sinking fund was created
to retire this issue through a special duty on tobacco exports. The sinking
fund was managed by trustees in London who invested the tobacco levy proceeds in stock of the Bank of England. A similar issue was undertaken in
1756. About £30,000 of the sinking fund was confiscated during the Revolution, but was returned after much controversy. The Maryland bills of credit
were to be used to make loans on mortgages of real property or personal
security. The first issue was made legal tender but a subsequent issue was not.
Maryland sought to establish these bills as a circulating currency through a
rather unique method. The state actually gave away bills in order to speed
their circulation. In 1769, Maryland authorized an issue of “indented” bills of
credit that entitled the bearer to receive bills of exchange payable in London
with gold or silver at the rate of four shillings and sixpence per dollar.
Pennsylvania was issuing bills in 1723 that had a specific expiration time,
whereupon the paper was to be redeemed. The bills of credit issued in the
Carolinas in 1715, 1722, and 1729 were handwritten because there were no
printing presses. The rest of the colonies were issuing bills of credit in one
form or another by 1760. Most of the colonial bills of credit did not pay
interest. Rhode Island and other colonies sometimes used “treasury” notes
prior to the Revolution that were short-term obligations (i.e., up to eighteen
months), that did pay interest. Some colonies issued bills based on a pledge of
specific taxes that would be applied to redeem the debt. Virginia was issuing
bills of credit in 1755 that were called “treasury” notes, paid interest and were
made legal tender. Subsequent emissions were made in 1769, 1771, and 1773,
but those issues were not made legal tender. Georgia later authorized bills of
credit to be loaned out on interest and mortgages to be taken on land.
The bills of credit of the colonies served as a currency that was passed
from hand to hand like money. The folding and passing of colonial money
sometimes caused the bills to fall apart. That situation was remedied by sew-
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ing or pinning the bill to another piece of paper. One source has suggested
that this is the origin of the expression “pin money.”116 Colonial bills of credit
were sometimes endorsed by the person passing them—apparently a way to
provide some assurance that the money was bona fide. This reflected the fact
that counterfeiting of bills and notes, as well as coins, was widespread. Counterfeit paper money was being sold through the mail in New England to retail
distributors in 1717. Colonial bills were being counterfeited as far away as
Ireland in 1726. The Virginia legislature even had to make sure that its printer
did not run off extras for himself.
Counterfeiters used schemes that varied from the simple to the complex.
In one of the simpler schemes, a North Carolina counterfeiter was indicted
for changing a “Publik Bill of Creditt” from two to twenty shillings.117 Pennsylvania punished counterfeiters of its currency by cutting their ears off. In
1714, Virginia made counterfeiting punishable by death. Punishments in the
other colonies were equally draconian. Nevertheless, there were some 500
counterfeiters operating in the colonies in 1768. Clipping of coins was another problem. That practice was limited by corrugating the edges of coins.
These were called “milled” coins.
A larger issue was the requirement that at least some colonial bills of credit
were mandated as legal tender. This required creditors to accept the bills from
debtors in fulfillment of their obligations. As noted, bills of credit were sometimes, but not always, made “legal tender.” Even so, bills of credit were effectively used as a legal tender because there was very little of any other currency
available to pay for goods or debts. This posed a problem for creditors. The
colonial bills of credit often proved to be unstable in value and frequently
could only be sold by a holder at a discount. Debtors took advantage of that
situation by buying the bills at a discount and paying off their debts with the
bills at their face or par value. As Adam Smith and others found, there were
economic weaknesses in the bills of credit issued by the colonies, which caused
a depreciation in their value. Frequently, there were no taxes to support repayment of the bills, and excessive issues were made by the colonial legislatures. Exacerbating this situation was the fact that interest was not paid
on most of the early bills of credit, which meant a sharp depreciation of
value to the holder over time, especially as inflation increased. Pennsylvania currency maintained its value, but other issues were generally not
redeemed as promised, or at only a small portion of their value. “Of all
the thirteen colonies, Rhode Island probably sinned the most in her abuses
of paper money.”118
The colonies were caught in a tug-of-war with the English merchants, who
thought that the colonial bills of credit were designed to cheat them because
the bills depreciated in value. But there was no specie to create an economy in
the colonies. Without that paper money, commerce could not exist. George
Grenville had proposed that the English Parliament create a single American
currency for tax payments and commerce that would also ease the money
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shortage in the colonies. That proposal was not carried out, and tension continued to rise between debtors and lenders. The colonies sought to dampen
inflation and depreciation of their bills by setting commodity values for their
bills of credit—that is, the bills were valued in terms of so many bushels of
corn or other produce. This was an early form of the modern indexed note,
but the index values were themselves often inflated. Differences in depreciation among the various colonial issues caused further difficulty when they
started circulating outside the issuing colony’s border. As one colonial report
notes, North Carolina bills of credit were being valued at four to one for
Virginia currency “which is something better than Proclamation Money” (i.e.,
foreign coins).119
Fluctuations in Currency Values
The gyrations in the values of the paper money issued in the colonies led to
some anomalies. At one point, there were two currency values in some of the
colonies, one for local transactions and one for transactions abroad. The charter colonies were said to be “raising and lowering their coin from time to
time, to their particular advantage, and to the prejudice of other colonies.”120
This led to the quo warranto proceedings that brought the forfeiture of the
remaining charters in the colonies. Even so, exchange rates for the various
bills issued by the colonies were a daily part of trade. Complexity was added
when the Jerseys reunited; they continued to use different currencies, as did
their trading partner, Pennsylvania.
In 1749, importers in Charleston, South Carolina, were advertising merchandise in the papers on the basis of current exchange rates for bills in circulation. The exchange rate was the difference between the English pound and
the paper currency circulating in South Carolina. Examples abound in other
colonies of trade with multiple currencies. A Boston newspaper advertised
goods for sale in 1760 at “the lowest rates” “for ready money, treasurer’s
notes, Connecticut bills of credit, lumber or on short credit.”121 Another Boston advertisement offered to sell beer, cheese, Indian corn, flour, Irish linen,
cod lines, and hooks for “Treasurer’s” notes on which interest was allowed.122
Some advertising could be rather sophisticated. One mid-eighteenth-century
advertiser was hawking goods with an exchange rate listed and a promise of
nine months’ credit without interest and payments. The advertising claims for
the products being sold sound strangely like some of the more raucous of our
modern used-car advertisements.123
George Washington’s accounts show some interesting examples of how
the various colonial “currencies” were a daily part of his life. On one trip in
the fall of 1770, his expenses are stated in Maryland, Virginia, and Pennsylvania currencies. Among his expenses was a charge of one pound in Maryland currency for four bearskins. A much cited statement best illustrates the
problems engendered by the hodgepodge of money in the colonies:
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They give the title of “merchant” to every trader, who rates his goods according to the time and species they pay in; viz., “pay”; “money”; “pay-as-money”;
and “trusting.” Pay is grain, pork and beef, etc., at the prices set by the General
Court. Money is pieces-of-eight, ryals, Boston or Bay shillings, or “good hard
money,” as sometimes silver coin is called; also wampum, viz., Indian beads,
which serve as change. Pay-as-money is provision aforesaid, one-third cheaper
than the Assembly set it; and Trust, as they agree for at the time. When the
buyer comes to ask for a commodity, sometimes before the merchant answers
that he has it, he says, “is your pay ready?” Perhaps the chap replies, “yes.”
“What do you pay in?” says the merchant. The buyer having answered, then
the price is set; as suppose he wants a 6d. knife, in “pay” it is 12d.; in “pay-asmoney” 8d., and “hard-money,” its own value, 6d. It seems a very intricate way
of trade, and what the Lex Mercatoria had not thought of.124

The circulation of foreign coins and the discounting of bills of credit and
exchange gave rise to merchants who dealt in currency exchange. These merchants charged what the market would bear, and rates varied widely. At one
point, a Spanish dollar was equal to five shillings in Georgia; eight shillings
in North Carolina and New York; six shillings in Virginia, Connecticut, New
Hampshire, Massachusetts, and Rhode Island; and seven shillings sixpence
in Maryland, Delaware, Pennsylvania, and New Jersey. It reached a value of
thirty-two shillings, sixpence in South Carolina.
The governor of New Jersey complained around 1724 that his constituents
were being paid in local currency by New York and Philadelphia merchants.
Those merchants were using all of the available gold and silver to buy English goods. The Lord Proprietors in the Carolinas sought to avoid receipt of
colonial currency when shipping goods to other colonies by instructing their
agent that for such shipments, “the returnes theirof shall be made in peeces of
Eight or Christian or Arabian Gold All Goods sent to Virginia the returnes
must be in bills of Exchange.”125 The English merchants could not always
avoid being paid in depreciated bills of credit. They saw themselves, quite
rightly, as being abused when the colonists paid their debts with such bills.
The response by the English government to its merchants’ complaints was
predictable. Starting in 1727, England began restricting the issuance of bills
of credit by the colonies. The English Parliament extended its “Bubble Act”
to the colonies in 1740 to prevent the creation of companies that issued paper
money. In 1751, the New England colonies were subject to a prohibition against
requiring bills of credit to be treated as legal tender for payment of debts. The
English government considered a proposal in 1760 to create a currency system of paper money for the colonies that would be supervised by the Crown.
This proposal was not adopted. Later, in 1764, a currency act was enacted that
extended the ban against legal tender requirements for bills of credit to the
other colonies. This legislation required all of the colonies to withdraw their
bills of credit from circulation upon their expiration dates. The colonies, nevertheless, continued to issue paper money. Exemptions were sometimes granted
and transgressions were often overlooked.
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English merchants were particularly concerned with the emissions of bills
of credit in Virginia. They protested to Parliament that the currencies being
circulated by Virginia were devaluing their debts. The legislation passed by
Parliament in 1764 outlawed paper emissions by the Virginia House of Burgesses. The result was to drain Virginia of specie, and debtors were unable to
pay their debts. This measure evoked outrage in Virginia and laid the groundwork for demands of independence in that colony. The founding fathers in
Virginia were directly affected by the shortage of currency. Thomas Jefferson
had to borrow cash from his servants, relatives, and friends. He was forced to
barter for goods and services. A cash-short Virginia left Jefferson with legal
fees owed to him of some £525 pounds before the Revolution, but he could
not collect even half of that amount. Planters experiencing financial trouble
in Virginia in the 1760s were using lotteries to raise money to pay off debts.
Tickets were sold, usually for £5. The winner would be given slaves, land, or
an entire plantation. William Byrd III tried to raise £50,000 through a lottery,
but he only received a third of that amount because the tickets had been sold
on credit and no one was willing to pay the balance after the lottery drawing.
Monetary Problems
Virginia had other problems engendered by its currency and the fact that the
Virginia planters were perennially in debt. Thomas Jefferson estimated that
planters on the tobacco plantations owed as much as £3 million by 1770. John
Robinson, the Speaker of the House of Burgesses in Virginia, had a unique
solution for that problem. He doled out £100,000 from the Virginia treasury
to planters who were in debt. Robinson had taken paper money that had been
issued during the French and Indian Wars and loaned it to his planter friends.
When Virginia’s paper currency expired in 1765, it was supposed to have
been exchanged for new notes, but the colony’s government ran short of new
notes to replace the older ones.
A scheme was proposed in which Virginia would borrow £240,000 from
merchants in London at an interest rate of 5 percent. The first £100,000
of that money would be used to redeem the bills of credit in Virginia that
were maturing. The remaining £140,000 would be used as a reserve by
which the colony would lend its own banknotes to borrowers at an interest of 5 percent. New taxes would be used to repay the London lenders.
This plan did not reach fruition because there were not enough borrowers
to take the colony’s banknotes and pay 5 percent. In addition, opponents
noted that this was a scheme simply to rescue debtors in the colonies who
would be borrowing the bills.
Other colonies experienced money shortages, resulting in an economic
contraction in the colonies. A severe depression occurred between 1720 and
1723. A paper currency movement in Massachusetts resulted in a riot in Boston after the governor became an advocate of hard currency. A severe reces-
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sion occurred in 1764 that increased demand for a larger money supply. Several merchants failed, including Nathaniel Wheelwright and Joseph Scott.
John Hancock was among those complaining of tough economic circumstances. The worldwide depression in 1765 added to the economic problems
encountered by the American colonies. A creditor of Paul Revere sought to
attach his property for a debt of ten pounds. Nevertheless, some consumer
protection was appearing. A law against usurious loans was adopted in New
York in 1661.
Monetary problems led Benjamin Franklin to seek to convince Parliament
to allow the colonies to issue bills of credit to pay their expenses and provide
a currency. Franklin published his Remarks and Facts Concerning American
Paper Money in 1767. He argued that the paper money that was then circulating in America had increased the wealth of the colonies. Franklin stated that
“the Utility of this Currency became by Time and Experience so evident,
never afterwards to be much disputed, so that it grew soon to [£55,000] and in
1739 to [£80,000] . . . trade, building & inhabitants all the while increasing.
Tho I now think there are Limits beyond which the Quantity may be hurtful.”126 In response to Franklin’s efforts, and after much complaining from
the colonies, Parliament allowed the colonies to make their bills of credit
receivable for taxes and debts due to the colony that issued the bills, but not as
legal tender for all private debts. In England itself, gold was declared to be
legal tender in 1774. Silver coins could be used as legal tender for payments
up to £25.
The tangled history of the Carolina bills of credit is most instructive on the
problems this form of currency engendered. In 1712, the legislature in the
Carolinas authorized £4,000 of paper currency that was to be used to fight
Indians. Further issues were made in 1715 and 1722. In 1729, the Carolina
government authorized the issuance of bills of credit in amounts totaling
£40,000. A portion of this amount was to be used to redeem outstanding bills.
The remainder was to be lent out to citizens on mortgages for land valued at
twice the value of the loan. The loans were to be repaid in fifteen years at a
rate of 6.25 percent. The assembly stated that it would periodically declare
the value in silver of the bills according to how prices changed. A new governor was appointed by the Crown when the Lord Proprietors returned the Carolinas to the king. He sought to curb the power of the assembly. A chief point
of contention was the bills of credit issued by the assembly. The governor
wanted those bills to be accepted in payment for quit rents or government
fees at greatly depreciated rates of four to one. The assembly objected, and a
bitter quarrel ensued between the assembly and the governor.
Another problem arose in 1735 when the assembly had to call in its outstanding bills of credit because they had been counterfeited in large numbers.
The assembly offered to issue £40,000 of new bills in exchange for the old
bills. The royal governor asserted that he would collect quit rents in paper
currency, instead of silver, only at the rate of seven to one. A court of exche-
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quer was then appointed to collect the rents. That action met resistance, and a
compromise was reached in 1739 that provided for the enrolling of the land
so as to be able to track the quit rents due. Quit rents were to be payable under
this compromise in commodities approved by the Governor, such as tobacco,
hemp, flax, deerskins, and beeswax. Under this agreement, the value of the
bills of credit outstanding in Carolina was to be fixed by a commission. The
compromise was, however, disallowed by the Board of Trade in London because a half-dozen merchants who traded with the Carolinas did not agree to
the provision allowing the commission to fix the value of the bills of credit.
The Board of Trade did ultimately sustain the view of the assembly that
quit rents could be paid in commodities rather than specie. Such payments
could be made at the market value of the commodities. This met resistance
from the governor, who refused to follow the Board of Trade’s instructions;
he rated the Carolina currency at only one tenth the value of specie. The result
was a quit rent strike. In any event, the assembly was again issuing bills of
credit in 1748, and they were made legal tender. In 1759, however, the Board
of Trade in London instructed the governor in North Carolina not to allow the
issuance of any more paper money as legal tender. This caused a currency
shortage. Merchants estimated in 1766 that there was £200,000 of paper currency needed. At that time, there was about £75,000 of bills outstanding. Despite the restraints imposed by London, North Carolina was able to issue about
£355,000 of bills of credit before the Revolution.
In the meantime, currency problems in other colonies stoked the smoldering revolutionary fires. Patrick Henry made his revolutionary debut in the
“Parson’s Cause,” a case involving Virginia’s Two Penny Act of 1758, which
made obligations due in tobacco payable in bills of credit at a rate of two
pence per pound of tobacco. Tobacco prices had risen sharply, and proprietors
could sell their tobacco for cash at the higher prices available in the market
and then pay their creditors at the lower rate set by the Two Penny Act. The
Two Penny Act was rejected by the Privy Council in London, and one clergyman sued because he had been paid in Virginia bills of credit at the lower rate
under the act, rather than tobacco. The clergyman wanted the difference between the value of the tobacco and the bills of credit that he had been paid.
Patrick Henry attacked the Crown’s action in the fiery rhetoric that would later
inflame Virginia. Henry charged that the “King, by disallowing Acts of this salutary nature, from being the father of his people, degenerates into a tyrant, and
forfeits all rights to his subjects’ obedience.” Although the parson won his case, it
was not a great victory. He was awarded one penny in damages.127
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5 Revolutionary Finance

Revolution
The road to Revolution need not be repeated here. Economic imperialism
(née mercantilism) grew as the Crown canceled the charters of the corporations and reacquired the grants from the Lord Proprietors. William Pitt aptly
expressed the view of the English government when he stated, “I love Americans because they love liberty, . . . [but] they must be subordinate. In all laws
relating to trade and navigation especially, this is the mother country, they are
the children; they must obey and we prescribe.”128 The Stamp Act, the Sugar
and Molasses Acts, the Townshend duties, and the Coercive Acts all were
efforts to maximize the Crown’s returns from the colonies and to pay for their
administration and protection from France and Spain. Each of those actions
pushed the colonists toward independence. That independence became more
and more possible and even desirable to many previously loyal colonists as
the American economy expanded. The thought that the colonies might seek
independence should have held no surprises for the colonial administrators in
London. The colonies had developed their own economies and financial systems. Yet the Crown could not bring itself to accept independence as inevitable or even likely. That insensitivity was probably due in some measure to a
lack of contact with the day-to-day life of the colonies. Indeed, not even one
member of the Board of Trade had ever visited America.
No single act incited the Revolution. Its outbreak was a combination of
many financial concerns, as well as a rising political consciousness that eventually coalesced into a demand for independence. The colonists simply kept
moving further toward independence as the American economy became selfsupporting and self-government took root in the colonies. Each successive
act of Parliament that sought advantage from the colonial trade only quickened the pace and helped turned what in many instances were financial concerns into a political cause. The revolt at Hillsborough in North Carolina was
a precursor of the mixture of financial and political concerns that led to the
58
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Revolution. This loose group of farmers, calling themselves the “Regulators,”
drew many followers as colonial taxes became more burdensome. These farmers rebelled against taxes that had to be paid in specie that those colonists did
not have. The Regulators were also angry with the merchants and the “damned
lawyers who practiced numberless devilish devices to rob you of your livings.”129 This was no mild protest. Perhaps as many as 100 Regulators were
killed in the Battle of Alamance River, and six more were hanged. Over 6,000
Regulators were later pardoned. That ended the Regulators’ rebellion, but
unrest in the colonies continued.
Massachusetts became another hotbed of resentment against the English
authorities. The colonists there began organizing boycotts of English goods
as a means of protesting the Coercive Acts and other restrictive legislation of
the English Parliament. Over 200 New York merchants protested restrictive
trade practices and taxes in a petition to the House of Commons in England.
Their petition was followed by one for Boston. Nonimportation agreements
spread among the colonies. Those pacts decreased the amount of goods imported from England by about two-thirds in 1769 in the New England area.
The nonimportation agreements, however, caused increased prices, engendered much displeasure, and were often abandoned or evaded. In order to
offset those effects, the colonies began to impose price controls.
The resumption of trade with England in 1773 exacerbated the shortage of
currency, but did little to curb England’s desire to exploit the colonies. One
particularly galling act of Parliament occurred in 1773 when the East India
Company was given a monopoly on the importing of tea into the colonies.
Previously, tea had been sold at auction in England and exported to America
through American middlemen. Now, with the East India Company allowed to
make direct exports, those middlemen were eliminated, and the cost of tea
presumably would be reduced. The elimination of the middlemen, however,
eliminated their profits, which caused a great deal of annoyance, as well as
criticism of the monopoly that would develop when the East India Company
would export directly. The need to provide the East India Company with this
monopoly arose as the result of a financial panic in Europe in 1773 that spread
to London and destroyed numerous firms. One extremely bad day in England
during that panic was called “Black Monday,” and it almost ruined the East
India Company. The company had to be rescued by Parliament through a loan
of £1.4 million, and the company became a charge of the British government.
The now famous Boston Tea Party was simply an effort to stop the East India
Company from importing its tea directly into the United States. Despite the
intensity of that protest, or perhaps because of it, the flag of the East India
Company would become the model for the flag now flying over America.
The merchants in America were in favor of protests against English financial tyranny, but they were not pleased when mob violence arose. The Revolutionary War itself was more than many merchants bargained for in opposing
England’s economic controls. But they were powerless to stop the march of
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events that led to more tension until finally gunfire broke out in Lexington
and Concord. The colonies then found themselves engaged in a desperate
struggle for independence.
Financing Independence
War it was, but there was no plan or structure to carry out the Revolution.
America had no army, other than mostly untrained militia, and there was no
financial system to finance a war with the most powerful nation in the world.
There was no central government, no national treasury or exchequer, and there
was but little support for taxes to finance the revolt. As Thomas Paine later
noted, the American states were “in want of two of the most essential matters
which governments could be destitute of—money and credit.”130 George
Washington was another realist. He recognized that “money, the nerve of war,
was wanting. The sword was to be forged on the anvil of necessity.”131 Necessity meant that the Revolution would be funded by paper money issued by
both the colonies and the Continental Congress. Since the Revolution was
based on resistance to taxation, and because the revolting states had no foreign credit, the colonies were left collectively and individually to the printing
presses to provide the currency necessary to conduct war. This was indeed
paper money. There was no specie or revenue sources to back or fund this war
currency, and its use was not universally acclaimed. Benjamin Franklin was
among those objecting to the issuance of the Continental currency because it
did not bear interest. He was rightly concerned that the money would quickly
depreciate.
One of the first acts of the Continental Congress was to reject Parliament’s
prohibition against the issuance of bills of credit. This act was carried out
upon the recommendation of a financial committee appointed by the Continental Congress on June 3, 1775. The committee recommended the issuance
of bills of credit to fund the war, and that report was approved. A succession
of committees were thereafter appointed to consider financial issues until
February 1776. Thereafter, a standing committee (the “Board of Treasury”)
was created to supervise the government’s finances. The Continental Congress adopted other monetary measures. It designated the Pennsylvania dollar as the American currency unit at a specified exchange rate against English
and Spanish currency. In April of 1776, a Committee of Seven was appointed
by the Continental Congress to value foreign gold and silver coins, in order to
regulate the small amounts of currency that were circulating in the colonies.
The English guinea was valued at $4.66, the Spanish pistole at $3.66, and the
English shilling was valued at two-ninths of a dollar.
Initially, the Continental Congress determined to issue bills of credit that
would not exceed 2 million Spanish milled dollars. The credit of twelve of the
colonies was pledged to support these bills. One concern in issuing Continental money was that each colony would be interposing its credit for the other
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colonies when they were acting collectively. The colonies were justly afraid
that some of their number might not be completely creditworthy. The first
issuance of Continental money was authorized on May 10, 1775. These Continental bills contained the motto Exitus in dubio est (the issue is in doubt), a
realistic but not very optimistic assessment of the struggle with England.132
They authorized the bearer to receive Spanish milled dollars or the value
thereof in gold and silver. This statement was less than truthful. The Continental Congress did not have the wherewithal to pay specie to redeem the
currency. The Continental bills ranged in denominations from one to
twenty Spanish dollars. Later, because silver had been withdrawn from
circulation, small change was needed. Many Continental bills of credit
were then issued in fractional amounts of one-sixth, one-third, one-half,
and two-thirds of a dollar.
The Continental Congress sought other sources of finance. It proposed
to borrow money from lenders at an initial rate of 4 percent. This effort
failed because the interest rate was too low. Congress then considered a
lottery scheme to carry on the war, as did Great Britain. The Continental
Congress announced in November of 1776 that it planned to issue 100,000
tickets that would each have four coupons. The coupons for the four classes
cost a total of $100. Prizes were given for each coupon class. The value
of the prize increased with the cost of the coupon. The prizes were bonds
of the United States payable in five years at 4 percent interest. This effort
did little to increase revenue, and Continental bills of credit became the
principal source of finance. The amount of Continental bills outstanding
exceeded $30 million by 1778. One year later, the number of bills had
grown to almost $150 million.
There were some physical obstacles to printing these large volumes of
paper money. A significant problem was that each bill had to be signed manually. Embarrassingly, the paper money initially given to George Washington
to pay his troops was worthless because the bills did not have the requisite
signatures. Even so, the insatiable demands of war against the world’s leading military power required the Continental Congress continually to increase
its issuance of Continental bills. The Continental Congress would eventually
authorize eleven emissions of Continental currency and bills of credit that
had a face value in excess of $240 million.
Even these massive sums were not enough, and the Continental Congress
resorted to other devices to keep its army fighting. Among other things, loan
office certificates were issued in amounts in excess of $67 million. These
certificates were given to persons supplying goods to the army and to soldiers
for their pay. The loan certificates issued by Congress beginning in 1776 were
really short-term treasury obligations that paid interest. Bills of credits (“indents”) were used in lieu of interest payments on these loan certificates. Registered debt was another funding mechanism. These were certificates issued
to take up obligations due but which could not be met. As another expedient,
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Congress issued bills of exchange on its representatives in France based on
sometimes nonexistent credit from the French government.
Colonial legislatures were forced to use bills of credit to finance their operations. These bills were often given to troops for their pay and were used to
purchase supplies. The debt issues of the individual colonies totaled many
millions of dollars. The first issuance of currency by a colony to finance the
Revolution were loan certificates of the Colony of Massachusetts Bay that
were issued in 1775. These certificates paid 6 percent and were engraved and
printed by Paul Revere. Massachusetts authorized over one hundred note issues in a dozen different forms during the Revolution. It issued numerous
treasury certificates in which the state treasurer promised to pay agreed-upon
sums in specified currencies on behalf of the state. The currencies specified
for payment of these issues included Spanish milled dollars, Proclamation
Money (coined silver and gold), English pounds, and Continental dollars. At
least one subscription authorized payment with farm commodities, rum, or
clothing. One rather complex issue by Massachusetts contained what appears
to be a cost of living escalator to reflect the inflation that was constantly
weakening the currencies issued by the states as the war continued. These
notes stated that Massachusetts would pay the holder:
the sum of the three hundred seventy Pounds with Interest at Six per Cent, per
Annum: Both Principal and Interest to be paid in the then current Money of said
state, in a greater or less SUM, according as Five Bushels of CORN, Sixty-eight
Pounds and four-seventh Parts of a Pound of Beef, Ten Pounds of SHEEPS WOOL,
and Sixteen Pounds of SOLE LEATHER shall then cost, more or less than One
Hundred and Thirty pounds current Money, at the then current Prices of said ARTICLES—This SUM being Thirty-two Times AND AN HALF what the same
QUANTITIES of the same Articles would cost at the Prices affixed to them in a
Law of this STATE made in the year of our Lord One Thousand Seven Hundred and
Seventy-seven.133

Other rebelling colonies issued bills, and each issue had its own nuances. New Jersey and Pennsylvania, for example, issued notes to their
soldiers to compensate them for losses from the depreciated currency they
received in wages. Pennsylvania’s issues of bills, before and during the
Revolution, totaled over 250 forms of notes for sums as small as onefourth of a dollar. In New York, wealthy individuals used their private
credit to support public bills. Maryland issued bills in odd denominations
such as two and two-thirds dollars payable in gold and silver. North Carolina issued a “tax exempt” loan certificate. South Carolina issued “special indents” to pay interest on its outstanding bills. Virginia used
quartermaster general certificates payable in specie or tobacco, as adjusted for depreciation, and the state itself borrowed tobacco, hemp, and
flour. The individual states were seeking loans in Europe at the same time
that Benjamin Franklin was attempting to do so on behalf of the Continental Congress. The states were often paying higher rates of interest.
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Inflation
The Continental money maintained its value on a par with gold and silver for
a time, but that happy situation soon changed. The value of the Continental
dollar rose and fell with the fortunes of the American army, and then plummeted as the colonies exhausted their credit. By the time that $15 million in
Continental bills had been issued, depreciation was well under way. As a result of the depreciation of its currency, the Continental Congress could not
always raise sufficient funds to clothe and feed its army. In December 1780,
Alexander Hamilton noted that the Continental Army had reached a point
where magazines were empty and there was no money or credit to replenish
them. Hamilton declared that the American Revolution would be won only
by “introducing order into our finances, by restoring public credit, not by
gaining battles.”134 The country itself, as opposed to its army, was not always
in a state of want during the Revolution. Much of the country was prospering.
Historians have further documented that there was a wide assortment of goods
and luxuries available.
Speculation
Inflation was accompanied by widespread speculation. It was said that 20,000
men in America left honest callings to trade in currency. These traders sought
to make profits on differences in the value of currencies in different places in
the country. These were early forms of arbitrageurs. The currency traders
were often vilified for their opportunism, but even greater opprobrium was
placed on the practices of “forestalling” and “engrossing.” Pennsylvania
adopted a statute that prohibited these practices in 1774. Alexander Hamilton
charged in 1778 that a speculative group was operating in league with members of Congress by “forestalling” the market. These speculators were seeking to monopolize flour and then use their monopoly to raise the price for sale
to the army. One of those accused was Samuel Chase, a member of Congress
from Maryland. Chase was able to corner the flour market after he received
confidential information while a member of the Continental Congress concerning the approach of the French fleet.
Thomas Paine was stridently critical of those seeking to profit from the
war. He named George Emlen, a Philadelphia moneylender, as one who was
receiving advantage from the depreciation of the currency. Paine was also a
boisterous critic during one of the more intriguing financial scandals that
arose during the Revolutionary War—the Silas Deane affair. This shadowy
drama involved one Pierre Augustin Caron de Beaumarchais, who was appointed as the head of a French company by the name of Roderique Hortalez
& Co. Beaumarchais was a famous playwright and purported lover of Marie
Antoinette. The French were using him as a front to funnel supplies secretly
to the American Revolutionary army. This laundering operation was capital-
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ized by 1 million livres from the French and Spanish governments. The FarmersGeneral of France, a group of private French merchants, advanced another
million, but required that loan to be paid in tobacco, at half its then current
price. In addition, arms and ammunition were supplied to the company by
France and Spain. Apparently, the French did not expect the Americans to pay
for these supplies, but the Americans were actually charged enormous prices
for the materials by Beaumarchais. The invoice to the Americans was staggering, but Silas Deane, the American representative in Paris, accepted the
invoice and confirmed that it was correct. It is unclear whether Deane was
dishonest or simply incompetent, but Thomas Paine accused Deane of profiting from this affair. Criticism of Deane’s financial operations became factional. Arthur Lee’s charges against Deane in connection with this scandal
have been identified as the source of political parties in America. There were
other abuses. Edward Bancroft was operating as a double agent for England
and America from Paris and making large profits on the London stock market
from information that he gained in that role.
The Continental Congress had sought loans directly from the French government. France was initially reluctant to lend funds openly to the rebellious
colonies, lest such action precipitate a war with England. This was why the
French resorted to Beaumarchais and the Farmers-General to funnel funds to
the Americans. Later, the French government itself made several loans to the
Continental Congress totaling several million livres. The French provided
additional assistance by helping to arrange a loan from the Dutch. In 1777,
the Continental Congress borrowed livres tournois from the French and agreed
to repay with tobacco.
There were many merchants in America who mixed public business with
private profits during the Revolutionary War. Benedict Arnold and John
Livingston proposed a scheme in which goods would be hidden in New York
until the British were driven out. They wanted two-thirds of the profits from
this plan. Arnold was also charged with making improper profits from the
war through private partnerships while he was in command in Philadelphia.
Among other things, Arnold was accused of profiting from the purchase of a
share in a prize claim of the sloop Active and using government wagons to
haul private property. He was also denied compensation for his military related expenses and was even assessed charges for money spent in pursuit of
the war because he did not have receipts, some of which had been captured by
the British.
Angered and embittered by these events, Arnold would become America’s
most famous traitor. He was not the only one to be frustrated by Continental
finances. George Washington was nearly confounded by the inability to finance his army, and he was appalled at the grasping demands of those he
sought to recruit to fight the English. “Such a dearth of public spirit and want
of virtue, . . . such stock-jobbing and fertility in all the low arts to obtain
advantages . . . such a dirty, mercenary spirit pervades the whole that I should
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not be at all surprised at any disaster that may happen.”135 The usually unflappable Washington bemoaned the fact that “speculation, peculation, engrossing, forestalling, with all concomitants, afford too many melancholy proofs
of the decay of public virtue. . . . Nothing, I am convinced, but the depreciation of our currency, proceeding in a great measure from the foregoing causes,
aided by stock-jobbing and party dissensions, has fed the hopes of the enemy.”136 “Speculation, peculation, and an insatiable thirst for riches . . . seem
to have got the better of every other consideration and almost of every order
of men.”137 Strong words, but more would follow.
Washington blamed inflation on “monopolizers, forestallers, and engrossers.”138 He suggested that such “murderers of our cause” should be “hung in
gibbets.”139 At one point, Washington thought that rumors of the arrival of the
French fleet were being circulated “to answer the villainous purposes of speculating and stockjobbing.”140 There appears to have been some basis for
Washington’s concerns. Merchants in Philadelphia refused to sell goods to
the Continental Army when it appeared that the British would capture the
city, because the merchants knew that the British paid for their military and
other supplies in gold. Later, when the French entered the war, the merchants
of Philadelphia refused to sell grain or goods for Continental dollars in the
expectation that the French would pay specie for the supplies needed for its
army. At that time, George Washington lamented that America was “without
finances, its paper credit sunk and no expedients it can adopt capable of retrieving it.”141 The French commander reported to his own government, “Send
us troops, ships, and money, but do not depend on these people nor upon their
means: they have neither money or credit.”142
Counterfeiting
A mutiny among Continental soldiers was attributed to the distress caused by
depreciated paper money and the lack of necessities. General Washington
was eventually authorized to requisition provisions for his army and to arrest
anyone who refused Continental money. Always practical, Washington recognized that not everyone could be paid in paper money. He saved specie to
pay spies. Counterfeiting of government bills caused further declines in the
value of the Continental dollar. This practice was not deterred by the severe
punishments that were threatened. One issue printed by Benjamin Franklin
warned “To Counterfeit is Death.” Despite such warnings, two members
of Washington’s own guard were arrested for counterfeiting. Washington’s
agent for his plantation was forced to refuse paper currency for corn he
was selling because there could be no certainty that bills made in payment would be genuine.
Bills of credit issued by Pennsylvania were often counterfeited. Large quantities of these counterfeit bills appear to have come from Ireland. The British
sought further to undermine the Continental currency by printing counterfeit
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Continental bills. Advertisements were posted by the British army in newspapers offering forged Continental bills for the cost of the paper. The advertisements stated that the forged bills were “so neatly and exactly executed, that
there is no Risque in getting them off, it being almost impossible to discover,
that they are not genuine.”143 A captured British officer noted that 500 paper
dollars could be exchanged for one guinea in Virginia: the “depreciation arises
from the vast quantity of counterfeit, which any person who hazards the risk
may have gratis at New York. . . . There are many persons now in actual
possession of plantations which they purchased with the counterfeit money
they brought from New York.”144
David Farnsworth and John Blair were hanged by the Americans for counterfeiting activities on behalf of the English. Another Loyalist counterfeiter
was acquitted upon his defense that the prohibition against counterfeiting
money applied only to money issued up to the date of the act prohibiting the
counterfeiting. The accused was counterfeiting subsequent issues. In 1777,
some unfortunate counterfeiters in Pennsylvania were found to have bills in
their possession with four dollars on one side and thirty dollars on the other.
Congress was eventually forced to recall two issues of its currency because
they were counterfeited so broadly. The confusion that this recall engendered
only made matters worse. The welter of paper money and exchange rates
even caused the British some embarrassment. Two British officers traveling
in mufti as spies were exposed when they tried to pay their dinner bill in
British sterling, giving themselves away by failing to understand the “mysterious complexity” of the Massachusetts currency.145
Dealing With Inflation
As the bills of credit issued by the Continental Congress depreciated, new
issues were used to redeem the prior issues at their depreciated value. That
second issue might then be replaced by a subsequent issue. “These various
sets were designated tenors; the terms were old tenor, middle tenor, new tenor,
new tenor 1st, new tenor 2d being used to distinguish them.”146 This did not
stop the inflation or depreciation in the value of the bills of credit. Trade
began to diminish. “Few ships come here, on account of the little value of
Congress paper, and that there is nothing but tobacco to be had in return,
which bears a very low price in France at this time.”147 The inflation during
the Revolutionary War was debilitating. “Everyone in possession of dollars
suffered, in effect paying a tax on their dollars proportionate to the time it was
in their possession. ‘Like a hackney coach,’ observed a contributor to the
Pennsylvania Packet, ‘it must be paid for by the hour.’”148 Butter was selling
for $12 a pound in Boston, a barrel of flour cost $1,575, and Sam Adams paid
$2,000 for a suit of clothes. At one point, seventy dollars in paper was not
equal to one dollar in silver. During a three-week period in May of 1779,
prices increased by 100 percent. Silk handkerchiefs were selling for $40. A
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hat was offered for $400, leather pants at $300 and shoes at $125. The Continental dollar plunged until it was worth less than a copper penny. By 1781, it
cost more to print a Continental dollar than it was worth as currency. The
ultimate depreciation of the Continental bills resulted in the phrase “not worth
a Continental,” a measure of worthlessness that survives today. Even so, individuals who refused to deal in depreciated currency during the Revolutionary
War were ostracized or sanctioned. R.H. Lee was charged with being a Tory
because he required his rents to be paid in kind rather than in depreciated
currency. Another individual was fined £6 for selling salt at a higher price in
Continental paper than in specie.
In order to slow inflation, the colonies tried to regulate prices, a practice
that can be traced back to at least 1633 in Massachusetts. The ubiquitous
Thomas Paine was an advocate of governmental price controls. Predictably,
the effort to control prices by government edict proved a failure. Inflation
continued. To cite one example, Paine had to pay “three hundred paper dollars for one pair of worsted stockings.”149 Perhaps it was such outrages that
led him to seek a more managed economy. Yet price controls had the effect of
actually increasing prices in the black market. Price controls removed commodities from the market because producers simply would not sell at the
government-controlled levels. Inflation allowed debtors to pay off their debts
in depreciated currency. Thomas Paine, for one, railed against “unscrupulous
traders who buy up great holdings on credit, agitate for increased issues of
paper money, and pay their debts with depreciated currency which they get at
little price.”150 General Washington was among those suffering from this practice. His own stepson delayed payment on cattle he purchased from Washington so that the cattle could be paid for in depreciated currency. Washington
himself was driven to instruct his agent to receive Continental money at a
discount rather than at par for debts. At the same time, Washington was beseeching the government for money to pay his troops. He warned that the
cause would be lost without monetary aid from abroad.
Specie or barter was used for trade. Efforts were made to allow payment in
specie on a depreciated basis. Some specie did become more available in the
Americas with the introduction of the French armies, and small amounts of
specie leaked in from Havana. The colonies began to print their own paper
money in 1775 and soon required that money to be treated as lawful for the
payment of debts. This “legal tender” concept posed a danger to creditors.
Virginia made its bills of credit legal tender in 1776, which meant that these
notes and bills could be used to pay debts and that creditors had to accept the
notes and bills at their face amount. Although the Continental currency was
not made legal tender when it was first issued, the Continental Congress passed
a resolution in 1776 that its bills of credit should be treated as tender just as
gold or silver would be. Those who refused the Continental bills were deemed
an enemy to the liberties of the colonies. The Continental Congress further
recommended to the colonies that they require the Continental bills to be
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accepted as legal tender. New Jersey, among others, declared that bills of
credit of the Continental Congress would be legal tender for all purposes at
the values expressed on their face. Penalties were imposed on anyone refusing to accept such bills or refusing to accept them at par.
A “legal tender mania” broke out in Pennsylvania on the part of debtors
who wanted to pay off their obligations at greatly depreciated values.151 When
Pennsylvania made its bills of credit legal tender, it was popular to “cheat a
Tory” by buying his or her house with nearly worthless paper currency. One
house was purchased with the money received for a single hogshead of rum.152
Other state bills of credit and Continental money were generally required
legal tender by 1777. Rhode Island passed a “Forcing Act,” imposing fines on
creditors that refused its bills of credit, but the Rhode Island court refused to
enforce the requirement. The legal tender laws of the states ultimately proved
to be unworkable and were repealed in 1780. This meant that bills of credit
were no longer required to be accepted in settlement of debts. In 1781, Virginia established a scale of depreciation for payment of debts with Virginia
bills of credit. New Jersey, as did most other states, established its own schedules for the depreciation of the Continental money. By using such schedules,
the government could determine the value of debts contracted at previous
periods. Certificates of depreciation for payment to the troops were issued.
The Continental Congress seemed to accept the inevitable—that is, its issues were so depreciated and so abundant that their supply would have to be
limited. Congress adopted in 1780 what appears to be a predecessor to the
Brady plans that sought to resolve the foreign debt crisis in Latin America in
the 1980s. Congress voted to redeem Continental bills by new issues that
were based upon a discount of forty dollars of the old bills for an exchange
for new ones. The new bills would bear an interest rate of 5 percent and would
be based on the credits of the states as well as that of the Continental Congress. The “Forty-to-One” plan proved unpopular, particularly since Congress
had previously promised to redeem the earlier Continental issues in full. The
forty-to-one exchange required by Congress was an “act of practical repudiation.”153 The result was that the Continental paper money was devastated.
Debtors were pursuing creditors to pay them in depreciated money.
The bills issued by the Continental Congress were worth two cents on the
dollar in 1780. A barber shop in Philadelphia papered its walls with Continental notes. A dog was supposedly tarred and feathered with Continental bills in
Philadelphia in 1781. Yet, even in the face of the massive depreciation in their
value, historians have asserted that the Revolutionary War would not have
been won by the United States without the issuance of its paper money.
Alexander Hamilton was of the view that the bills issued during the Revolution were indispensable to the war effort. Benjamin Franklin was of the opinion that the bills operated as tax on the persons holding them as the bills
depreciated. Nevertheless, those bills had allowed the Americans to wage
war for “five years against one of the most powerful nations of Europe.”154
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Franklin remarked that the Continental note was a “wonderful machine.
It performs its office when we issue
it; it pays and clothes troops, and
provides victuals and ammunition;
and when we are obliged to issue a
quantity excessive, it pays itself off
by depreciation.” Having served
their purpose and being depreciated
to nothing, Continental notes no
longer circulated as money, but
many of these notes were bought on
speculation.
Robert Morris
The Continental Congress could not Robert Morris. Appointed as “Financier” dureven pay the interest on the national ing the Revolution, Morris would be one of
first great speculators before bedebt. Soldiers in the army were given America’s
coming bankrupt. (Portrait by Robert Edge
certificates of indebtedness because Pine, courtesy of the National Portrait Galthere were no funds to pay them. lery, Smithsonian Institution.)
When those certificates became due, there was still no money to pay. The
soldiers were then given “indents,” which were simply scrip promises to pay.
A concern arose that the unpaid Continental Army might join with unpaid
creditors to form a dictatorship.
A bright spot in Continental government’s finance was the emergence of
Robert Morris as the man responsible for the country’s finances. The position
of Superintendent of Finance was created in 1781 to oversee the finances of
the fledgling government. Morris, a Philadelphia merchant, was appointed to
fill that position. He was referred to in that role as the “Financier.” Morris
accepted the position only on the condition that Congress would allow him to
continue his private commercial concerns and connections. True to his demand, Morris continued in his private trading after he became Superintendent of Finance. Predictably, Morris soon became the target of an investigation
for selling grain to the French at inflated prices. “When a cargo ship, the
Victorious, entered the port loaded with grain consigned to Robert Morris and
destined for the French army, Morris was publicly accused of forestalling to
raise prices before delivery.”155 In one transaction, he sold the French army
flour at a profit of almost $7,000. Morris was cleared of wrongdoing.
Nevertheless, he was criticized: “Tho’ as a merchant, he may be strictly
within rules, yet when he considers the many public and honorary stations he has filled and the times he lives in, he must feel himself some
what out of character.”156
Robert Morris was the subject of other charges. His partnership, Willing &
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Morris was apparently insuring vessels at Lloyd’s in London during the Revolutionary War, a somewhat unpatriotic dealing with the enemy. Thomas Paine
claimed that Morris had misused his public office by purchasing over $500,000
worth of military supplies for the Continental government from his own company—Willing & Morris. This resulted in counterattacks upon Thomas Paine
that led to Paine’s resignation as an official in the American government.
Another conflict of interest concerned the employment by Willing & Morris
of the less than punctilious Silas Deane, America’s representative in France.
Deane was acting as agent for Willing & Morris’s private transactions in that
country. Morris was involved in still another somewhat questionable arrangement with the Farmers-General for tobacco sales from America, which gave rise
to claims that Morris possessed an unfair monopoly. Thomas Jefferson complained from France that the “monopoly” obtained by Robert Morris for the sale
of tobacco to France “had thrown the commerce of that article into agony.”157
Morris may have been guilty of all the misdeeds charged by his critics, but
there was another side of the coin. Morris risked his personal fortune to support the Revolution. He was said to have raised $1.5 million for the army by
issuing his own personal notes. By placing his personal credit behind the
government, Morris was able to stabilize a financial situation that had nearly
brought the government and war effort to a standstill. Morris issued notes for
the government that he guaranteed personally, as well as in his capacity as
Superintendent of Finance. These notes became known as “Bobs” because of
Morris’s signature. There were “Long Bobs” and “Short Bobs” that were identified as such by their maturity date. Morris was able to obtain the services of
a partnership of merchants, Comfort Sands & Co., to supply the Continental
Army on credit. He was able to pay for supplies by borrowing funds from
private merchants, including Haym Salomon, who loaned $211,000 to the
government and purchased bills of credit totaling $353,000 that provided funds
desperately needed to pay the Continental Army. These and other sources of
credit allowed the army to limp along, even though a state of near rebellion
existed as soldiers failed to receive their pay or even adequate supplies. Morris sometimes resorted to desperate measures to keep the Revolution afloat.
He engaged in a scheme in which he used postdated bills of exchange drawn
on Benjamin Franklin in France. These bills were supported by nothing other
than hoped-for contributions from the French government. In another instance,
Morris arranged the exchange of flour in one state for flour in another in
order to save transportation expenses, an early form of a swap transaction.
When Morris became Financier, he sought to establish a land tax, a poll
tax, and an import tax to fund the Revolution. He was unsuccessful in convincing Congress to agree to those taxes. Funding of America’s government
would remain a continuing issue. The tenure of Robert Morris as Superintendent of Finance laid the groundwork for another political controversy, over
the role of a central bank in America, that would later embroil Henry Clay
and Andrew Jackson in a feud that still arouses emotion. Morris was not the
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only advocate of a national bank.
Supporting Morris in this venture
was Alexander Hamilton who, as a
reader of Adam Smith’s The Wealth
of Nations, published in 1776, was
urging the creation of a national bank
as early as 1779. The twenty-fouryear-old Hamilton made that proposal in a letter to Robert Morris that
was written while the Continental
Army was in winter quarters at
Morristown. Morris set that plan in
motion. A bank was needed because
the finance and credit of the states
and the Continental Congress were
nearly exhausted.
The Morris Bank

Alexander Hamilton. Truly the Founding
Father of American Finance, Hamilton was
America’s first Secretary of the Treasury.
(Portrait by John Trumball, courtesy of the
National Portrait Gallery, Smithsonian Institution. Gift of Henry Cabot Lodge.)

Morris sought to establish a central
bank through the “Bank of North
America,” which he controlled. That
bank then became, roughly, the
predecessor to our Federal Reserve System. It has also been compared to the
Bank of England, which is probably claiming too much. The Bank of North
America was the successor to the Pennsylvania Bank and the predecessor of
what would become the Bank of the United States. The Pennsylvania Bank
was founded in 1780 by Morris, who was then a delegate to the Continental
Congress from Pennsylvania. It “was not a bank in the ordinary sense, but an
organization formed for the purpose of furnishing supplies to the army.”158
Thomas Paine was a subscriber to the Pennsylvania Bank, as was Thomas
Willing and William Bingham. The Bank of North America was incorporated in 1781 by an ordinance of the Continental Congress and was later
chartered by the State of Pennsylvania. It was not the first Revolutionaryera bank. A “Revolutionary Subscription Bank” had been created after
Thomas Paine proposed a subscription for the relief of the army. Paine
himself contributed $500. That bank ended its activities in 1784.
The Bank of North America conducted operations alongside those of the
Pennsylvania Bank for the next two years. As Superintendent of Finance,
Robert Morris used funds sent by the French to aid the war effort as capital
stock that was used to change the Bank of Philadelphia into the Bank of North
America. Some 2.5 million silver livres packed in casks were escorted from
France to America by Thomas Paine and placed in the Bank of North America.
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The Bank of North America began its functions as the nation’s bank in January of 1782. The bank was organized under a plan that called for obtaining
$400,000 by issuing shares at $400 each in gold or silver. The government
owned five-eighths of the stock of the Bank of North America. In addition,
bills of exchange equal to £150,000 were deposited in the bank to assist in its
financing operations. The largest subscribers to the Bank of North America
included William Bingham, John Carter, Robert Morris, William Smith, and
Jeremiah Wadsworth. The president of the bank was Thomas Willing, the
business partner of Robert Morris. An additional £260,000 in gold and silver
were later added to the bank.
The Bank of North America began issuing its own bills of credit. These
bills were the first paper money in America that was convertible into specie.
The bank, however, had very little specie upon which to operate, at least in
the context of the size of the financial problems of the former colonies. As a
result, the early notes issued by the Bank of North America traded at a discount. Morris, nevertheless, soon brought them back to par. This helped restore confidence in the Continental government. Morris later contended that
the Bank of North America was essential to the functioning of the government treasury. He asserted that the bank allowed the United States to keep its
army in the field and to pay officers and provide naval vessels. One critic of
the Bank of North America noted, however, that the bank did not go into
operation until after the capture of Cornwallis at Yorktown. Consequently, it
could scarcely have had any major effect on the war. Further, the bank’s process operations appear to have been very small.159
Certainly, the Bank of North America did not solve all of the funding problems associated with keeping an army in the field. Washington continued to
complain that he had “neither money nor credit adequate to the purchase of a
few boards for doors to our log huts.”160 Washington informed Ben Franklin
that “our present situation makes one of two things essential to us: a peace, or
the most vigorous aid of our allies, particularly in the article of money.”161
Those particular concerns were set aside briefly as the result of a most startling event. The colonies won the war. Now they were truly independent. Yet,
even as the army prepared to disband, Robert Morris found that the Continental Treasury did not even have enough specie to buy paper for certificates that
would bear a promise to pay the wages of the victorious Continental soldiers.
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Chapter 2
A Nation Is Born

1 Independence

The Revolution freed the colonies from the economic tyranny of England.
That was cause for celebration. More than a little daunting was the fact that
the new nation lacked any coherent financial system. Economic problems
were immediate. Much of the mountain of debt issued by the former colonies
and the Continental Congress to fund the Revolution was still outstanding
and in arrears. The debt of the Continental Congress alone was well over
$200 million, and that of the former colonies was even greater. In truth, no
one knew the exact amount of the debt because there were so many locally
issued bills and certificates. The depreciation of the outstanding bills of credit
and the continuing lack of a national currency were problems of no small
dimensions. George Washington viewed these issues as matters of prime importance to the new nation. He had personal experience to draw on in reaching the conclusion that a national currency was needed. Washington was forced
by necessity to sell depreciated certificates issued to him by the Continental
Congress at one-twentieth of their face value. While serving as commander
in chief during the Revolution, he lost some £10,000 because of inflation.
Debtors, seeing advantage, had used depreciated certificates to pay off their
debts to Washington.
The Articles of Confederation
Under the Articles of Confederation, Congress could coin money, issue bills
of credit, and borrow money, but at least nine states had to consent to such
action. Congress established a new dollar containing 375.64 grains of silver,
and the ratio of gold to silver was set at fifteen to one. Congress authorized
the minting of a copper half-cent, a silver dime, a silver double-dime, a silver
half-dollar, a silver dollar, a gold eagle, and a gold double-eagle. The gold
eagle was valued at ten dollars. But this currency was never minted, and the
shortage of money worsened. In 1784, the Massachusetts government noted
that the exchange rate for gold had been altered by the legislatures of several
75
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states, and gold was being passed at a higher rate in those states. Concerned that gold would be removed from its borders, Massachusetts enacted legislation that set specific prices in gold for Spanish milled dollars,
English pounds, Portuguese johannes, moidores, doubloons, English guineas, and French guineas. Politics quickly became intertwined with finance
as a result of the shortage of currency. A “paper money party” emerged at
the close of the Revolutionary War. Cheap money was thought to be the
way to achieve prosperity, the debilitating effects of the depreciated Continental currency notwithstanding.
The depression that occurred in 1783 caused further economic concerns
and fueled a demand for cheaper money. North Carolina began issuing bills
of credit after the Articles of Confederation were adopted. Several states, including New York, South Carolina, New Jersey, Rhode Island, Pennsylvania,
and Georgia, established “banks” in 1785 and 1786 for the purpose of issuing
bills secured by loans on individual property. In Rhode Island, the legislature
called for a repudiation of debt. That state issued massive numbers of bills of
credit that were forced upon creditors at vastly depreciated values. Rhode
Island’s bank issues depreciated to as low as one-eighth of their face value.
Bills of credit issued by other states were used for similar purposes. William
Duer, who would later become Assistant Secretary of the Treasury, was among
those paying off large amounts of indebtedness with depreciated bills of credit.
Shay’s Rebellion in 1786 was an attempt to abolish debts and redistribute the
land. Those rebels were suffering from the collapse of the currency and from
attempts to require debts to be paid in specie, as outstanding bills of credit
continued to deteriorate in value. Debtors began filling the jails when they
were unable to pay their debts. Matters did not soon improve. General John
Sullivan wrote in 1789 that “money is now no more a currency than the ragged
remains of a kite. . . . [It] is dead as an almanac of the last century; dead
beyond all the powers of resuscitation.”1 The lack of a functioning currency
in Virginia led the government to accept deer skins “well dressed for the purpose of making breeches” as payment for debts.
The Constitution
The Constitution of the United States reflected an effort to deal with these
financial concerns, as well as other problems facing the newly independent
nation. The genesis of the Constitution has been traced to the Annapolis Convention in 1786. That convention was the result of an earlier meeting at Mt.
Vernon where it was decided that delegates should be sent to Annapolis to
discuss, among other things, the commercial situation of the country. Only
five states sent representatives to the Annapolis Convention. Alexander
Hamilton, perhaps America’s greatest financier, dominated its meetings. Finance was discussed there, but the chief result of this conclave was the calling
of the constitutional convention that was held in Philadelphia in 1787. The
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Philadelphia convention formulated the present Constitution, which sought
to delineate the roles of the states and the federal government in finance, as
well as other matters. The new Constitution placed control of much of the
country’s finances in the hands of the federal government. Among other things,
it prohibited the states from coining money or allowing anything but gold or
silver to be used as legal tender for payment of debt. The states were precluded from impairing the obligation of contracts. Another provision in the
Constitution barred the states from issuing bills of credit. As Chief Justice
John Marshall would later state: “Such a medium has been always liable to
considerable fluctuation. Its value is continually changing; and these changes,
often great and sudden, expose individuals to immense loss, are the sources
of ruinous speculations, and destroy all confidence between man and man. To
cut up this mischief by the roots . . . the people declared in their constitution,
that no state should emit bills of credit.”2
The Fight Over Assumption
Ratification of the Constitution resulted in a sharp rise in the prices of Continental securities. This provided rewards to speculators in the Continental bills
of credit because hope was raised that the new government would pay the
Revolutionary War debt. This rise in prices caused a problem for some speculators who had anticipated paying for lands and debts with depreciated certificates they had yet to purchase. Nevertheless, a strong political movement
arose in which merchants sought to have the new federal government assume
responsibility for those obligations. Robert Morris was in the forefront of
those efforts. A debate arose over who would assume responsibility over the
Revolutionary debt of the individual states—the states or the federal government. Morris opposed state assumption because it would divert funds from
the national treasury and undercut the role of the central government. Morris
believed that the financing of national responsibilities, including the assumption of the Revolutionary War debt, was the province of the central government. Despite Morris’s objections, some states began assuming portions of
debt incurred by the Continental Army during the Revolution. North Carolina
initially refused to ratify the Constitution or to join the United States because
of its concerns that federal assumption would reward speculators and interfere with the liquidation of North Carolina’s outstanding debt certificates.
Other states viewed assumption as a means of enhancing their role and assuring control over taxation. Such powers on the part of the states would assure
that the national government remained a weak one. Assuming responsibility
for the Revolutionary War debt was a way of pleasing the states’ citizens who
had been left holding what appeared to be worthless paper.
The debate over assumption became more intense with the creation in 1789
of the Treasury Department by the federal government. That department was
composed of a secretary as its head, an assistant secretary, a comptroller, an
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auditor, and a registrar. The secretary was given overall responsibility for the
management of the nation’s finances. The comptroller was responsible for
overseeing the issuance of debt instruments by the federal government. It was
the duty of the registrar to keep all the accounts of the receipts and expenditures of public money and all debts due to or incurred by the United States.
President Washington initially offered Robert Morris the position of Secretary of the Treasury. Morris declined and recommended Alexander Hamilton
in his stead. Washington approved, and Hamilton, a onetime resident of Wall
Street, became our first Treasury secretary. The new secretary was a supporter of Morris on the assumption issue. Hamilton submitted a report to
Congress in which he proposed that the United States government fund the
national debt incurred by the Continental Congress. Hamilton further sought
to have the national government assume the Revolutionary War debts of the
individual states. Both efforts were to be funded through duties on imports.
Hamilton asserted that the “stock” issued by the government for the purpose
of assuming the Revolutionary War debt would circulate as money and would
be equivalent to payments in specie.
Hamilton’s advocacy notwithstanding, Congressional assumption of the
debts incurred by the individual colonies continued to be strongly resisted by
the states, particularly those that had already paid the bulk of their debts.
Virginia was one such state. Its leaders did not want to be taxed for the assumption of less punctilious states that were failing to meet their obligations.
Another issue was the interest rate to be paid on the refunded debt. There was
doubt whether the United States could pay 6 percent. One paper suggested
that “many of the present holders of certificates, who became so by speculation, will have more than justice done them at 2 percent.”3 Further debate
arose over whether the interest on the debt should be funded at a lower interest rate than the principal.
Another fight arose over what was termed “discrimination.” Many of the
original holders had sold their notes at steep discounts. They claimed that
purchasers of the bills would receive a windfall upon assumption. Advocates
of discrimination sought payments to the original holder as well as the subsequent purchaser. The arguments in favor of discrimination were stated to be:
“1st. The first holders were compelled by necessity to transfer their paper. 2d.
The transfers were obtained by fraud. 3d. The present holders by purchase,
will make a profit of 90 per cent, having bought at one tenth of the value.”4 In
response to these arguments, it was pointed out that the first holders had not
sold at so great a discount and had in fact received a greater amount than
subsequent holders when the paper depreciated further. With respect to the
discrimination issue, Alexander Hamilton asked,
How shall it be ascertained, in any case, that the money which the original holder
obtained for his security was not more beneficial to him, than if he had held it to the
present time? . . . [H]ow shall it be known whether, if the purchaser had employed
his money in some other way, he would not be in a better situation . . . though he
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should now receive the . . . full amount? . . . Questions of this sort, on a close
inspection, multiply themselves without end, and demonstrate the injustice of a discrimination, even on the most subtle calculations of equity, abstracted from the obligations of contract.5

Assumption Succeeds
Hamilton’s arguments carried the day, and discrimination was defeated.
Hamilton won the fight over assumption of the debt incurred by the Continental Congress. He lost initially on the state assumption issue, but that loss
was soon turned into a victory through a compromise. At the time of the fight
over the assumption of the state debts, there was an ongoing debate over the
permanent location of a capital for our newly independent nation. A bargain
was struck between Thomas Jefferson, the principal opponent of assumption
of the state debts, and Alexander Hamilton, its proponent. Under this agreement, the nation’s capital was moved south to what is now Washington, D.C.
In exchange, the state assumption legislation was passed.
Assumption was the beginning of the federal debt that we still worry about
today. Indeed, Alexander Hamilton has been credited with being the father of
our national debt. He believed that debt could be useful. Hamilton stated in
1791 that “a national debt, if it is not excessive, will be to us a national blessing.”6 He advised Congress that “[i]t is a well-known fact that, in countries in
which the national debt is properly funded, and an object of established confidence, it answers most of the purposes of money.” He noted that a debt
issued for that borrowing would act as money and “in the principal transactions of business, ‘passes’ current as specie.”7
Assumption was carried out through legislation that was adopted in 1790.
It created three different types of securities issued by the United States: three
percents, six percents, and deferred six percents. The Loan Act contained a
complex formula for exchanging the debt and setting interest rates. It provided for the payment of interest on what the legislation noted was “commonly called indents of interest.”8 This legislation set limits on the amount of
debt that would be assumed for the various states. The subscription to the new
debt would be prorated in the event that the sums subscribed exceeded the
estimates in the legislation. The assumption legislation authorized the government to support the market value of the bonds issued to achieve assumption. The president was authorized to borrow $2 million to maintain those
bonds at par.
The assumption fight, while settled, left much bitterness. Jefferson remained
unsatisfied with his bargain over the capital city. He would become permanently bitter toward Hamilton as a result of the assumption fight and other
financial issues, noting that “we can pay off his debt in fifteen years: but we
can never get rid of his financial system.”9 Those quarrels led to the creation
of an opposing political party by Thomas Jefferson and James Madison. Other
debt issues were resolved more amicably. The debts owed to the French gov-
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ernment were settled by an exchange of notes with James Swan, an American
citizen who was acting as a French agent. Swan supplied the French with
goods in settlement of the Continental debts and made a profit on the higher
interest rates offered by the new United States notes that were exchanged for
the lower-paying Continental debts.
Assumption Leads to an Insider Trading Scandal
A market began to appear with the issuance of the assumption bonds or “stock”
as they were then called. “Devices such as borrowing stock, buying on credit,
sales at auction, and stock jobbing became common.”10 Purchases of depreciated certificates had been made in anticipation that the governmental debt
would be redeemed by the federal government at par. Two such speculators
were Lord Timothy Dexter, a merchant who had made a fortune in warming
pans, and William Loughton Smith, a South Carolina congressman who was
Alexander Hamilton’s spokesman in the House of Representatives. European
speculators purchasing American debt securities included Willinks & Stadniski,
a Dutch firm, and the London firm of Champion & Dickerson. Another speculator in public “funds” was Andrew Craigie in New York. He was following
prices of American securities in London and Amsterdam and was purchasing
bargains in the United States. Some dealings were less than scrupulous. During the course of the fight over assumption, “insiders” with access to information on the status of the negotiations over the issue were buying up
depreciated certificates and leaking information to their wealthy friends. Rumors of these dealings resulted in much criticism. Many Americans thought
that it was improper and unfair for government officials and their friends to
profit from information that had not been made public. Those selling the paper at depreciated prices were especially outraged when they learned that the
certificates were to be redeemed at par. Allegations were made that Alexander
Hamilton’s report recommending assumption had been leaked. Hamilton had
himself bought depreciated debt for his brother-in-law through his agents in
New York and Philadelphia.
Two wealthy merchants, Herman LeRoy and William Bayard, invested
over $580,000 in buying up depreciated certificates that were selling for as
little as ten cents on the dollar. Much buying was conducted by New Yorkers,
who bought $2.7 million worth of South Carolina, North Carolina, and Virginia notes. One colleague of Hamilton’s, Congressman Jeremiah Wadsworth
of Connecticut, sent a ship to the southern states to buy up depreciated paper.
Wadsworth was thought to have made $18 million from these speculations.
Robert Morris did even better. He was said to have made $20 million. One
individual encountered two expresses in 1790 on their way to North Carolina
for the purpose of speculating in Continental debt certificates. William Constable, a ship owner, and William Duer, the Assistant Secretary of the Treasury, bought some $1 million in face value of securities in the Carolinas for
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$100,000, which were resold to a Dutch bank for $800,000. Constable stated
that “those in the secret” would make large profits.11 Duer accumulated large
amounts of other state and Continental warrants and specie certificates for
speculation. Syndicates were formed to buy up this paper. Their participants
included Robert Morris, Fisher Ames, a Federalist supporter of Hamilton from
Massachusetts, Christopher Gore, the governor of Massachusetts, and Governor De Witt Clinton of New York. The assumption of the Continental debt by
Congress resulted in a profit of $5 million to Governor Clinton.
As Thomas Jefferson depicted this situation, “When the trial of strength
had indicated the form in which the bill would finally pass, this being known
within doors sooner than without. . . , the base scramble began.”12 Jefferson
wrote that “[c]ouriers and relay-horses by land, and swift-sailing boats by
sea, were flying in all directions. Active partners and agents were associated
and employed in every state, town and country neighborhood; and this paper
was bought for five shillings, and even as low as two shillings, in the pound,
before the holder knew that congress had already provided for its redemption
at par. Immense sums were thus filched from the poor and ignorant, and fortunes accumulated by those who had themselves been poor enough before.”13
Profits continued to be made even after the announcement of the assumption
legislation. James Madison informed Thomas Jefferson, “emissaries are still
exploring the interior and distant parts of the Union in order to take advantage
of the ignorance of holders” of the Revolutionary War debt.14
Taxation With Representation
The United States government had no system of taxation to fund its operations in its early years. It relied initially on excise taxes and tariffs. Even
those taxes raised concerns that sometimes threatened insurrection. The Whiskey Rebellion followed the federal excise tax that had been imposed on liquor in order to pay for assumption. The whiskey makers used their product
for currency and had no funds to pay the tax. George Washington himself
took command of the army to suppress the rebellion. Alexander Hamilton
had wanted to use a “tontine,” which was a form of lottery scheme, to raise
money to liquidate the national debt after the Revolutionary War, but protests
were raised and this scheme was not carried out. The Federal Property Tax
Act of 1798 imposed an ad valorem tax that caused another revolt. John Fries,
a Bucks county auctioneer, was convicted of treason for his role in frustrating
collection of that tax in Pennsylvania. The conduct of his trial would result in
the impeachment trial of Supreme Court Justice Samuel Chase. Justice Chase
was acquitted, but the tax proved too unpopular and unwieldy to provide a
basis for national finance. One early proposal for funding the new federal
government was to tax sin. This included taxes on perjury, drunkenness,
and infidelity. The proponent of this measure argued that infidelity would
furnish the public with a large sum, even at a moderate tax. Unhappily, this
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approach was not adopted, and the country would face a continual struggle
over the means and methods for taxing its citizens. Nevertheless, proposals to
tax sin continued to appear. Today, tobacco and spirits are a popular source of
such taxes, as are “luxury” taxes. The country would not adopt an income tax
for many years, but the colonies, in particular Pennsylvania, had imposed a
tax on businesses that was assessed according to their profits.
Monetary Problems Continue
Specie shortages continued after the Revolution, as demonstrated by an advertisement in a Boston paper in 1790 that sought to “hire” ninety pounds
specie with real estate given as security.15 The money shortage in Virginia
resulted in coins being cut into three pieces. The two outside pieces were
passed for a half dollar. In order to relieve the perennial coin shortage in
America, Robert Morris proposed the creation of a national system of coinage. He further sought to establish a uniform exchange rate for the foreign
coins that were circulating. Spanish dollars had been assigned varying values
by the several states, and Morris wanted to remove the uncertainty and confusion caused by those differing exchange rates. This proposal triggered a round
of debate on the proper ratio of gold to silver in measuring the value of coins.
Hamilton, Morris, and Jefferson played prominent roles in this debate, a debate that stretches throughout history. Morris further reported to the Congress
on the need for legal tender requirements for coins that would be issued by
the new government.
Congress resolved in 1785 that the monetary unit of the United States should
be one dollar, and that its smallest coin should be copper of which “200 shall
pass for one dollar.”16 Later, in August of 1786, Congress determined that
100 copper coins should equal one dollar. Morris had sought the use of silver
alone as the basis for American coins, because he did not believe that the ratio
between gold and silver would remain constant. Alexander Hamilton disagreed
with Morris on this issue. Hamilton wanted to eliminate the shortage of specie
in the United States in order to encourage investment. To achieve that goal,
Hamilton sought a bimetal standard of silver and gold, but if only one metal
were to be accepted, he wanted gold. A report of a committee of the Congress
in 1785 advocated the use of silver as a basis for American coins because it
was thought that it was undervalued against gold. Congress adopted Hamilton’s
plan of bimetallism by enacting the Coinage Law in 1792, and Congress
fixed the ratio of gold to silver at one to fifteen. That ratio, however,
undervalued gold and led to a shortage of silver, as silver was exported
and exchanged for gold.
The bimetalism debate coincided with efforts to create a United States
mint, an institution sought by Morris during the Revolution. One obstacle to
Morris’s plan was the Articles of Confederation, which were sent to the states
even before the conclusion of the Revolutionary War. Those Articles prohib-
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ited Congress from coining money or issuing bills of credit without approval
of at least nine states. Nevertheless, Congress was able to enact legislation in
1782 and 1786 that authorized the establishment of a United States mint.
Morris spent about $2,000 to establish “The Mint of North America,” but no
coins were struck until 1787. The Fugio cent was the first coin to be minted,
and some copper coins were minted during the Confederation. These were
called Franklin pennies. Franklin had given the coins their motto, “Mind Your
Business.” James Jarvis was commissioned to mint 300 tons of copper pennies and half-pennies by Congress under the Articles of Confederation. Several states arranged to mint copper coins between 1785 and 1786.
Creation of a Mint
Alexander Hamilton became an advocate for a United States mint when he
became Secretary of the Treasury under the new Constitution. He sent a report to Congress urging the creation of such an institution. Accordingly, the
Mint of the United States was established in Philadelphia in 1792, and David
Rittenhouse was appointed by George Washington to be its first director. The
mint was initially operated as an independent agency, but later became a part
of the Treasury Department. Although some coins were struck, the mint was
not functioning until 1794. Congress then authorized gold, silver, and copper
to be used as coins by the mint. The largest coin minted by the new mint was
the gold eagle, which had a value of ten dollars. In addition, the Philadelphia
mint coined silver dollars that showed the pillars of Hercules. These became
known as “pillar” dollars. The first United States “liberty” dollar was coined
in 1794. It contained 371.25 grains of silver. Silver half-dollars, quarterdollars, dimes, and what were then referred to as half-dimes were also minted.
Cents were coined from copper, and half-cents were authorized. By 1801, the
hours of employment for mint employees were rather long, beginning at six
in the morning and continuing until seven at night. Workers were given an
hour off for breakfast and an hour for dinner.
In addition to accepting the dollar as a unit of value, Congress decreed that
coins minted by the United States should be based on decimal proportions of
the dollar. Robert Morris had proposed such a system. Thomas Jefferson initially opposed this plan, but then became its advocate. He is now given credit
for the decimal system for the dollar, a system that our English ancestors
would not adopt for their currency until 1971. Initially, the increasing shortage of bullion precluded the creation of coinage by the United States mint in
amounts sufficient for commerce. Moreover, when the United States mint did
began issuing coins, many were exported to the West Indies because they
were lighter than the Spanish coins to whose value they were tied. The effect
was to encourage the exportation of silver without greatly increasing the availability of coins in the United States. “The mint, therefore, was a useless expense to the nation, but a source of profit to the money-brokers. The coinage
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of dollar pieces was consequently suspended in 1805 by . . . President
[Jefferson], and none were coined until 1836.”17 The President had tried to
stop coin exports by directing that “all silver to be coined at the mint shall be
of small denominations so that the value of the largest pieces shall not exceed
half a dollar.”18 Some 1,000 pieces of silver coin were minted under this edict
but silver minting was then stopped for the next thirty years as the flight of
silver continued.
One report noted that “[u]p to 1809 the circulating medium of Mississippi consisted of Spanish coin, doubloons, dollars, halves, quarters,
pistareens and picayunes.”19 Foreign coins continued to circulate elsewhere in America, particularly Spanish dollars. Thomas Jefferson called
the tenth part of a Spanish dollar a “bit,” but in other states the term
meant an eighth of a dollar. In those states, the quarter was referred to as
two bits. Coins circulating after the Revolution included a Yankee
ninepence and the York shilling. The Lyon dollar was used in New York.
It was a Dutch device that had ceased circulating, but “guineas, and doubloons, and pistoles, and Johannes pieces, and moidores and sequins”
were still in use. In Virginia, after the Revolution, six shillings was said
to equal a dollar. Other states placed differing values. For example, Pennsylvania and Maryland treated a dollar as equaling seven shillings, six
pence. The New York legislature valued a dollar as equal to .4£.
On February 9, 1793, Congress made Spanish coins and other foreign coins
legal tender, but after the United States Mint began its operations Congress
declared that foreign coins would no longer be legal tender. There were so
few coins minted that this legal tender prohibition was deferred until 1802.
Consequently, foreign coins continued to play a large role in commerce. Even
with these coins, there was still little circulating currency, and the prohibition
on state bills of credit prevented the states from filling that void. The shortage
of coins resulted in the use of “sharp” or “cut” money, which involved breaking larger coins into smaller pieces. Bills of exchange continued to be used in
commercial transactions. In order to have currency to journey to France, Thomas Paine had to purchase such bills. A more interesting use of bills of exchange arose in connection with a wine purchase by President Washington.
The United States had to pay for French wine purchased by Washington from
government accounts in Holland until Washington could be reached at Mount
Vernon for bills of exchange to cover the purchase.
Early Banking Development
Bills of exchange could fulfill only a small portion of the nation’s currency
needs. Consequently, banks were left with the task of creating devices that
could serve as currency. America had Europe to draw on as a model for a
banking system that would create a circulating currency in the form of banknotes or bills, as they were often called. The first banknote was issued by the
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Stockholm Bank of Sweden in 1661. The Italian banks had been supplementing the money supply through their lending activities for centuries.
In the middle of the 1600s, the goldsmiths in England that had been acting
as bankers were creating money by issuing receipts for gold they were storing. Those notes provided a substantial amount of England’s currency. Sir
Thomas Gresham took this practice a step further and created a moneylending business at the Sign of the Grasshopper in Lombard Street. His
“Gresham’s Law” propounded that bad money drives out good. Notes were a
source of financing to the government until the Crown announced that it did
not intend to repay the principal on its debts. This ruined many merchants.
The goldsmiths were supplanted by the Bank of England after its creation by
Parliament in 1694. The Bank of England was authorized to deal in bullion
and bills and to make loans on merchandise. As one of its first acts, the Bank
of England issued banknotes to fund its operations. This provided a medium
of exchange and investment. Of course, the Bank of England served other
purposes. For example, it provided a safe depository for specie and other
valuables. Previously, merchants had stored their moneys at the Crown Mint
in the Tower of London on the apparent theory that their valuables would be
safe there because that was where the king kept his valuables. This assumption proved false after King Charles helped himself to some £130,000 of the
merchants’ money in 1640.
Banking in America did not initially seek to mimic the Bank of England.
The first effort at something approaching a bank in this country appears to
have begun with the so-called land banks. These entities made loans by issuing notes that were secured by real estate from the borrower. The borrower
used the land bank’s notes and its credit to purchase the property. The Fund at
Boston in New England was created in 1681 to meet the shortage of currency
by allowing businessmen to mortgage their land and personal effects. A bank
in Boston founded by John Blackwell and others issued private notes in 1686
that were payable in specie and secured by land. A bank was established in
South Carolina in 1712. It issued about £50,000 of bank bills that were to be
“lent at interest and sunk at the rate of £4,000 a year.”20 A South Carolina land
bank may have been issuing “convertible notes” as early as 1675. A group of
individuals attempted to form a bank in the Massachusetts colony in 1714.
The legislature thought that this was a business better reserved for itself. To
thwart this plan, the legislature authorized the issuance of a total amount of
bills valued at £50,000. These “bank” notes, as they were called, were to be
loaned out in amounts of £50 to £500 at 5 percent and were secured by mortgages on real estate. One fifth of the principal was to be paid each year over
their five-year term, but the loans were renewable.
New Jersey began circulating “bank” currency in 1723 for mortgages on
real estate, as well as silver plate. Pennsylvania was among those using mortgages on land as security for its notes. Benjamin Franklin printed an issue of
Pennsylvania notes that were secured by land. He called these notes “coined
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land.” Rhode Island created a form of bank or loan office to issue mortgage
loans on land. The New London Society United for Trade and Commerce was
founded in 1730 for the purpose of lending on real estate. Its efforts were
stopped by the legislature, however, because of opposition to the society’s
use of land to issue bills. The Massachusetts Land Bank was started in 1739
by John Colman, and Samuel Adams was apparently among the subscribers
to this bank. The Massachusetts Land Bank was authorized to issue notes
payable in twenty years in produce or manufactured goods. Interest was to be
paid in the amount of 5 percent per year in banknotes, goods, or produce.
Partners in the Massachusetts land bank were subject to assessments. In one
such assessment, nearly fifty partners were directed to pay amounts that ranged
from £14 to £166. Members holding land grants were assessed with charges
for the land mortgaged by the bank, and those failing to pay had their land
sold. The government in London, as an ostensible measure to curb speculation, directed that the issuance of notes by the land banks be stopped in 1741.
The Virginia House of Burgesses authorized the creation of a loan office in
1765, but that effort was rejected by higher authorities.
The English Parliament considered a suggestion to create a Bank of America
that would act as a branch of the Bank of England in the colonies. While that
proposal was not implemented, English banking practices had an effect in
America. An English statute adopted in 1623 prohibited interest of more than
8 percent on loans, and the fees on brokers who procured loans were limited
in England. It was thought that reducing loan fees and rates would increase
real estate transactions. These restrictions were adopted by legislation in New
York in 1717. Whether the economic goals of this legislation were accomplished is debatable, but the successor to the 1717 New York statute was still
causing difficulties in 1997.
Banking Growth
Efforts continued to create banks in America. A bank was reported to be operating in Richmond in 1730. An effort was undertaken to form a “silver bank”
in Boston. It issued bills redeemable in silver in fifteen years. A private issue
of Massachusetts Merchant’s Notes were made that were redeemable in silver. These efforts did not meet with success. The development of banking had
to await the creation in 1781 of the Bank of North America by Robert Morris,
who had attempted to organize an earlier bank around 1763. The Bank of
North America extended its operations after New York allowed the bank to
open a branch there in 1782. This typified an early view of the states—that is,
that banks were generally allowed to open branches. Unfortunately, that view
would change in future years.
Nathaniel Wheelwright, a Boston merchant, was acting as a banker for
shopkeepers and others in Boston. He took their money on deposit and issued
interest-bearing personal notes. Those notes were circulating as currency. In
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early 1765, however, he became bankrupt. He was then £170,000 in debt, and
this caused a panic in Boston. The State of Massachusetts authorized the creation of a bank in 1782. The Massachusetts Bank was founded in 1784. It
later became the Bank of Boston, which would nearly fail in 1990 and be
taken over by Fleet National Bank in 1999. An early effort to organize a Bank
of Maryland in 1782 was rejected by the legislature, but a Bank of Maryland
was chartered in 1790. John Brown, a leading merchant in New England,
formed the Providence Bank in Rhode Island in 1791. The Bank of South
Carolina was chartered a year later. In Virginia, where merchants had historically acted as bankers, the Bank of Alexandria was chartered in Virginia in
1792. It was allowed to issue notes up to four times its capital. Still another
bank, the Bank of Pennsylvania, was officially chartered in 1793.
The Bank of New York and the Bank of North America in 1789 provided
$170,000 to cover the salaries of the president of the United States, the vice
president, and members of Congress, as well as other expenses. The Bank of
North America continued for a time as the most prominent banking institution in the newly created United States. In addition to being the first state
bank to be officially chartered, this institution was America’s initial attempt
at creating a central bank that would become a counterpart to the Bank of
England. By 1783, the Bank of North America had 700 clients, and its weekly
receipts and payments totaled $1 million. The bank’s growth was impaired,
however, by the shortage of specie. New subscriptions were sought for the bank’s
stock to expand its capital and to allow it to grow. The value of the stock of the
Bank of North America quickly rose 15 percent in value, and the bank paid
dividends that averaged almost 10 percent.
The Bank of North America
Controversy over the Bank of North America soon arose. After the Revolutionary War, money remained scarce, and farmers and others sought an increase in the supply of paper money. The Bank of North America notified the
states that it would be issuing banknotes. It was thought that such notes could
serve as a paper currency. At the same time, the Bank of North America sought
to restrict the circulation of notes issued by the other banks, and resentments
soon arose. This situation was exacerbated when the Bank of North America
refused to accept outstanding bills of credit issued by the Pennsylvania Assembly. In retaliation, in 1785, the Pennsylvania legislature repealed the state
charter for the Bank of North America. This caused the value of its stock to
drop 6 percent below par, and its cash accounts dropped from about $59 million to $37 million.
The Bank of North America continued business under a claim that its
activities had been authorized by Congress. In addition, the bank obtained
a Delaware charter in 1786 and threatened to move to that state. Pennsylvania then agreed to recharter the bank. The bank remained a formidable
institution. The stock of the bank in 1786 totaled 2,176 shares and had a
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par value of $870,000. The bank was further stabilized when it was rechartered in 1787 by Congress for fourteen years with capital at $2 million. Under
this imprimatur, the bank continued to expand. On July 1, 1790, the directors
for the Bank of North America declared a semiannual dividend of 3.5 percent.
The offices of the Bank of North America grew to be quite impressive. The
bank’s building in 1797 was a three-story structure with a large room on the
first floor and offices for officials of the bank. The bank had a large vault that
was three stories high. Its banking hours were from 10:00 A.M. to 1:00 P.M. and
from 3:00 to 6:00 in the evening. The Bank of North America continued its
issuance of notes, including a one-penny bill.
Congress did not shield the Bank of North America from competition. The
Bank of New York was a rival to the Bank of North America. The Bank of
New York had begun operations in 1784 under articles of association drawn
up by Alexander Hamilton. He was already the nation’s strongest supporter
of banks five years before he became Secretary of the Treasury. Hamilton
asserted in 1781 that banks “have proved to be the happiest engines that were
invented for advancing trade.”21 The Bank of New York was managed by
thirteen directors who selected the bank’s president and cashier. Its articles
limited the liability of shareholders to the amount of their stock, and the stock
of the bank was made transferable. The Bank of New York was honoring
drafts from its inception that looked very much like today’s modern checks.
The bank issued bills that were shaped like the modern dollar and were nicely
engraved. The Bank of New York was the only bank in New York City from
1784 to 1791, when it was officially chartered. This bank had some other
powerful backers. Owners of Bank of New York stock included George Washington, Benjamin Franklin, and Robert Morris. The Bank of New York gained
favor with the new federal government when it provided financial assistance
during a crisis in 1794 involving payment of tribute to Algerian pirates. “Only
$200,000 of the sum needed to pay the pirates could be obtained, which was
borrowed of the Bank of New York at five percent interest.”22
Creation of a National Bank
Despite the growth of the private banks, Congress and Alexander Hamilton
were not satisfied with the banking structure in the country. Alexander
Hamilton, in his role as Secretary of the Treasury, was directed by Congress
to report on measures needed to establish public credit. He rendered that report on December 13, 1790. It focused on the banking structure and recommended the creation of an additional bank, a new “National Bank,” that would
become the “Bank of the United States.” Hamilton’s report asserted that “a
National Bank is an institution of primary importance to the prosperous administration of the finances, and would be of the greatest utility in the operations connected with the support of the public credit.”23 Hamilton noted that
national banks had been established in Italy, Germany, Holland, England, and
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France and that banks may circulate a far greater sum in paper money than
they can for the actual amount of their capital in gold and silver. The secretary
expounded on the use of bank credit as a way of expanding the monetary
supply and commerce. Hamilton sought to use the Bank of England as the model
for the creation of the Bank of the United States. Hamilton wanted the Bank of
the United States to be a conservative private bank that would be prohibited
from dealing or trading in commodities.
Congress approved Hamilton’s recommendations and authorized the creation of a national bank in 1791. The charter granted by Congress to the Bank
of the United States was principally based on Hamilton’s report and reads
much like a modern set of bylaws. Among other things, it limited the number
of votes by shareholders. No one person was entitled to more than thirty votes.
Only stockholders residing in the United States were allowed to vote by proxy
and the bank’s charter specified that a minimum of seven directors would
constitute the board of directors of the company. Sixty shareholders holding
at least 200 shares could call a stockholder meeting. The bank was prohibited
by its charter from dealing in goods, wares, merchandise, or commodities,
and a bounty was given to anyone who informed on the bank if it did engage
in such dealings. The bank was further prohibited from investing in land or
buildings. Hamilton also rejected requests that the bank be allowed to loan on
tobacco warehouse receipts. The Treasury Department was authorized to inspect the books and records of the bank and to obtain statements of the amount
of the bank’s capital stock, its deposits, notes in circulation, and cash in hand.
The chartering of the Bank of the United States raised a constitutional
issue of whether Congress had such an implied power. James Madison had
urged the Constitutional Convention of 1787 to specify that Congress would
have the power to grant charters to corporations. Another delegate made a
similar proposal. The Convention did not expressly grant Congress the power
to grant corporate charters, apparently because of the concern that such power
would encourage the creation of monopolies. Yet the Convention did not specifically deny Congress that authority. The cabinet of General Washington
split on whether he should sign the legislation that chartered the Bank of the
United States. Thomas Jefferson, James Madison, and Edmund Randolph,
the attorney general, were opposed, while Alexander Hamilton and General
Knox, the Secretary of War, were in favor. Jefferson, in particular, was
staunchly against the chartering of the Bank of the United States. He believed
that “banking establishments are more dangerous to our liberties than standing armies.”24 Jefferson contended that a national bank would serve the merchants, whom he called stockjobbers, without the consent of the people, who
were mostly farmers.25 Jefferson argued that Congress did not have the implied power to create such an institution, and he urged Washington to veto the
legislation.
Apparently convinced by Jefferson’s arguments, President Washington
asked Madison to prepare a veto message on the bank legislation. But Wash-
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ington did not issue that message. Instead, he accepted Hamilton’s views and
allowed the bank to be chartered. After Washington approved the creation of
the Bank of the United States, Thomas Jefferson once again expressed alarm
that America would be open to speculators. This affair seems to have left
Jefferson with much resentment and animosity against Hamilton that Jefferson
would later express through scandalous attacks, including a reference to
Hamilton as a “foreign bastard.” Such personal invective was unwarranted.
Hamilton laid the groundwork for much of the country’s present financial
system before he returned to private life and an untimely death.26
The first stock issue of the Bank of the United States was a “hot” issue. It
was heavily oversubscribed within an hour of its availability. Subscribers had
to pay 25 percent of the purchase price in gold but could pay the rest in United
States government bonds. Speculation in the stock of the bank began almost
immediately. The subscription price was $25, but the stock’s price rose to
$300 within a few months. Among the subscribers was Harvard College. The
bank was soon a success. Dividends were paid semiannually by the bank that
averaged 8.33 percent. By 1796, the United States government had borrowed
over $6 million from the Bank of the United States. The bank sought to extend its reach even further by opening branches around the country. A branch
of the Bank of the United States was established in Charleston, South Carolina, in 1792, and another branch was opened in Norfolk, Virginia, in 1795.
The Bank of the United States had five branches by the turn of the century.
“Until 1810 the banking transactions in Georgia were all through branches of
the Bank of the United States.”27
The Treasury Department and State Banks
Hamilton had organized the Treasury Department so that payments into the
Treasury were acknowledged by multiple endorsements by the secretary, the
comptroller, and the registrar. Similarly, payments from the Treasury had to
be signed and countersigned by these officials. Cash was not kept in the Treasury. Rather, it was deposited with approved banks. The Bank of North America
was the first such depository, but the Bank of the United States was added in
1791. Banks in New York, Massachusetts, and Maryland were used as depositories in 1792. Eighteen banks were operating in the United States by
1794. Their numbers grew to twenty-nine in 1800. Twelve of those banks
would continue in business for much of the nation’s history. They were only
the beginning. The New York State Bank of Albany was founded in 1803 and
later became the State Bank of New York. New Jersey authorized charters for
six banks. The Newark Banking and Insurance Company was chartered by
New Jersey in 1804. The State Bank of Newark had a board of directors “consisting primarily of Revolutionary War heroes.”28
The first bank to pay interest on deposits was the Farmers’ Bank of Maryland. It was organized in 1804. Virginia chartered its own bank, the Bank of
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Virginia. That bank had several branches. Virginia then began the practice of
subscribing to stock in all of the banks it chartered. Five more state-controlled banks were created in Virginia, and they too had branches. The Farmers’ Bank of Delaware was chartered in 1807. The Bank of Cape Fear and the
Bank of New Bern were chartered by North Carolina in 1804. A State Bank of
North Carolina was established in 1810. It had its main office in Raleigh and
branches in several cities in North Carolina. A charter was granted to the
Planters Bank of the State of Georgia in Savannah in 1807, but it was later
withdrawn. Another charter was issued in 1810 for that bank and for the Bank
of Augusta. Before the creation of those banks, merchants in Georgia used the
Bank of the United States and banks in Charleston, South Carolina. The first
incorporated bank west of the Allegheny Mountains was established in Lexington, Kentucky, in 1802. In that year, the Kentucky Insurance Company
was chartered for the purpose of insuring cargo floating down the Mississippi, but a clause in its charter also permitted this company to engage in
banking.
The number of banks that were created in America in the years following
the Revolution soon turned into a tidal wave. Between 1782 and 1837, over
700 banks sprang up in the United States. Massachusetts and New Hampshire
sought to preserve their control over banks by prohibiting unincorporated
banks in 1799. New York imposed a similar measure in 1804. These prohibitions were based on the English Bubble Act of 1720, which had sought to
curb speculative enterprises by requiring businesses to obtain a governmentapproved charter before stock could be sold to the public or notes issued.
States sometimes owned their own banks. Vermont had a state bank in 1806.
Other states owning banks were Illinois, South Carolina, Tennessee, Alabama,
Georgia, Arkansas, and Kentucky. Some states, like Virginia, owned stock in
private banks. New York State owned 40 percent of the New York State Bank
and 10 percent of the Mechanics and Farmers Bank in 1817. Bank charters
granted in New York to banks before 1812 usually allowed subscriptions by
the state and by colleges such as Columbia and Union College. Another form
of bank was provided by the pawnbrokers who were operating in New York
by 1803 and being licensed by 1818.
Money Shortages and Problems
The notes issued by the banks began circulating as a currency. But it was not
always a stable currency. As John Adams noted in 1799, “the fluctuations of
our circulating medium have committed greater depredations upon the property of honest men than all the French piracies.”29 Adams still thought in
terms of English currency. The slogan of “Millions for defense, not one cent
for tribute!” that became popular after Adams refused to pay a bribe demanded
by the French government was not exactly accurate. The actual reply was
“No, not a sixpence.”30 The federal government was facing other financial

92

A NATION IS BORN

problems, but Congress was able to finance the purchase of Louisiana in 1803
through legislation that authorized the Secretary of the Treasury to issue “certificates of stock” in favor of the French Republic for the sum of $11.25 million with interest at 6 percent. The rest of the $15 million needed for the
purchase came from claims for payments by American citizens against the
French government. This transaction was arranged through Hope & Co., a
Dutch financial house, and through Baring Brothers, an English investment
banking firm that would experience a sad demise as the twentieth century
closed. Willing & Francis in Philadelphia helped arrange advance funding for
the Louisiana Purchase.
Baring Brothers replaced Bird, Savage & Bird as general agents of the
United States in London, after the latter firm failed in 1803. The Baring firm
was to sell the “funded stock of the United States” and was to purchase stores
and handle remittances, all for a commission. Finance found its way into
other endeavors of the still young federal government. The Lewis and Clark
expedition was sent by President Thomas Jefferson to explore the western
region for the fur trade. John Jacob Astor and others would follow in its footsteps to create and exploit that trade. In order to finance that pathbreaking
expedition, Jefferson issued a general letter of credit to Meriwether Lewis on
July 4, 1803. It authorized unlimited credit to Lewis. After returning from
their expedition in 1806, however, Lewis and Clark had difficulty obtaining
sufficient cash advances on the letter of credit to pay their expenses. They had
to give drafts on the War Department to merchants that ranged from $20 to
$300. Those drafts were questioned by the government, and Lewis later committed suicide, possibly due to depression over that challenge to his integrity.
The government continued to show its ingratitude. Some two hundred years
later, the United States issued a gold-colored one-dollar coin containing a
likeness of Sacagawea, an Indian woman who accompanied the expedition.
Lewis & Clark were not similarly honored.
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2 The Development of Corporations

The corporation is the preferred form of business enterprise for most modern
large businesses. Much of America’s finance, including its stock markets,
revolves around those entities. The road to their development was a long and
bumpy one. The immediate predecessor to the corporation was the joint-stock
company, which provided for professional management of shareholder investments in a particular venture. As John Houghton, an English author, noted
in 1694, voting methods used by shareholders in the English joint-stock companies varied. Sometimes as many votes were allowed as there were participants. Other joint-stock companies permitted voting only by those holding a
minimum number of shares. Some companies allowed as many votes as shares
held by any one individual, while others restricted the number of votes or
shares that could be held by one individual. A shareholder’s vote was particularly important in electing a committee (the board of directors) to govern the
operations of the company. The governing committee was headed by a chairman, and the presence of five members was usually required as a quorum for
meetings. Committeemen were paid a small sum for attending meetings. The
committees met to audit accounts and to pay and approve bills.
Joint-stock company committees sometimes had their own offices, but
smaller companies would often meet in the coffeehouses, where a great deal
of commercial business was conducted. The joint-stock company employed a
treasurer and a clerk (now the corporate secretary) as officers. The companies
maintained transfer books in which the names of the owners of the shares of
the company were recorded. Subscribers to the shares of the joint-stock companies were initially limited to a small number of merchants. Additional capital to support the growth of a joint-stock company was raised through further
subscriptions or calls on existing shareholders.31
Stock Exchanges Are Formed
A market in the shares of the joint-stock companies eventually developed, as
shareholders tried to sell their shares. That development took some time. The
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first formal exchange was established in Bruges in 1409. Another exchange
was started in Antwerp in 1460 and one in Lyon shortly afterward. Those
markets initially traded goods, rather than stocks. Bills of exchange and
other financial contracts were a part of that trading. Louis XI of France
granted the Lyon Fair trading privileges, and traders there conducted their
dealings in “bills of exchange by public outcry.”32 Hamburg, Germany, had
an exchange in 1558. Shares in German mines were being sold in the fifteenth century at the Leipzig fairs. “The earliest European stock trading
appears to have been at Antwerp in 1602, which was followed by an exchange at Amsterdam in 1611.”33 The Antwerp Exchange, which had been
built in 1531 as a market, was called a bourse, which was derived from an
inn that was maintained by the Van der Beurze family in the Belgian town
of Bruges. Antwerp became a market for trading rents, annuity contracts,
and government bonds at the beginning of the seventeenth century. In 1602,
the Verenigde Oost-Indische Compagnie (the Dutch East India Company)
on the Antwerp bourse was the first company to make its shares available
for public trading. That company was selling “ducaton” shares later in the
century. These were shares valued at one-tenth of the value of ordinary shares
and were designed to allow small speculators to play the market. The Antwerp
bourse would have a long life. It closed on December 30, 1997, after it
merged with the Brussels Exchange.
Speculative abuses were another European innovation, as was the resulting application of government regulation. A drop in share prices of the Dutch
East India Company in 1610 occasioned the issuance of a governmental decree that banned short selling. At the end of the century, other abuses appeared in the Dutch markets, including price manipulations that involved bull
and bear rings, fictitious transactions, and rumors. “The spread of false rumors in the market was a fine art; bears were known to drop a letter on the
floor in a public place, containing bad (but invented) news. The process of
apparently fortuitous discovery added verisimilitude to the story.”34 Put and
call options were an early market practice. A put option entitled the option
holder to sell stock to the writer of the stock at a specified price. A call option
allowed the purchaser to buy stock at a specified price from the issuer of the
option. Such options were being used in Amsterdam by 1688, and securities
transactions could be margined in that market. “Time bargains” became popular
with Dutch speculators. Such transactions involved options and agreements under which a broker would agree to pay a customer the difference
in price changes for a specified period of time in a stock in the direction
picked by the customer.
Trading in London
A market existed in London for the shares of about 140 joint-stock companies
by 1695. Trading was being conducted in London at Jonathan’s Coffee House
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and at Garaways’ Coffee House. Stock, shares, capital, and dividends had
established meanings by the seventeenth century, and stock certificates were
common. The terms “bull” and “bear” were in use by 1714, according to the
Oxford English Dictionary. Time bargains in the form of option contracts,
both puts and calls, grew to form the basis for a large volume of trading in
securities in London. Time bargains were used in the London markets by
1730 not only for speculation, but also as a means to defer settlement. Time
bargains began in England when the Exchequer closed its books for six weeks
each quarter in order to prepare for payment of dividends on the government
debt. Transfers could not be made during that period and, therefore, the practice of buying for the opening arose. From this evolved difference trading,
where claims were settled on the basis of the difference in price changes.
Where settlement was deferred under a time bargain, the difference was paid
between the purchase price and the price at the time of extension, plus a “contango” charge to provide interest on the money that would otherwise have
been paid in settlement.
The New Jersey and Pennsylvania companies were having their shares
traded in Change Alley in London during the colonial period. Trading was
occurring in the public debt of the English government, as well as in the
shares of the joint-stock companies. This trading seems to have begun with
the “tally,” which was a receipt from the English Exchequer. Notches were
cut in a stick representing the amount loaned to the government. The tally
was then split, one half was used as a receipt, and the other was kept as the
government’s accounting record. Interest was being paid on tallies in 1660,
and there were tally brokers before there were stock brokers in England. The
tally was followed by “Exchequer bills,” which were introduced in 1696. In
another experiment in public finance, the English government created a “Million Adventure.” Participants contributed a total of £1 million and received
interest of 10 percent for sixteen years. The participants were entered in a
lottery for a £40,000 annuity as the prize—“though they did not get their
principal back.”35 The English crown borrowed £1 million in 1692 to finance
its war with France. William III issued “stock” to the persons loaning money,
and speculators began trading in those securities. This loan was secured by
duties on alcoholic beverages. The lenders’ stock entitled them to life annuities that were to be paid 10 percent until 1700 and 7 percent thereafter on a
semi-tontine basis, in which survivors would be paid the balance of the loan.
In 1693, England borrowed another £1 million that was secured by duties on
salt. This loan paid 10 percent interest for sixteen years and lenders could
receive lottery prizes.
Government finance provided other investment opportunities. One speculator, Thomas Guy, made a fortune by buying sailors’ tickets in 1720. These
were credit notes issued by the British navy to sailors as a promise to pay
their wages. Guy bought these tickets at a discount. This allowed the sailors
to have access to ready currency and allowed Guy to profit on the difference
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between their discounted price and their value on maturity. Later, in 1751, the
British government was issuing “consols.” These were government bonds
that paid interest, but had no maturity date. The term “consols” is a shortform reference to the consolidation of government loans. The consols were
redeemable at any time. This allowed the government to call the issue whenever interest rates dropped and then refinance at the lower interest rate. The
French used a similar device called the “rente perpetuelle.” The holders of
these notes received an annuity that amounted to the interest on the principal.
The rente perpetuelle could be eliminated by a repurchase by the state.
Stock Jobbers
“According to Thomas Macaulay, the British historian, the term ‘stock jobbers’ was first used in England in 1688.”36 These individuals were the forerunners of the modern brokerage firm. They seem to have inherited the
disreputable mantle of the pawnbrokers and “retailing” brokers. The low esteem that stock jobbers were held in is exemplified by Daniel Defoe’s The
Villainy of Stock Jobbers Detected. Of course, Mr. Defoe was somewhat biased. He had lost £200 by investing in a company that was to use a “diving
engine” to salvage treasure from shipwrecks. Dr. Johnson’s dictionary defined stock jobbers in even less appealing terms: “a low wretch who gets
money by buying and selling shares in the funds.”37 The English government
sought to regulate stock jobbers in 1697 through a statute entitled “An Act to
restrain the Number and ill Practices of Brokers and Stock Jobbers.” Stock
jobbers were required to be licensed by the Lord Mayor of London and to be
registered at the Royal Exchange. Unlicensed stock jobbers were to be placed
in the pillory for an hour on each of three days. Licensed brokers were required to possess a silver medallion to identify themselves as being properly
registered. Brokers were required to keep a record of their transactions, and
commissions were limited to 10 percent. Options transactions could last no
more than three days, and brokers were not permitted to trade for their own
account. This legislation allowed only 100 stock jobbers, as well as prohibiting various improper practices.
Further legislation was enacted in 1711 that limited the amount of commissions received by London brokers in transactions involving “tallies, orders, Exchequer bills, Exchequer tickets, Bank bills, or any share or interest
in any joint stock enterprise.”38 Brokers were additionally subject to a crude
settlement system that required them to record their transactions in their books
within three days of the trade. Interestingly, the Securities and Exchange Commission in America imposed a similar requirement for the settlement of securities transactions almost 300 years later. The limitation on the number of
stock jobbers did not last. They were causing such disorder and crowds in
1698 through their dealings around the Royal Exchange that they found themselves compelled to move their operations to Change Alley. The Alley soon
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“boasted a thriving securities market,” 39 and speculation was popular. Continuous trading occurred in the coffeehouses in London, and specialized traders for particular securities appeared. In 1712, joint-stock company shares
were being traded by stock jobbers in some 200 coffeehouses in London.
There were 5,000 traders in London at that time. The stock jobbers formed a
formal exchange in London in 1773, and the roles of stock jobbers and brokers were divided. Jobbers were allowed to trade for their own account, while
brokers could only execute customer orders. This division of functions would
remain in place until the “Big Bang” financial reforms that were implemented
in London in the 1980s.
The South Sea Bubble
An event momentous to the development of finance in the United States was
the South Sea Bubble that arose in England in 1720. This speculative mania
was driven by the sale of shares in the South Sea Company. This company
was formed to conduct trade with Spanish America (South America) and to
carry out whaling there.40 In exchange for the exclusive right to trade in that
area, the directors of the South Sea Company agreed to take over the public
debt of England, an amount of about £30 million. This debt consisted of,
among other things, large irredeemable annuities given at “ruinous” rates.41
The South Sea Company proposed to capitalize the annuities for the Crown.
The holders of the annuities would be allowed to convert their annuities into
the stock of the South Sea Company. The incentive for doing so would be the
increasing value of the South Sea Company shares. The company also had a
rather ingenious plan to finance the sale of its shares. The English government had issued “stock” in 1711 to finance the War of the Spanish Succession, but those securities were selling at a deep discount. The South Sea
Company convinced the government to authorize those instruments to be exchanged for shares in the South Sea Company. This allowed investors to purchase the discounted bonds and convert them into shares that were trading at
a much greater price.
The South Sea Company outbid the Bank of England for the right to conduct the capitalization of the government’s annuities. Large amounts were
paid in bribes to assure passage of the necessary legislation in Parliament.
Robert Walpole, the Pay-Master General and first Prime Minister who would
himself profit from transactions in South Sea Stock, objected to this plan.
Walpole charged that the “scheme countenanced the pernicious practice of
stock-jobbing” and that the “great principle of the project was an evil of the
first magnitude; it was to raise artificially the value of the stock, by exciting
and keeping up a general infatuation and by promising dividends out of funds
which would not be adequate to the purpose.”42 As predicted, South Sea Company shares quickly became the center of speculation. John Blunt, an English
merchant, spearheaded the speculative mania that would become known as
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the great South Sea “Bubble.” The Sword Blade Bank, which had previously
made swords but had evolved into a banking institution, helped Blunt finance
the upward manipulation of the price of the South Sea Company’s shares. In
addition to its use of discounted government “stock,” the South Sea Company sold its shares by allowing purchasers to borrow money using the stock
they purchased as security for the debt—an early form of margin trading. The
price of South Sea Company stock rose from £128 to £300 within three months
and then increased to £1,050, in June of 1721. Speculators of every description were participating in this bubble, including the Duchess of Marlborough.
Speculation was furthered by the use of options contracts on South Sea Company shares. Several ladies of the king’s court were allowed to trade in time
bargains in the South Sea Company’s stock. The ladies were to be given £123
for each point that the stock rose above £154.
The South Sea Bubble spawned other ventures that soon turned into a speculative frenzy. Over 200 enterprises were launched during this period for such
things as the building of a perpetual motion machine. One bubble company
promoted “Puckle’s Machine Gun,” which would fire round balls against
Christians and square missiles against the Turks. Some of the bubble schemes
took money for subscriptions for undisclosed enterprises that would be
launched when the promoter viewed the time to be ripe. These ventures, which
were often oversubscribed, appeared to be a forerunner of the “blank check
offerings” conducted in the 1980s. One famous endeavor during the South
Sea Bubble involved a business “for carrying on an undertaking of great importance, but nobody to know what it is.”43 Shares in this enterprise cost
£100, and shareholders were promised a profit of 100 percent per year. Subscribers were to make a two pound per share down payment and then pay the
remainder within a month after the nature of the business was disclosed. Another speculative enterprise was to be formed for the purpose of buying and
selling South Sea shares and obligations of the Crown, an early form of the
investment companies that would become popular in America during the twentieth century. A deck of playing cards sold during the South Sea Bubble had
engravings depicting the objects of some of the numerous speculative companies that were floating about. The four of diamonds had an engraving representing schemes that involved insurance on houses, the six of spades showed
companies that sold life insurance, and the queen of diamonds represented
funeral schemes. There was even a South Sea ballad.
The Bubble Bursts
A statute was adopted in England to stop these speculative enterprises. Parliament was concerned that subscriptions were being taken for enterprises for
which no charter had been granted by the Crown. In some instances, obsolete
charters were being used as a basis to fund enterprises. The Bubble Act, as it
came to be called, prohibited investments in speculative ventures and allowed
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treble damages. The act stated that all subscriptions or undertakings in which
the parties presumed to act as corporate bodies without legal authority were
illegal and void. Almost 100 companies were declared to be illegal bubbles
under this legislation. They included proposals to insure against fire in any
part of England, to trade in hair, to buy and sell estates and lend money on
mortgage, to furnish funerals to any part of Great Britain, to lend money on
stock, annuities, and tallies, to pay pensions to widows and others at a small
discount, to improve malt liquors, to create a bottomry company, to provide
horse insurance, to improve the breed of horses, to insure masters and mistresses from losses sustained from their servants, to provide for the erection
of houses and hospitals for maintaining illegitimate children, and to extract
silver from lead.
Ironically, the South Sea Company launched its own ruin when it brought
proceedings under the Bubble Act against its competitors. That action, and
other forces, were sufficient to prick the speculative bubble and cause it to
burst. After peaking at £1,050, the price of South Sea shares plunged to £150
four months later. The effect of that price drop was disastrous to numerous
investors who had pyramided their holdings by using the inflated value of
their initial purchases to serve as security for subsequent acquisitions. This
only exacerbated their losses when prices dropped. Other investors had purchased their shares through installments, depending on rises in the share price
to provide the funds necessary to pay for the stock and provide profits. Those
dreams were shattered when the bubble burst. Sir Isaac Newton was among
the losers, having lost some three times his early profits. Newton had initially
bought £7,000 of the stock of the South Sea Company. He sold it for about
twice that amount. Sir Isaac then reentered the market and eventually lost
some £20,000. The Chancellor of the Exchequer fared even worse. He was
committed to the Tower of London for corruption. The directors of the South
Sea Company were arrested, and their assets were seized by creditors. There
were suicides. “The Postmaster-General took poison.” 44 Walpole sought to
relieve the situation by having the Bank of England take over a portion of the
South Sea Company’s capital and by restructuring the public debt. It was all
too late. The damage had been done, and the market collapsed, ruining many.
This historic speculative event resulted in much criticism of stock jobbers,
an already unpopular profession. In 1733, the English Parliament enacted a
statute called Sir John Barnard’s Act “to prevent the infamous practice of
stock jobbing.”45 This legislation prohibited short selling and declared void
“all contracts and agreements upon which any premium shall be given or paid
for liberty to put upon, or deliver, receive, accept or refuse any public or jointstock or other public securities whatsoever . . . and all contracts in the nature
of puts and refusals.”46 A private right of action for damages was allowed for
violations of these prohibitions. Of course, these reforms did not prevent stock
market losses. Benjamin Franklin found that out when he lost £4,000 of the
£27,000 he was investing for Pennsylvania in England in 1761.
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The Mississippi Bubble
Earlier, in France, John Law had engineered the “Mississippi Bubble” that
burst in 1720. Law was the son of a goldsmith, the author of Money and Trade
Considered, the proponent of a land bank scheme, and the creator of bearer
shares. He escaped from prison in England after being convicted of murder
for killing a man critical of his profligate lifestyle in a duel (a crime for which
he was later pardoned). Law convinced the French government to establish a
Banque Royale, which would hold gold deposits against which notes could
be issued. Law believed that the public would not notice whether all of the
notes issued by the Banque Royale were backed by gold, allowing the creation of a large stock of notes that could be used as a currency. Through his
connections with the Banque Royale, Law was able to foster enormous speculations in the stock of the Compagnie des Indes (the Mississippi Company), a
company that had originally been formed by Louis XIV in 1664. That company had “control over French Louisiana—an area comprising about half of
the US (Alaska excluded).”47
Trading in the stock of the Compagnie des Indes was often conducted on
10 percent margin, and futures and options were sold. Speculators were allowed to purchase shares on the installment basis. A 20,000-livre subscription entitled the purchaser to a seat on the board of directors. Prices of the
shares of the Compagnie des Indes rose quickly from 150 livres to more than
10,000 livres. This increase created a new class of investor, and the term
“millionaire” was coined to describe them. That run-up occurred after John
Law created a scheme that paralleled the South Sea Bubble. The Compagnie
des Indes agreed to pay off the national debt of France by having the government issue notes to its creditors that would pay 3 percent. The Mississippi
Company then accepted those notes as payment for its shares. John Law, who
was given the title of duc d’Arkansas, believed that the rise in value of the
shares would induce the note holders to give up their notes. Law made the
Mississippi Company’s shares convertible into banknotes at 9,000 francs each
as a way to provide assurance to investors of their value. This proved to be a
mistake. When the price of the shares began to drop, Law tried to print more
notes to meet the demands for conversion of the company’s stock. That effort
was unsuccessful, share prices dropped even more dramatically, and the bubble
burst. The effects in France were every bit as devastating as those experienced in England from the South Sea Bubble. Over 500,000 investors lost
money in this venture. The French government found itself compelled to take
action. It sought to restrict speculation by prohibiting term dealings or time
contracts for future delivery. Only cash transactions were allowed. The number of stock brokers was restricted to sixty persons.
Alexander Hamilton later observed that John Law had revived the French
currency prior to the Mississippi Bubble, but that Law had “much more penetration than integrity.”48 Voltaire commented after the bubble had burst that
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“[p]aper money has now been restored to its intrinsic value.”49 Not that Voltaire
was squeamish about speculation. He had been living off insider tips supplied
by a bank director.
These bubbles had a decided effect on American finance. Andrew Jackson,
among others, would be strongly opposed to American financiers because of
what he had heard about the South Sea Bubble. The distrust that affair instilled in Jackson would result in a bank war that would impede American
finance for at least a century. Market reverses even today bring forth reminders of that long-ago bubble. The South Sea Bubble also had some more immediate effects in America. A depression occurred in America after the bubble
burst because export demand from England dropped. Political frictions were
generated. The attorney general for Massachusetts asserted that the Bubble
Act of 1720 did not apply to the American colonies, but Parliament imposed
that statute on the colonies in 1741. That legislation prohibited creation of
corporate bodies that raised funds by transferable stocks or the transfers of
shares without legal authority from Parliament or by charter from the Crown.
The immediate purpose of extending this legislation to the American colonies
appears to have been to shut down the private land banks that were then issuing notes.50
Speculation in America
Despite its European antecedents, the joint-stock company was slow to develop in America. One business enterprise operating in America around 1616
was the Society for Particular Adventures for Traffique with Them of Virginia in a Joint Stock. Land companies operating as partnerships or associations speculated in vast tracts of land and were a particularly important part of
finance in the American colonies. That speculation became the basis for many
fortunes and resulted in the development of the large plantations in the southern part of the United States even before 1700. The plantations would rule the
economy and politics of the South until long after the conclusion of the Civil
War. William Byrd, William Fitzhugh, and Robert Beverley were three owners of such plantations. One small plantation owner was John Washington,
who had immigrated from England in 1657 and was the forefather of George
Washington.
Land in Virginia was distributed initially through “patents” given to the
Virginia Company.51 After the demise of that company, residents in Virginia
petitioned the Board of Trade in London for patents or land grants. Because
of the distances involved, poor record keeping, and fraud, land titles and disputes over land patents became the subject of much litigation in America.
That litigation, in turn, formed the basis for the reputation of many a lawyer
in the colonies. Colonial lawyers were not above some sharp practices and
frivolous claims. One ploy used a procedural device known as a “caveat” to
keep land tied up and away from reclamation by the royal administrators for
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failure to pay quit rents. The lawyers were in essence running a scam in which
their clients would avoid paying quit rents on their land by having a friend
petition for the lands, claiming that the patent of the existing holder had lapsed.
The petitions were then kept on the court docket for many years, during which
time no quit rent payments would be made. This substantially diminished His
Majesty’s revenue. Thomas Jefferson often used his legal talents to further
these schemes.
Land Companies
Speculation in land west of the Appalachian Mountains was booming before
the Revolution. The Ohio Company was formed in 1748 to conduct trade
with the Indians in that region and to engage in land speculation. Operating as
a partnership, the Ohio Company assessed each of its members £100. The
Ohio Company played a large role in the French and Indian Wars. Composed
largely of a group of Virginia planters, including George Washington, the
Ohio Company had been granted 200,000 acres of land from the Crown that
was also claimed by the French. As a condition for its grant, the Ohio Company was required to construct a fort on the frontier. That site was seized by
the French, and George Washington was repulsed in an effort to retake it.
Thereafter, a force led by the British, and joined by a group of colonists under
Washington, was even less successful. It sustained a large loss of life, including that of the British general Edward Braddock. The Ohio Company continued despite those setbacks. The company sought to expand its reach through
a huge tract of land called Vandalia, which comprised much of Ohio, West
Virginia, and large portions of Kentucky. The Revolutionary War interrupted
negotiations for that property. After 1785, the Ohio Company adopted “Articles of Agreement” that stated that the design of the company was to raise a
fund in Continental certificates to be used to purchase lands in the western
territories. The fund was not to exceed $1 million.
A rival of the Ohio Company was the Loyal Company, which was the largest speculative enterprise in Virginia. It was given an 800,000-acre grant of
land in Kentucky. Among the members of the Loyal Company was the father
of Thomas Jefferson. The Indiana Company was the focus of another group
of land speculators, who were seeking some 3,000 square miles of territory
that had been claimed by Virginia. One of the shareholders of the Indiana
Company was Thomas Paine. In addition to his holdings in the Ohio Company, Washington had an interest in the Mississippi Company, which sought
some 2.5 million acres of land that had been ceded to the English under the
Treaty of Paris in 1763—no small enterprise. George Washington and Benjamin Franklin held shares in the Susquehannah and Kennebeck purchase
companies. Washington also owned tens of thousands of acres in the Tidewater and Piedmont regions, as well as 63,000 acres of trans-Appalachia land.
He recognized that investment was a necessary element in the accumulation
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and preservation of wealth. Washington advised his stepson to invest because
otherwise money would “melt like snow before a hot sun, and you will be
able to give as little account of the going of it.”52
Numerous other land companies were operating in America. They included
the James River Company, West Jersey Society, the Cape Fear Company, the
Frankfurt Company of Pennsylvania, the Pennsylvania Land Company, the Company of Military Adventurers, and the Illinois-Wabash Company. The Great
Dismal Swamp Company was formed in 1762, and George Washington was
among its investors. The Transylvania Company sent Daniel Boone in 1774
to blaze a trail through to the bluegrass country of Kentucky. The Holland
Land Company was formed in 1795. It obtained land from Alexander Macomb,
William Duer, and others totaling over 1.5 million acres. The Holland Land
Company had two issues of stock, and its shares were quoted on the Amsterdam
Stock Exchange in 1796. By 1811, the Holland Company’s stock price had
fallen in Amsterdam from par to 19, but its fortunes turned as land in America
became more valuable. Holland Land Company shares were selling at 126 in
1830, up from as low as 19 in 1811. In 1834, the company’s shares were
selling at 200. Two years later, the company’s shares were trading at 1,240 in
Amsterdam but then dropped to 460.
Henry Knox and William Duer formed an association called the Eastern
Land Associates to purchase large tracts of land. Knox and Duer acquired
rights to some four million acres in Maine in 1791. Those holdings constituted most of the arable land there that was not already being farmed. Duer
was at the center of the Scioto Company, which had sought secretly to purchase some 5 million acres of land in the Northwest Territory. That scheme
came to nought. Robert Morris bought shares of the Illinois and Wabash Company in 1781, in which Benjamin Franklin was also a shareholder. Morris
bought some 1 million acres of land in upstate New York in 1790, and he was
apparently an owner in the Virginia Yazoo Company in 1794. The North
America Land Company, which was owned by Robert Morris, James
Greenleaf, and John Nicholson, possessed millions of acres in Kentucky and
elsewhere. Land was sometimes cheap. In 1797, Meriwether Lewis bought
2,600 acres of land in Kentucky at twenty cents per acre. Beginning in the
1800s, “land offices” were operating to encourage speculation in the sale of
land as westward expansion grew.
The Yazoo land company speculation occurred during the administration
of George Washington. It involved a large area of land west of Georgia to the
Mississippi River. The Georgia legislature granted 10 million acres to the
South Carolina Yazoo Company, and other companies were given large grants.
The federal government sought to stop this sale because it claimed this land
as its own. Georgia further curbed speculation when it required payment for
the land to be made in specie. One of the Yazoo land companies was headed
by Patrick Henry. He bought Georgia certificates at a large discount and sought
to use them to purchase the Yazoo land from the state at their par value. This
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effort was frustrated when the state demanded specie for the land. This did
not stop Henry from making a large profit. The assumption legislation that
had been passed in the interim meant that the depreciated Georgia certificates
he bought would be redeemed at par.
Other Business Associations
The land companies in America usually operated as partnerships, as did other
business associations, such as the Undertakers of the Glass Works that was
operating in Massachusetts around 1642. An unincorporated mining company, the Undertakers of the Iron Works in Massachusetts, was formed in
1642 by John Winthrop Jr. and Robert Bridges. The Lynn Iron Works was
created in 1645. It was an unincorporated business, but was operating under a
twenty-one–year monopoly of iron mining that was obtained from the Massachusetts General Court. Another mining enterprise was sponsored by William Penn around 1682. It was called the Free Society of Traders and operated
under a formal set of articles. But its charter was not confirmed by the colonial government, and this organization was not successful in encouraging
trade. Unincorporated enterprises included fishing and whaling companies in
which the owners would share in the profits from the fishing. The New York
Company for Settling a Fishery in These Parts was operating in 1675. Other
associations were formed to build roads and bridges. One such enterprise was
formed to build a toll bridge in Pennsylvania in 1700.
Colonial businesses were discouraged from forming joint-stock companies because the creation of a corporation was viewed as a prerogative of the
Crown. As Lord Coke stated in 1612, “none but the King alone can create or
make a corporation.”53 The Lord Proprietors in the Carolinas claimed such a
right for themselves under their patent from the king. They declared that no
corporations would be confirmed without their special order. The matter of
who had the authority to approve corporate charters in America was disputed
in other colonies between the legislative assemblies and their royal governors. The charters granted by the colonial authorities were mostly municipal,
charitable, or educational in nature, rather than commercial. New York was
operated as a corporation from at least 1665 until 1686. Even earlier, in 1652,
the Massachusetts General Court appointed several individuals to be a corporation for providing water and protecting against fire. The proprietors were to
elect wardens who would manage the company.
Churches operating in the colonies were often incorporated. In 1769, the
Corporation for the Relief of Widows and Children of Clergymen in the Communion of the Church of England in America was organized. It was a church
organization, but was operated essentially as an insurance company. Nine
educational institutions were operating under corporate charters at the time of
the Revolutionary War. Their number included Harvard College, which was
founded in 1636 and incorporated in 1650. When the colony’s charter was
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annulled in 1684, there was a issue as to whether Harvard’s charter had also
been revoked. That concern was not without basis because the Board of Trade
in England disallowed two charters for Harvard College in 1692 and 1697.
Finally, in 1707, another charter was granted. Yale College, which was originally chartered in 1701, had to recharter and was reincorporated in 1745. The
College of William and Mary was given a royal charter in 1693. Some confusion arose over the founding of the College of New Jersey, but a charter was
finally issued in 1748 for that institution. In 1766, a charter was granted for
Queen’s College, which is now Rutgers University. Dartmouth College was
incorporated in 1769.
Libraries were often incorporated in the colonies, including the Library
Company of Philadelphia in 1731. Clubs and societies were incorporated.
Mariner societies were operating as early as 1754. They gathered information
on navigation and provided relief to widows and orphans of sailors. The New
York Chamber of Commerce was given a charter in 1770. Military companies were another institution that operated very much like corporations before the Revolution. One such enterprise was the “Company of Military
Adventurers, for obtaining a Grant of Lands sufficient for a Government in
some of the conquer’d Lands in America.” It was formed in 1763 by a group
of Connecticut militia that had served in Havana. Some 2,000 men subscribed
to shares in this company, for which they paid five dollars in increments of
two and three dollars.54
Commercial Corporations
There are various claims as to the identity of the first commercial business to
be incorporated in America. The Free Society of Traders in Pennsylvania was
one of the first. This society was chartered by the governor of Pennsylvania in
1682. It was followed in Boston by the Bank of Credit Lumbard in 1686. An
incorporated mining company was in existence in Connecticut in 1707. The
Principio Company, operating in Maryland in 1715, ran an iron works. The
Patapscio Iron Works was functioning near Baltimore in 1731. The New London Society for Trade and Commerce was chartered in Connecticut in 1732,
but its charter was repealed after it began to issue notes that were competing
with state bills of credit. In 1739, the land bank scheme was established in
Massachusetts. The Bubble Act, however, was then extended by the English
government to prevent its operation. Apparently related to that enterprise was
a petition submitted in 1740 that sought to establish trading companies in
Massachusetts. Each company was to receive for its operations £20,000 in
bills of credit that would be redeemable within ten years. A linen company,
The United Society for Manufacturers and Importation, was formed in 1750
in Massachusetts for the purpose of promoting the manufacture of linen. Fifty
and £100 shares were sold in that Boston company. In New York, the Society
for the Promotion of Arts, Agriculture and Economy was formed in 1764 to
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promote manufacturing and to “suppress luxury.”55 The United Company of
Philadelphia for Promoting American Manufacturers sold shares for £10 in
1775. Its purpose was to promote manufacturing in the colonies. New Jersey
created the Trustees of the Road and Ferries from Newark to the Road Leading from Bergen Point to Paulus Hook in 1765. It was charged with maintaining the roads between Philadelphia and New York. The Philadelphia
Contributorship of the Insuring of Houses from Loss by Fire was created in
1752 and chartered in 1768. It was a mutual insurance company. The Proprietors of Boston Pier was chartered in 1772 in Massachusetts. Rhode Island
chartered three water supply companies in 1772 and 1773. They were called
“fountain” societies. The charters of the Rhode Island water companies provided for the annual election of officers and established a committee that was
charged with managing the water companies. The Proprietors of Charles River
Bridge was granted a forty-year charter in 1785 to build a bridge across the
Charles River between Boston and Charlestown. This bridge put out of business a ferry that was providing income to Harvard College, and the Charles
River Bridge Company was required to pay a fee to Harvard as a substitute.
Corporate Growth
The numbers of corporations grew after the Revolution as the need arose for
bridge and turnpike companies, canals, toll roads, and insurance and banking
enterprises. The Bank of North America was chartered in 1781 and the Massachusetts Bank was chartered in 1784. Maryland chartered the Proprietors of
the Susquehanna Canal in 1783. The Mutual Assurance Company and the
Associated Manufacturing Iron Company were chartered in 1786. Delaware
chartered its first corporation, the Colonial Bank of America, in 1786. Two
canal companies, the Western Inland Lock Navigation Company and the Northern Inland Lock Navigation Company, were chartered in 1792 in New York.
The Philadelphia and Lancaster Turnpike Company was selling shares to subscribers around 1792. The issue was oversubscribed, and shares were allotted
by a lottery drawing. An attempt was made to create a “Million Bank of
the State of New York,” with a capital of $1 million, in 1792. In 1799, the
Company for Procuring an Accurate Map of the State of New Jersey was
incorporated.
Some forty corporations were chartered before the Constitutional Convention. That convention left the issuance of corporate charters largely to the
states, and several states passed statutes that recognized incorporation for
religious purposes, libraries, fire companies, and charitable and literary enterprises. The states sought to encourage development through corporations.
South Carolina and North Carolina passed statutes in 1795 that recognized
canal companies. George Washington was a subscriber to the Potomac Canal
Company in Virginia and was given stock in the James River Canal Company
as a reward for his services to his country. He later used his canal stock to
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fund a national university that eventually became the College of Washington
& Lee. Over 350 corporations had been formed in America for profit-making
purposes by 1800. Their purposes included agriculture, canal building, banking, docks, toll bridges, insurance, land companies, the building and maintenance of turnpikes, manufacturing, water supply companies, mining, and
various commercial matters.
Massachusetts led in the race to create corporations. There were some sixty
enterprises in that state as the nineteenth century began. Some companies
from that period survive today. The Revere Copper Company is a successor
to the company that Paul Revere began at the age of sixty-five to roll copper
for ships’ bottoms. It was his copper sheets that encased the bottom of the
USS Constitution in 1803. Many corporations chartered by the state legislatures acted in a quasi-governmental capacity in building roads, canals, and
bridges. The states sometimes held stock in corporations, made loans to them,
granted tax exemptions, created monopolies, and even bestowed the power of
eminent domain, which allowed the corporations to seize private property
(with appropriate compensation) for their corporate purposes. Regulation of
corporations was appearing. The decision by the New York legislature to ban
unincorporated banking institutions in 1804 was taken in response to an effort to incorporate the Merchants Bank.
Corporations would eventually form the basis for much of American business. Nevertheless, two things were lacking in America after the Revolution
that were needed to finance the country’s expansion—a banking system and a
market for the shares of the corporations that would be formed in ever increasing numbers.
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3 The Rise of the American Stock Market

Strongly influencing American finance were the speculative activities of a
small group of northern merchants just after the Revolution. This tight-knit
group included some of our founding fathers. Most prominent were Robert
Morris and Alexander Hamilton, as well as the latter’s rival, Aaron Burr. Also
included in this group was Senator William Bingham, a member of the board
of directors of the Bank of North America and the Bank of the United States.
His wife, Anne, “the most celebrated beauty (perhaps) in all American history,” was the daughter of Thomas Willing, the business partner of Robert
Morris.56 Gouverneur Morris, Henry Knox, Henry Lee, William Duer, James
Greenleaf, Alexander Macomb, and John Nicholson were others who formed
the nucleus of the real beginnings of the American financial markets. These
individuals were all intensely involved in speculations in wilderness lands,
whole townships, and securities. These speculator-merchants exacerbated a
schism between the northern merchants and the southern planters. The merchants sought wealth through trade and speculation, while the planters wanted
to increase their fortunes through crop production.
Thomas Jefferson was the leader of the agrarian interests. His differences
with the financiers was highlighted in the fight over the creation of the first
Bank of the United States. That battle was fought with high principles, and
both sides acquitted themselves well. Regrettably, the parties to that dispute
later engaged in conduct that did not reflect favorably on themselves or their
country. Thomas Jefferson lowered the level of this discourse when he called
the financiers a “corrupt squadron”57 and charged that the financial markets
were nothing but a “gaming table.”58 Jefferson’s attacks on the financiers
were given credence by their sometimes unseemly conduct, particularly when
the merchants were trading on inside information during the assumption fight
in Congress. Jefferson had sought to prohibit congressmen, many of whom
were merchants, from voting on financial matters if they owned stock. That
effort failed. Several congressmen speculated in securities and were tipping
their merchant friends on the progress of assumption.
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William Duer
Other merchants abused their government positions. One of the worst was
William Duer, who was appointed to be Assistant Secretary of the Treasury
by Alexander Hamilton.59 Duer was well connected and wealthy. He had
married Catherine Alexander (“Lady Kitty”), the daughter of the Earl of
Stirling, a major general in the British army.60 She was the cousin of Alexander
Hamilton’s wife. Duer, the greatest land speculator in the country, formed a
partnership in 1788 with Peter Brissot de Warville, Stephen Claviere of France,
and Andrew Craigie. Duer and his fellow speculators agreed to purchase the
American debts held by France from the Revolutionary War, and they sought
to purchase as much domestic Revolutionary War debt as they could procure.
Although the statute that created the Treasury Department prohibited its officers from purchasing or selling public securities of any state or the United
States, Duer continued to operate as a silent partner in this enterprise when he
assumed his Treasury position. Duer’s plan to buy the French debt came to
naught, but his access to inside information on the progress of the assumption
debate assured the success of his speculations in the debt instruments affected
by that legislation. Vast fortunes were made by Duer and other merchants
who had advance information about the progress of the assumption legislation. Robert Morris, Jeremiah Wadsworth, and Governor De Witt Clinton all
made millions. Duer tipped Noah Webster on assumption, but Webster did
not have funds to take advantage of the information.
Duer’s actions did not pass unnoticed. He was forced to resign from his
Treasury position in April of 1790 after William Maclay of Pennsylvania
charged him with having provided advance information to speculators.
Alexander Hamilton may also have had a loose tongue. Maclay claimed that
Hamilton had leaked information about the funding proposal for the Continental debt to Thomas Willing, the partner of Robert Morris. Hamilton was
able to shrug off that accusation, but it did nothing for his reputation of being
in league with the northern merchants. After leaving the Treasury, Duer entered into partnership with William Macomb for the purpose of “making Speculations in the Debt of the United States, and in the Stock of the Bank . . . of the
United States & Bank of New York.”61 Duer and Macomb soon expanded
their operations into a “blind pool” that was known as the “Six Percent Club,”
which also included John Pintard, William Livingston, and Royal Flint. Its
purpose was to corner the United States 6 percent securities that were issued
as a part of assumption. As a part of their operations, Duer and Macomb made
“extensive contracts for future delivery.”62 Duer planned to “[c]ommand all
the floating Stock, create a Scarcity, & oblige the deliverers from a want of
the Stock to settle the difference on favorable terms to the receivers.”63 The
Six Percent Club further planned to form a new bank called the “Million
Bank,” which would merge with the Bank of New York and the Bank of the
United States. This merger would cause the stocks of all three banks to rise.
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The plan touched off a “bancomania” in New York as speculators sought to
buy these bank stocks. Duer was trying to push up securities prices by withdrawing specie from banks in order to contract the money supply. This caused
interest rates to rise.
Speculation in securities was becoming an obsession as traders drove up
prices. Public securities nearly doubled in value during a three-month period
in 1789. Federal security values quadrupled between 1789 and 1791. Henry
Lee witnessed “one continued scene of stock gambling” in a journey between
Philadelphia and Virginia in 1791.64 Speculation was occurring in 1792 in
subscription rights to the Million Bank, the Tammany Bank, and the Tammanial
Tontine Association. A total of 25,000 shares of the Bank of the United States
were sold in two hours. On July 4, 1791, “script” in the form of subscription rights to stocks in the Bank of the United States were sold. The script
soon rose to $325 from the initial price of $25. This was an increase of
some 1,300 percent.65
Thomas Jefferson used these speculations as another occasion to attack the
financiers. He complained that “ships are lying idle at the wharfs, buildings
are stopped, capitals are withdrawn from commerce, manufacture, arts, and
agriculture to be employed in gambling, and the tide of public prosperity
almost unparalleled in any country is tarried in its course, and suppressed by
the rage of getting rich in one day.”66 Alexander Hamilton, alarmed that another South Sea Bubble was developing, warned Duer of rumors that a combination had been created in New York for the purpose of driving bank stock
prices as high “as possible by fictitious purchases, in order to take in the
credulous ignorant.”67 Hamilton told Duer to be cautious. Duer denied that he
was bulling the market, but he continued his speculations. Hamilton was concerned that his own financial operations in bank stocks would be connected
with speculation: “a bubble connected with my operations is of all the enemies I have to fear, in my judgment, the most formidable.”68 Hamilton was
justly concerned with the existence of a bubble. The price of the first Bank of
the United States script dropped after the Bank of New York announced that it
would not renew its loans to speculators. Hamilton tried to support the market
by authorizing the purchase of $150,000 in government securities. That effort
failed, and the market dropped. Some members of Congress, directors of the
bank, and other insiders were able to sell their stock at a profit before prices
collapsed. These insiders included Rufus King, Fischer Ames, Robert Morris,
Charles Carroll, George Cabot, and Jeremiah Wadsworth.
The Duer Panic
William Duer had agreed to support the stocks of the Bank of the United
States and the Bank of New York, but he then began selling those securities
when prices began falling, ruining his accomplices. Duer was bankrupted
when the market dropped faster than he could sell. He ran out of credit when
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the market plunged. Duer had issued personal notes that paid high rates of
interest of 2 to 4 percent per month to merchants, tradesmen, widows, and
others unsophisticated in finance. Duer borrowed heavily from friends, and
his fellow speculators had endorsed his notes. Those credit sources were exhausted as the market dropped. Money could not be borrowed, even for interest of 1 percent per day. Duer was under additional pressure from Alexander
Hamilton to account for some $240,000 that had gone missing while under
Duer’s control at the Treasury.
Duer eventually defaulted on several million dollars of obligations. He
was jailed on March 23, 1792. Secured creditors took whatever assets of Duer
they could find. His other creditors were left with nothing. Even in debtors’
prison, Duer was able to divert $80,000 into new speculations. Although there
was some concern that he would be seized from jail by mobs of creditors,
Duer would die a natural death in debtors’ prison. Others did not fare even
that well. Reportedly, one individual hanged himself as prices in the stock of
the Bank of the United States began to drop. Duer’s incarceration was followed by one of the country’s first financial panics.69 That event was worsened by Alexander Macomb’s failure, which occurred after he failed to pay
for stock worth some $500,000. Macomb was said to have evaded his creditors by offering the bulk of his assets as security for a loan to his brother and
others for some £90,000 before declaring insolvency. Macomb offered stock
of Hysom & Souchong Tea to his other creditors.
Alexander Hamilton complained after the Duer failure that there should be
a line of separation “between the respectable stockholders and mere unprincipled gamblers.”70 Calling Duer the “King of the Alley,” Jefferson charged
that the “fate of the nation seem[s] to hang on the desperate throws and plunges
of gambling scoundrels.”71 Jefferson described the event in harsh terms: “at
length our paper bubble is burst, the failure of Duer in New York soon brought
on others, and these still more, like nine-pins knocking one another down, till
at that place the bankruptcy is become general, every man concerned in paper
being broke, and most of the tradesmen and farmers, who lend it to them at an
interest of from 3. to 6. per cent a month, have lost the whole.”72
The Morris Failure
An even sadder affair was unraveling in Washington. Auctions and lotteries
having failed to sell sufficient lots to build a city for the capital in Washington, James Greenleaf offered to buy 3,000 lots and later increased that number to over 7,000. Greenleaf brought Robert Morris and John Nicholson into
this project. Morris had continued his speculations after leaving his post as
Financier in the Revolutionary government. He contracted in 1785 to supply
the Farmers-General in France with 20,000 hogshead of tobacco per year for
three years. The Farmers-General agreed to buy no other American tobacco.
Morris bought the tobacco cheaply in America using his own notes. The specula-
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tion in Washington offered an even greater opportunity for profit. The syndicate agreed to buy lots in the capital city for about $500,000. In entering into
this affair, as he often did in his enterprises, Morris had combined patriotism
with a desire for personal profit. Morris wanted to help build a national capital for the people at a profit to himself. Unlike his other enterprises, this one
ended in disaster for Morris. The syndicate had relied on Dutch loans to finance this project, but that source of funds dried up when the French invaded
the Netherlands. The syndicate defaulted. Greenleaf and Nicholson ended up
in debtors’ prison. They were soon followed by Robert Morris, a leader of
American finance, who had earned the lesser sobriquet of “the prince of plungers.”73 The Bank of Pennsylvania, the Bank of the United States, and the
Bank of North America all obtained judgments against Morris.
The failure of Robert Morris inflected severe losses on others, including
Alexander Hamilton, John Jay, Thomas Willing, and Albert Gallatin. Morris
languished in debtors’ prison until 1801. While ensconced there, he received
several distinguished visitors, including Gouverneur Morris. Another visitor
who dined with him at the prison was the father of our country, George Washington. Morris had been a friend and supporter of Washington, even loaning
his home in Philadelphia to Washington. The president did not forget his friends
or such acts of kindness. Other prominent individuals faced financial difficulties. Henry Lee ended up in debtor’s prison. Among others, Lee owed George
Washington some $20,000. Lee was jailed by a writ of body attachment. He
was not required to be locked in a cell but had to stay within “prison bounds.”
If he did not satisfy his debts within a year under Virginia law, he had to take
an oath of insolvency or go into a prison cell. Major General Henry Knox was
in financial trouble as the result of his land speculations in Maine. General
Knox had been an artillery specialist during the Revolution and was later
appointed Secretary of War by George Washington. Despite his financial difficulties, Fort Knox, Kentucky, where America’s gold was stored, would later
be named after the general.
Financial failure was not limited to the wealthy. Large percentages of the
population were brought into court for bad debts. A panic that occurred in
1796 further increased the population in debtors’ prison. Over 150 companies
failed, and 64 merchants and speculators were jailed. James Wilson, a Supreme Court justice and signer of both the Constitution and the Declaration
of Independence, was imprisoned for debt. He died later from ill health in a
tavern where he had been tracked to by his creditors. In 1800, a national
bankruptcy statute was passed that forgave the debts of insolvent debtors,
including Robert Morris. Morris had unpaid debts of over $3 million at the
time of his release. He had spent over three years in debtors’ prison. The
bankruptcy legislation, which may have been for Morris’s special benefit, was
repealed in 1803. As a result, those succeeding Morris into bankruptcy had to
once again face debtors’ prison. In 1810, over 1,000 individuals in New York
were sent to debtors’ prison for having defaulted on debts of less than $25. As
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late as 1820, some 1,500 debtors were jailed in Boston annually. Even death
did not liberate delinquent debtors from the claims of creditors. Their bodies
were subject to seizure by creditors, who would then sell the corpses back to
relatives in order to pay off the debt. Benjamin Smith, a former governor of
North Carolina, died in debtors’ prison around 1826. His friends hastily buried his body before his creditors could seize it. Apparently, the rule was that,
once a body was “returned to the earth,” the creditors could no longer lay
claim to it.74 Of course, things could be worse. In England, creditors had been
allowed to nail a defaulting debtor to a post by his ear. If payment was not
immediately forthcoming, the creditor was allowed to cut off the debtor’s ear.
William Bingham was one of the great financiers who only barely survived the downturn that brought down Robert Morris. Bingham owned over 1
million acres of land in Pennsylvania, and he had obtained the rights to the
large tracts of lands in Maine that had been held by William Duer and others.
Bingham was saved from financial disaster by Alexander Baring of the Baring Bank.75 Baring supplied over $250,000 to bail out Bingham. Baring then
bought some one-third of Bingham’s land holdings in Maine. Bingham and
Baring would later team up to arrange the Louisiana Purchase through a transaction in which they technically bought the Louisiana territory from France
and resold it to the United States. The Baring house would obtain an even
more prominent position in the United States securities markets when it outbid the firm of Willinck & Van Staphorst, a Dutch firm, for an American issue
of securities.
Alexander Hamilton’s Travails
Alexander Hamilton was another founding father who would suffer from the
speculations that occurred upon the birth of the nation. Hamilton was one of
the first to see the value of the manufacturing concerns that began making
their appearance after the Revolution. He established a “Society for Establishing Useful Manufacturers,” which was incorporated in New Jersey in 1791.
Hamilton sought to raise over $1 million to fund this project—“more than the
total assets of all the joint-stock companies in the United States.”76 A public
prospectus was used to sell shares in this company, and a lottery was conducted to raise capital. William Duer became the society’s “governor.” Predictably, the society’s shares then became a target of speculation. The society
ran into financial difficulty when Duer diverted its funds to support his personal speculations. Hamilton sought to rescue the society by arranging a loan
from the Bank of New York. Hamilton assured the bank from his position as
Secretary that he would return the favor. The society, nevertheless, suffered
badly as a result of the Duer panic.
Hamilton had additional problems. One of our earliest political scandals
involved his relationship with a Dr. James Reynolds, who had been jailed on
a charge of subornation of perjury arising from his stock dealings. Reynolds
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claimed that Hamilton had made $30,000 from William Duer’s speculations.77
A book entitled History of 1796 was later published by James Callender, who
claimed that Hamilton had engaged in questionable stock transactions with
Dr. Reynolds. Sadly, Thomas Jefferson encouraged Callender in his efforts to
embarrass Hamilton, an association that Jefferson would have later cause to
regret. Although Hamilton heatedly denied any improper financial transactions, he readily confessed to having had an affair with Reynolds’s wife, for
which he had paid Reynolds $1,000 in damages. Later politicians would not
be so candid. Hamilton did speculate in securities but seemed not to have
profited from such activities, at least while he served as treasurer. In fact, his
personal bank account was overdrawn. Even so, the attacks foisted on Hamilton
by Thomas Jefferson badly tarnished Hamilton’s reputation. Jefferson claimed
that the Treasury Department under Hamilton had encouraged the speculation by Duer and others that Jefferson viewed to be “a species, of gambling,
destructive of morality & which had introduced its poison into the government itself.”78
Such calumny would set the stage for many later political campaigns that
were based more on personal attacks than substance. The Hamilton episode
with Dr. Reynolds would be cited in connection with the proceedings that led
to the impeachment of President Bill Clinton in 1998. Jefferson’s attack on
Hamilton was certainly beneath such a great figure, and his association with
Callender would shortly come back to haunt him. Callender was arrested for
libelous attacks on George Washington and was tried for violating the Sedition Act of 1798. He was imprisoned, fined, and eventually pardoned by President Thomas Jefferson. Jefferson then refused Callender’s request to be
appointed as a postmaster, and Callender began attacking Jefferson in the
press. He claimed that Jefferson had a slave mistress who had borne several
of Jefferson’s children. That charge lingered on in history and appears to have
been confirmed by DNA testing of Jefferson’s descendants in 1998.79 Callender
died a sordid death, equal to his invective: He fell into a shallow pool of water
and drowned while drunk.
The Market Grows
The Tontine Coffee House was closed for business and stock trading stopped
on the day of Alexander Hamilton’s funeral in 1804. Aaron Burr’s creditors
seized his home in New York after the Hamilton duel. It was bought by John
Jacob Astor and sold for a large profit. Stock borrowing became common
after the Revolution. Robert Morris had been taking stock loans, and William
Bingham was buying government securities on credit in 1790. By then, stock
jobbers in America were engaging in difference trading. In such dealings, the
operators would agree on a date, price, and the type and quantity of stocks
and, on the stipulated date, pay or receive the difference between the market
price and the projected price without any shares actually changing hands.
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This phantom stock, sometimes called “wager” stock,80 was condemned as
gambling. The process of trading stocks in eighths of a dollar began. That
trading unit, rather than decimals, was the result of the division of Spanish
dollars into halves, quarters, and eighths or “bits.” Since the piece of eight
was the standard currency of the United States, it was only natural to trade in
eights of a part of that particular dollar. Despite the inconvenience of trading
stocks in eighths and quarters, that practice went unchallenged in America
until 1997, when efforts were introduced to change to decimal trading.
The speculation attending assumption and the Duer panic had some beneficial effects. Those events laid the groundwork for the creation of a stock
market in the United States. Although some “stock” was being traded in Philadelphia as early as 1754, there was little such activity until assumption. That
event jump-started the market. Philadelphia brokers who speculated in the
“funds” of the United States began meeting on Chestnut Street. Their activities led to the formation of the Philadelphia Stock Exchange in 1790 by ten
merchants who traded bank stocks and government securities. Operated out
of a coffeehouse, this was the first formal stock exchange in America. Securities were sometimes sold at auctions. One such auction was conducted at the
Merchants’ and Exchange Coffee-House in Philadelphia in 1790 for the sale
of “30,000 Dollars in 6 per Cent Stock of the United States” that had been
issued for assumption.81 The Treasurer of the United States was soliciting
proposals for the “Sale of the different Species of the PUBLIC DEBT, which,
if not taken at the Prices offered, shall be returned the next Morning.”82
Speculation in Securities
“Speculators or brokers often advertised in the Boston, Philadelphia, and New
York newspapers their willingness to buy” government securities as assumption progressed.83 Solomon Lyons was advertising in Philadelphia for bank
stock, Pennsylvania and Jersey paper money, bills of exchange, “and all kinds
of Securities of the United States.”84 Isaac Franks, “Stock & Exchange Broker,” offered to buy and sell such securities on commission and to negotiate
“Notes of Hand and Acceptances.”85 Jonas Addoms was offering cash for
final settlement notes, loan office certificates, new loan indents and South
Carolina state notes. W. Poyntell & Co. was offering cash for Continental and
State Certificates.86 Ebeneezer Hazard was seeking “ALL KINDS OF PUBLIC SECURITIES.”87 Mr. Hazard offered to settle claims against the United
States, receive certificates or money for balances due and to purchase United
States government debt. He received and remitted interest due on such securities and dividends declared at banks. Hazard transferred stocks and procured warrants for lands due the officers and soldiers of the army.
Boston was another center for securities trading during assumption. Cash
was being offered in Boston for “Final Settlements, Indents, Excise Orders,
State Notes, No. 1, 2 and 3 Orders, No. 5, Certificates, Specie Orders, New-
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Emission Money &c.”88 In 1803, $3 million in stock of the Boston Bank
Corp. were subscribed. Grant Webster established an “intelligence office” in
Boston that could be used by any member of the public to “receive information where readily to procure any commodity he wants to purchase, or dispose of any article he has for sale.” A small commission was charged for this
service. In addition, “all kinds of Brokerage done at said Office, and Goods
sold on reasonable commissions.”89 Mr. Webster was seeking bills of exchange
on Amsterdam, as well as a boy to apprentice as an apothecary. Nathan Bond
was seeking final settlements and loan office certificates, indents, consolidated notes, impost and excise orders, and new emission of any state and old
Continental money. One individual offered to loan money where there was
“ample security in public paper being pledged for the payment.”90 “Another
trader wanted OLD and New-Emission MONEY, of any of the States.”91
Newspaper quotations for government securities prices were appearing in
the Boston newspapers as early as 1786. International events were followed
in Boston for their effect on stock prices. Regular quotations were being printed
in 1789. A Boston paper noted that a speculative frenzy arose in 1790 when it
appeared that England and Spain would go to war. As the paper reported:
The gambling going forward in the Alley is great beyond conception. On Tuesday
the 3 per cent [British] consuls were at 79. On the opening of yesterday’s market,
the consuls were done at 75, and in the course of the day they fluctuated from that
price to 76—75½—75, and towards the close of the market they fell to 74¼.92

London bills were being quoted in Boston in 1799. Information affecting
securities prices was being exchanged among Boston, Philadelphia, and New
York. Express deliveries were being used for securities transactions in 1791.
One report indicated that some twenty expresses had passed through New
Brunswick from New York to Philadelphia and back, all for the purpose of
carrying on securities transactions. This line of communication permitted
arbitraging and kept securities values in line. These interrelationships did not
prevent the New York market from quickly outstripping the trading being
carried on in Philadelphia and Boston. A speculator in Philadelphia was complaining as early as 1789 that the market there was “thin” because most of the
speculation was attracting traders to New York.93
Trading in New York
Isolated securities transactions were occurring as early as 1725 in New York
at a commodity and slave auction market on Wall Street. John Watts, a New
York merchant, made profits from speculating in English bonds before the
Revolution. As in Boston and Philadelphia, there were no organized markets
to trade securities until assumption. Merchants then began dealing in securities as a sideline to their other business. Coffeehouses were used as a gather-

THE RISE OF THE AMERICAN STOCK MARKET

117

ing place for stock traders. Gambling as well as securities trading took place
in the coffeehouses. In one instance, two brokers bet on whether a French
politician would have his head removed before a certain date. After assumption, auctioneers on Wall Street started holding daily sales of government
“stock.” A “broadside” printed in 1791 announced an agreement by “dealers
in the public funds” that established rules for attendance at auctions and the
method for auctioning off securities by lot. The broadside proclaimed that
there would be a meeting of the dealers in the public funds of the City of New
York at the coffeehouse at which the dealers would agree to conduct their
sales under a set of fourteen rules, which basically sought to keep the trade to
themselves.94 This agreement provided for the settlement of contracts “for
time” or for immediate settlement. Defaulters were to have their names published at the coffeehouse.
The nature and location of these auctions is unclear, but advertisements in
the Diary, a New York newspaper, announced public sales of stocks in rotation at 22 Wall Street in 1792. A “Stock Exchange Office” was formed at that
address for conducting securities auctions. The auctioneers received commissions for the sales. Those auctions were conducted by A.L. Bleecker &
Sons, J. Pintard, M’Evers & Barclay, Cortlandt & Ferrers, and Jay & Sutton.
A schedule of fees was set for the auctions, which occurred three times a
week initially and then later twice daily. M’Evers & Barclay sold almost
$200,000 worth of public securities in July of 1791. The federal government
was another participant in the market. The government was buying bonds in
New York to keep its prices above par. This acted to strengthen securities
trading. Independent agents began dealing in government securities and bank
stocks in New York when trading activity increased during the assumption
fight. By 1791, daily securities quotations were printed in New York by the
Daily Advertiser. Later, the New York Commercial Advertiser carried the first
“complete price list of stocks ever published.”95 They included the New York
Bank, the Bank of America, the Phenix Bank, several bond notes, treasury
notes, the New York Fireman Insurance Company, and a city loan, “old and
deferred.”96
Securities Auctions
Leonard Bleecker and John Pintard formed a partnership that conducted auctions in the Long Room of the Merchants’ Coffee House in 1791 three times
a week at 1:00 P.M. and 7:00 P.M. Between auctions, dealers and brokers would
trade among themselves. Stock trading had become frenzied in New York just
before William Duer’s collapse in 1792. The market then experienced a downturn and the stock auctions came under criticism. One of the auctioneers,
Bleecker, was nearly ruined in the Duer panic. Defenders of the auctions
claimed that they provided better information for investors than private sales
to brokers. Private sales, it was said, often led to the duping of the seller
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because of greater information on the part of the purchaser. Critics responded
that the auctions were being used by speculators to make a profit as prices
increased and then to profit again when they fell later.
In March of 1792, a group of traders announced in the Diary that a meeting
would be held at Corre’s Hotel to establish an alternative to the auctions. That
meeting led to the signing of a rather remarkable agreement under a buttonwood tree on Wall Street on May 17, 1792:
We, the Subscribers, Brokers for the Purchase and Sale of Public Stock, do hereby
solemnly promise and pledge ourselves to each other that we will not buy or sell,
from this day, for any person whatsoever, any kind of public stock at a less rate than
one-quarter per cent commission on the special value, and that we will give preference to each other in our negotiations.97

The Buttonwood Agreement established a system of fixed commissions for
securities transactions that would last until 1975. This agreement was also the
basis for what would become the New York Stock Exchange, but that institution would not become a formal market until after the War of 1812. In the
meantime, the traders signing the Buttonwood Agreement operated out of the
Tontine Coffee House, which was founded in 1794 by a group of over 200
merchants and brokers who bought shares in the coffeehouse for $200. Each
individual placed his investment in the name of another person, usually a son
or daughter. Ownership of the coffeehouse was to be given to the last seven
survivors, who took possession in 1876. The Tontine Coffee House was where
all the bargains were being made.
Government Reaction to Speculation
The Duer panic of 1792 resulted in much criticism of speculators. Complaints
were being made that traders were spreading false rumors and fictitious stories in order to induce sales at unfair prices. A speculative ploy was to subscribe to a new issue of stock and make the first installment payment, which
was often only a small percentage of the total price of the security. If prices
increased, the speculator would sell the stock. If the prices fell, the purchaser
would refuse to make subsequent payments and simply forfeit the down payment. Such activity occurred in the Manhattan Company in 1799 and in the
Eagle Insurance Company in 1806. On April 10, 1792, in response to William
Duer’s failure, the New York Assembly passed a bill that was designed to
“prevent the pernicious Practice of Stock Jobbing, and for regulating Sales at
Public Auction.”98 It required auctioneers of securities to be appointed, and
the number was limited to twenty-four. Much of the dealing in United States
securities was for future delivery under time contracts that were due in subsequent months at varying prices. The New York legislation sought to stop such
practices by declaring time bargains to be null and void. Actual transfer of the
stock being sold was required, and wagers on stocks were prohibited. A bill
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was introduced in Pennsylvania that would have forbidden stock dealings in
futures and stock jobbing.99
These first efforts at government regulation were not effective. Although
he was himself lost in the maelstrom of speculation, Robert Morris’s views
exemplified the enlightened approach to speculation that forestalled government regulation for over a century:
[i]t is much beneath the dignity of Government to intermeddle in such considerations; . . . that speculators always do least mischief where they are left most
at liberty . . . that it is not in human prudence to counteract their operations by
laws, whereas when left alone they invariably counteract each other; and . . .
even if it were possible to prevent speculation, it is precisely the thing which
ought not to be prevented, because he who wants money to commence, pursue
or extend his business is more benefitted by selling stock of any kind (even at
considerable discount) than he could be by the rise of it at a future period.
Every man being able to judge better of business and situation than the Government can for him.100

Speculation Continues Despite Concerns
The Duer panic was one of several panics and recessions in the United States.
Another financial crisis occurred in the spring of 1796. Recessions occurred
in 1802 and 1807. They did not stop the growth of finance and speculation.
The Million Bank of New York, the Tammany Bank, and the Tammanial Tontine Association issued stock in 1792 that became a subject of trading. In
October of 1792, a $180,000 capital offering was oversubscribed by three
times within the space of an hour. Other enterprises were quickly snapped up,
including the Boston Tontine Association, the Susquehanna and Schuylkill
Navigation Project, and the West Boston Bridge Company, and a “bancomania”
was occurring in New York and elsewhere. A flotation of stock for the West
Boston Bridge Company was filled in three hours, a Massachusetts bank
doubled its capital, and many other new banks were formed. Shares in the
Lancaster Turnpike Company were sold by lottery after the issue was oversubscribed. Investments were available in increasingly varied forms. Government bonds were issued in 1792 as “deferred” stock in which the purchaser
would pay a specified number of dollars for stock of the United States to be
subsequently issued at a rate set in shillings and pounds. This appears to be an
early form of the modern “when issued” security.
The Lotteries
Lotteries were another popular form of “investment.” Congress itself had
sponsored a lottery. States, churches, schools, and business organizations found
lotteries a common, convenient way to raise funds, a practice that dated back
to at least 1655 in New Amsterdam (now New York). Benjamin Franklin
organized a lottery to buy cannons to defend against the French and Indians.

120

A NATION IS BORN

After the Revolution, the states allowed turnpike, canal, and bridge corporations to raise funds through lotteries. Brokers and lottery contractors were
frequently used to sell the lottery tickets. Counterfeiting of lottery tickets
became a problem that had to be met by severe punishments. North Carolina
initially made such transgressions punishable by death. In 1779, the Tarheels
reduced the penalty to lashing, pillorying, having an ear cut off, being branded
on the cheek, imprisonment, and forfeiture of one-half of the violator’s possessions. “Finally, in 1784, perhaps in a spirit of charity, the death penalty
was restored.”101 Options and a form of futures contract were being sold on
lottery tickets.
The sellers of lottery tickets often branched off into investment banking. S. & M. Allen had opened offices across the United States through which
it sold lottery tickets. This firm conducted banking transactions and bought
and sold bank shares as a sideline. Later, when opposition to the lotteries
became widespread, the firm began concentrating on buying and selling bills
of exchange and stocks.102 Jacob I. Cohen, Jr. & Brothers established a private bank in Baltimore after starting as a lottery ticket seller. John Thompson
was another seller of lottery tickets. He later formed a brokerage firm, published the Thompson Note Detector, and was a founder of the Chase National
Bank. Other investment banks had similar beginnings, including E.W. Clark
& Co. of Philadelphia, which would be the genesis of Jay Cooke & Co., a
leading investment banking firm during the Civil War. Not all of the lottery
ticket sellers became investment bankers. P.T. Barnum was one lottery ticket
seller who pursued other endeavors. Barnum did rather well for himself, leaving a fortune of $4.1 million when he died.
Securities Trading Expands
The number of public securities being quoted in the New York market between 1792 and 1815 increased from five to twenty-three issues. By 1796, the
New York Prices Current quoted commodity prices and stocks of the United
States Bank, as well as government bonds, on a weekly basis. This publication additionally reported on discounts on bills of exchange on London and
Amsterdam. In 1798, the following stocks were traded in Boston: Union Bank,
the United States Bank, the Massachusetts Bank and Insurance stocks, United
States six percents, six percent deferred and United States three percents,
Massachusetts five percents, and a United States eight percent loan. “Dealers
in negotiable paper” were operating in Georgetown in the District of Columbia in 1793.103 Promissory notes were the subject of trade by dealers. Note
brokers were operating in New York. G.W. Cornwell was dealing in “Negotiable Paper, Stock, Bills of Exchange, &c.”104 P.C. Waterbury announced in
1801 that he was commencing the business of “insurance broker” in New
York. He was additionally dealing in “Stock of the United States, Bank and
Insurance Stock, Bills of Exchange, &c.”105 The New York Evening Post re-
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ported sales in the stocks of three insurance companies—the New York Insurance Company, the Columbian, and the United—in November of 1801.
Nathaniel Prime became involved in the New York securities markets in
1796. He initially engaged in “note shaving”—that is, the purchase of notes
of banks at a discount, for notes redeemable only at their place of issue.
Prime later began dealing in stocks. He became a market maker in the
stock of the Manhattan Company, providing a bid and an ask price for
those stocks. By 1802, Nathaniel Prime was publishing weekly quotes for
ten securities. Prime became a loan contractor or underwriter. In this activity, he would purchase bond issues issued or guaranteed by state governments and then resell those securities, often to London investors. Prime
used Baring Brothers and the Rothschilds for these sales. Prime later
formed the firm of Prime, Ward & King.
The War of 1812
Interest in securities trading grew after the outbreak of the War of 1812.
The government decided to fund that war by borrowing, rather than through
taxes, which created more “stock” to trade. That precedent had been set
by the Revolution and would be followed in future wars. The issuance of
the large amounts of government securities needed to fund the War of
1812 resulted in much speculation. An immediate problem arose when
the government failed to finance its borrowings by increased taxes. An
income tax was considered as a means to obtain revenue to fight the War
of 1812, but was not enacted into law. The first national use of the income
tax would have to await the Civil War. Other countries were not so slow
in tapping that revenue stream. An income tax had been used by England
at the behest of William Pitt in 1789 to finance the war with France. Another English income tax was adopted in 1806, and the British government used an income tax to finance the Napoleonic Wars in 1810. The
British dropped their income tax after 1817, but it became a permanent
part of British finance beginning in 1842.
On June 30, 1812, Congress authorized the issuance of $5 million of
one-year Treasury notes that paid 5.4 percent interest. That issue was followed by others, as well as longer-term bonds. These instruments quickly
became the subject of trading. “There were endless fluctuations, and the
easy-going capitalists of the time managed to gain or lose handsome fortunes.”106 It was often a bear market. The “stock” of the United States
usually sold at a large discount during the War of 1812, at less than half
of par value. Government bond prices were depressed by setbacks in the
war, including the capture of Washington, D.C. Two speculators, Isaac
Bronson and Jacob Barker, were taking advantage of those reverses to
further drive down prices. The United States Treasury nearly broke down
during the War of 1812. The government had turned to the private banks
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for assistance, but the New England banks refused to lend their support.
The federal government then began borrowing from banks in the Middle
Atlantic, southern, and western areas of the country. Those banks were a
weak reed upon which to lean. Within two years after the war broke out,
every bank in the midwestern and southern states suspended specie payments. This meant they were unable to redeem the notes they had issued
or even to return deposits made in specie. There was precedent for that
action. The Bank of England had suspended specie payments in 1797 and
did not resume payments until 1820.107
The United States was left largely to rely on its own note issues to fund
the War of 1812. The $5 million issue of one-year Treasury notes that was
authorized in 1812 was to be sold in denominations of not less than $100
and was to pay 5.4 percent. When these notes could not be redeemed at
the end of the year, they were refunded with a new issue. A third issue of
Treasury notes was made in 1814 for $10 million. It was sold in denominations as low as $20, which allowed the notes to be used as a circulating
currency. Congress authorized an $11 million war loan in 1812. The loan
was subscribed to principally by banks, but only $8 million dollars was
sold. The banks did provide an additional $2 million in temporary loans.
Another war loan was offered by the Treasury for $16 million in 1813
and additional $7.5 million borrowing was authorized in August of 1813.
A $25 million loan was authorized in the following year. The government
agreed with the purchasers of the first tranche of that loan that, if the discount
increased on future bond issues, they would have their purchase price reduced. The first tranche went at a 12 percent discount, and the second tranche
went at 20 percent, which meant that the first tranche had to be adjusted.
“It has been estimated that of $80 million borrowed between 1812 and
1816, the government actually received only $34 million in specie
value.” 108 In one notable instance, the Secretary of the Treasury, Albert
Gallatin, was able to sell only $6 million of the $16 million issue of “government stock” authorized to be issued in 1813. Gallatin then turned to
David Parish, who was representing Baring, Stephen Girard, and John
Jacob Astor, who agreed to buy the remaining $10 million at a sharp discount. In return, Girard and Astor demanded the creation of a new national bank to replace the Bank of the United States, which had lost its
charter. Girard and Astor thought that the bonds they were buying at a
discount of 12 percent could be exchanged at par for stock in such a new
national bank, giving them control of that national institution for a very
cheap price. Such control would be a virtual license to print money, but
they were unable to fulfill their dream of controlling such a bank. Girard
and his fellow speculators, nevertheless, made a profit of about $4 million when they resold the bonds. Others were not so lucky. The value of
those bonds rose to 93 in 1814, but fell to 69 in October of 1814 and had
only risen to 75 by February of 1815.
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Post-War Problems
Although the federal government managed to muddle through the War of
1812, it continued to encounter difficulties in obtaining financing after the
war. The Secretary of the Treasury sought to conduct an auction for $5 million in notes in 1816. The offers ranged from a shocking 12 percent to 36
percent of par. Bank stocks became a popular investment, as the number of
banks began to expand. Over 120 new state banks were chartered between
1811 and 1813. Another 80 banks were in operation by 1816. This increased
the supply of stocks that could be traded. Commodity trading was a growing
business. After the conclusion of the War of 1812, large numbers of British
ships arrived in America to sell their goods at auction. In one week, those
sales exceeded $460,000. Some of the auctions were conducted on credit.
The NYSE Is Formed
The securities markets became more formalized in New York after the War of
1812. A group of brokers, descendants of those who had signed the Buttonwood Agreement, agreed to send a delegation to Philadelphia in 1817 to examine the constitution adopted by the Philadelphia Stock Exchange. That
document was then used as a model for the formation of the New York Stock
and Exchange Board (NYSE), which consisted of seven brokerage firms and
thirteen individual brokers. The rules of the NYSE set minimum rates of commission, which varied from 0.25 percent for bank shares to 0.50 percent for
cash and promissory notes and acceptances payable in New York. The NYSE
resolved that it would be injurious to its business to transact business with
brokers who were not members of the institution without being paid a full
commission. Sales made on the NYSE were to be settled on the next day
succeeding the sale for “regular way” transactions, but many transactions
provided for delayed payment for periods as long as six to twelve months.
The bylaws provided that time bargains were to be at a rate equal to 7 percent
unless otherwise agreed. Delayed payments reduced the amount of capital
that was required for brokers. Later, the time on deferred payment was limited to sixty days, but this requirement was often breached. The names of the
principals engaging in time bargains had to be given up by one o’clock, and
the opposite party had until five o’clock the same day to determine whether
that name was satisfactory. If not, the bargain was void.
The initiation fee for joining the NYSE was $25. The exchange had regular
hours. Trading began at 11:30 A.M. Transactions was conducted by “rotation,”
a process in which the president of the NYSE would call out the stocks and
accept bids and offers. In 1817, the NYSE resolved that trading would be
conducted in one-eighth increments. Three years later, the NYSE restricted
offers to no less than 0.25 percent unless the sums were over $1,000. Members leaving the trading room while stocks were being called were to be fined
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twenty-five cents unless they had permission from the president. Assigned
chairs were given to members while stocks were being called. This practice gave rise to the concept of a “seat” on the exchange. The NYSE prohibited its members from informing nonmembers of bid and ask prices on
the exchange. Shortly after the NYSE was founded, a fictitious sale of the
stock of the Manufacturing Bank was made in order to establish a false
price: Fifty shares of Manufacturing Bank stock were sold by John G.
Warren to William G. Bucknor. The NYSE required the sale to be expunged from its records. The exchange’s constitution was revised in 1820
to prohibit such “fictitious” transactions.
The NYSE began trading some thirty stocks and bonds. Its members
sold foreign currency and engaged in “exchange” transactions in money
instruments, as well as stocks.109 This was why it was called the New
York Stock and Exchange Board. This is also the reason that stock “exchanges” are referred to as such—that is, the exchange is a reference to
the money exchange part of the brokerage business. The NYSE was a
peripatetic institution. It first rented rooms at 40 Wall Street, but moved
its offices several times. At one point, it was meeting in the offices of
Samuel J. Beebee, then in a room at the back of Leonard Bleecker’s office. In 1817, the NYSE used the front room of the second story in George
Vaupell’s house on 40 Wall Street. Mr. Vaupell was paid an annual rent of
$200. In 1819, the NYSE moved to Washington Hall at Broadway and
Reade Street because of a yellow fever epidemic. It moved to the Merchants’ Exchange Building in 1827. 110
Insider Trading
Speculative abuses in securities trading was becoming a continual problem. In February of 1814, an individual came to England claiming that
Napoleon had died and that Paris had fallen. He profited when the stock
market jumped on the basis of this news. In addition to his theories on
comparative advantage, the economist David Ricardo is credited with
promulgating in 1817 the rule that speculators should cut their losses and
let profits run. In that year, a ship arrived in New York with news from
London that caused a sharp rise in stocks. A stagecoach was sent to Philadelphia with this news. Included among its passengers were three speculators from New York. The coach broke down, and these three gentleman
hired their own coach to Philadelphia, where they bought all the stock
they could. When the mail arrived, stock prices immediately jumped in
value. It was claimed that the New York speculators had paid the stagecoach driver to delay the mail.
The Supreme Court held that advance information on the signing of
the Treaty of Ghent could be used to profit in a commercial transaction
involving tobacco.111 Chief Justice John Marshall concluded that a pur-
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chaser need not disclose such information. In contrast, the English courts
ruled in 1814 that the individuals who had sold their stock holdings at a
large profit after false rumors were circulated that Napoleon had died had
acted improperly. The Court stated that the public had a right to a free
market.112 Other problems existed in England that would find their way
to America. One speculator with a criminal bent, Gregor MacGregor, was
able to sell a large sum of bonds in 1822 that were issued by the nonexistent
kingdom of “Poyais” in Central America. He had to flee England when his
fraud was discovered. One of the Poyais loans was listed on the London Stock
Exchange. Colonists were even sent out to this nonexistent country.
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4 The Bank of the United States

The Bank of the United States was the premier bank in America at the beginning of the nineteenth century. Despite the fears expressed by Alexander
Hamilton that a failure of one branch would endanger the whole bank, the
bank opened branch offices in Boston, Charleston, New York, Savannah,
Washington, New Orleans, and other cities. The bank’s eight branches
“stretched from New Hampshire to Georgia.”113 As a whole, the bank “was
conservatively managed, and did not issue its notes excessively, nor in denominations below ten dollars.”114 The bank was, in short, a successful, sound,
and responsible institution that was doing much to place American finance on
a sound footing. Within five years after the first Bank of the United States
began operations, “the United States had the highest credit rating in the world
and a reliable money supply was fueling prosperity from Boston to Savannah.”115 Ironically, the bank’s success would spell its doom because it was a
threat to the state banks that were appearing in ever increasing numbers.
Additional criticism was directed against the bank’s large number of foreign stockholders. Some 16,000 of the bank’s 25,000 shares were held by
foreigners.116
Opponents of the bank included, among others, Thomas Jefferson and Henry
Clay. Jefferson had opposed the bank from its inception and remained suspicious of its role in the nation’s finance. Henry Clay viewed the Bank of the
United States as in competition with the state banks, for which he saw himself as champion and protector, at least for the moment. Clay had been a
director of the Bank of Kentucky, and he was a stockholder and advocate for
the Kentucky Insurance Company, which operated as a bank and was itself
considered a “monster” by Felix Grundy, a leader in the Kentucky legislature.117 In the event, the renewal of the charter of the Bank of the United
States “became the issue of an intra-party fight. For three years the bank was
the target of every possible derogatory charge, of every species of vituperation.”118 Opposition to the bank eventually gained the upper hand, and Congress refused to renew its charter in 1811. The vote was a close one. The
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House approved the charter by a single vote. After the Senate split evenly on
the issue, Vice President George Clinton cast the deciding vote against rechartering the bank.
The bank was able to continue operations as the Bank of the United States
of Pennsylvania. It sought a charter in Pennsylvania, but that set off another
political struggle, and the legislature twice refused it a charter. The bank then
turned to New York, where another fight began, but eventually it was chartered there as the Bank of America. That bank had capital of $35 million and
continued to be a leading institution. Nevertheless, the loss of its congressional charter resulted in the withdrawal of more than $7 million of
foreign capital. Another $15 million had to be paid to note holders. The
demise of the Bank of the United States diminished the government’s
access to specie and removed a source of currency for payment of government obligations.119 Stephen Girard in Philadelphia took advantage of
those troubles by hiring the head cashier of the old Bank of the United
States and acquiring many of its accounts. Girard purchased the old headquarters of the Bank of the United States in Philadelphia, and he bought
other assets of the Bank of the United States in liquidation.
State Banks Jump Into the Void
The expiration of the bank’s congressional charter created a vacuum that was
soon filled by the state banks. “State banks, many of which could only be
described as ‘wildcat’ in their operation, had rushed in to take advantage of
this financial opportunity.”120 Over 120 new state banks were chartered between 1811 and 1813. These banks operated as joint-stock companies under
charters granted by the state legislatures.121 Bank stocks were often subscribed
to and paid for in installments. Frequently, the later installments were met by
pledging the stock already issued after the payment of the first installment. In other words, the shareholders were borrowing from the bank to
pay for their stock. Competition among the state banks was often fierce
and sometimes ruthless. The Bank of New York held a monopoly on banking in that state for some ten years. Aaron Burr claimed that the Bank of
New York discriminated in favor of federalists, and he was determined to
break its monopoly through an enterprise called the Manhattan Company.
Burr could not overcome the Bank of New York’s support in the legislature
directly, so he resorted to a ruse. Burr presented the Manhattan Company to
the legislature as a means to provide fresh water to stop a yellow fever outbreak in New York. An obscure provision in the charter allowed the company
to use its excess capital to engage “in the purchase of public or other stocks,
or in any money transactions or operations not inconsistent with the laws and
the constitution of the State of New York.”122 Using that authority, the Manhattan Company quickly opened an “office of discount and deposit” and was
soon operating as a bank.
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The Manhattan Company was a success. It would merge with the Chase
National Bank some 150 years later, becoming the Chase Manhattan Bank.
The Manhattan Company actually did lay some twenty miles of wooden pipe
and supplied water to New York City until 1840. The Manhattan Company
maintained a “water committee” into the twentieth century that reported on
water supply applications. That thin disguise did not shield Burr’s scheming
from criticism. The circumstances under which the charter was granted to
Burr’s bank led to a great deal of political controversy and did much to blacken
his name. The grant of the charter led to ill will between Burr and Alexander
Hamilton. That strife increased when Hamilton helped to organize the Merchants Bank in New York in 1803 as a competitor to Burr’s Manhattan Company. The Manhattan Company then found itself trying, unsuccessfully, to
block the granting of the Merchants Bank’s charter. Burr and Hamilton eventually found themselves embroiled in other controversies that led to their fateful
duel in 1804. Their pistols were still being kept at the Chase Manhattan Bank
150 years later. Burr went on to other ignominies. Before his famous trial for
treason, Burr helped transform an Indiana canal company into a bank in 1805,
a replay of what he had done for the Manhattan Company earlier.
Between 1801 and 1811, the number of state banks increased from 30 to
88. New York alone had nineteen banks operating in its environs by 1812.
They included the Bank of America and the Phenix Bank. The City Bank of
New York was formed in 1812 by Samuel Osgood and others after the Bank
of the United States lost its charter. Osgood had served in the Revolutionary War
as a colonel and helped Aaron Burr found the Manhattan Company. The majority
of the shareholders of the City Bank had been shareholders in the Bank of the
United States. They were allowed to exchange their shares in the Bank of the
United States for shares of the new City Bank of New York. Thus City Bank
has some claim to being a direct successor of the Bank of the United States.123
The City Bank would eventually become Citibank. City Bank subscribed to
$500,000 of a government war loan in 1813, and it subscribed to another
$500,000 of a second bond issued by the Treasury in May of 1814. City Bank
nearly failed in 1814, however, as the result of loans to directors and other
favored customers that were not being repaid. One individual who obtained a
great deal of preferred credit was William Irving, the brother of Washington
Irving. The bank then adopted a rule that no borrower could be loaned more
than $20,000. The rule was often breached.
Banking Operations
The early banks in America employed fairly sophisticated accounting standards. They prepared balance sheets that contained a capital account and identified liabilities and assets. The capital account included paid-in capital, surplus,
contingent funds, undivided profits, discounts, interest, premiums, exchange,
and unpaid dividends. The liabilities of these fledgling banks included notes
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in circulation, deposits, and balances due. Specie reserves, loans, and investments constituted bank assets, as did balances of deposits with other banks
and notes of other banks. One difficulty encountered in preparing financial
reports was the currency in which records were to be kept. Money was valued
in British pounds in America long after the Revolution. The dollar gained
acceptance only gradually, as evidenced by a North Carolina statute that was
deemed necessary in 1809 to authorize records to be kept in dollars and cents.
Checks were still in their infancy. The first printed checks appeared
around 1762 in England. They were the invention of Lawrence Childs.
Checks seemed to have their start in America in 1681 with the creation of
“the Fund at Boston in New England.” This arrangement was designed to
meet the shortage of currency by allowing businessmen to mortgage their
land and personal effects to this fund. This provided them credit, and
they could draw drafts against that credit. The banks in America after the
Revolution used checks or drafts to transfer proceeds of loans. William
Duer, the Assistant Secretary of the Treasury, was exchanging “checks”
with Henry Knox in 1791 for such purposes. Robert Glass of Virginia
referred to “printed checks” in 1792. Checks became more popular after
the creation of the Bank of the United States.
The state banks that appeared after the Revolution focused their attention
on issuing notes or “bills,” as they were often called. The state banks issued
these bills instead of specie when they made loans. This allowed the banks
literally to print money through the issuance of notes that were simply a promise
to pay specie at some future time. Even on so shaky a premise, the bank bills
soon began circulating as a substitute for a still nonexistent national currency.
Twenty-eight private banks in the United States in 1800 were issuing bills.
That number increased to over 200 by 1815. These banknotes were nicely
printed and incorporated color fibers to make counterfeiting more difficult.
Many of the bank bills were issued in small denominations and were passed
from hand to hand as if they were coins. Banks in Massachusetts were issuing
banknotes for as little as twenty-five cents. Fractional banknotes in other states
were issued in amounts as small as five cents. Adam Smith had already noted
the danger of these small notes. He stated that a person with no credit could
issue these small bills, which would be accepted without question. He noted
that if the same person issued larger notes, no one would accept them.
Initially competing with the banknotes were private promissory notes given
by individuals. The North Carolina assembly made promissory notes negotiable in 1762, which meant they could circulate as currency. That practice
was extended to other colonies and adopted by the states. To enhance their
value, promissory notes were often endorsed by individuals deemed to be
reliable in the general community. Frequently, lawyers were called upon to
fulfill this role, which sometimes led to difficulties where the issuers of the
notes defaulted and the lawyers were left to cover the debt. Promissory notes
were gradually supplanted by bank bills, which had become the principal
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source of the nation’s currency by the time of the War of 1812. This was no
accident. Bank bills had to supply a currency because specie reserves in
America were inadequate for the country’s needs.
Currency Exchange
Alexander Baring was speculating in foreign exchange in 1805. He imported
$500,000 silver dollars into the United States from Jamaica “to great advantage.”124 Speculation led President Jefferson to suspend the minting of silver
dollars in 1806. They had become a target for arbitrageurs who were exchanging those coins in the West Indies for Spanish and Mexican pieces that were
then recoined for a profit. The exportation of specie from the United States
was prohibited from 1807 to 1808. Gold began to disappear in the United
States once again around 1810, and there was little in circulation for several
years. This shortage was the result of a belief that gold was more valuable
than silver and could draw higher rates elsewhere. The export of gold was
again prohibited in 1812. Although the War of 1812 was then posing serious
demands on the nation’s specie reserves, economics transcended patriotism.
Gold was taken to Canada during the war and exchanged for British government bills at premium prices.
The continued issuance of bank bills, “in denominations ‘from onesixteenth part of a dollar upward,’ certainly did not aid in increasing the quantity
of precious metals in the country.”125 The bank bills often depreciated in value
very quickly. In 1809, bank bills in New England were being sold at discounts
that ranged from 3 to 50 percent. “For most of these par was offered in exchange for rum, lottery-tickets, and other like delicacies of the day.”126 The
banks in New England did not suspend specie payments during the War of
1812, and bills issued by these banks maintained their value. A 2 percent
penalty per month assessed against the New England banks for nonpayment
of notes helped maintain confidence. This showing of regional strength did
not offset the depreciation in other areas of the country. Bank bills continued
to be circulated that often traded at a discount and did not have any fixed
ratio of value to each other or to specie. By the War of 1812, banknote
tables were being printed in newspapers showing the discounts on notes
issued by banks. The Secretary of the Treasury tried to have the banks
agree on a uniform currency in 1814, but that effort was unsuccessful.
The banks were happy with their ability to print money and did not want
the restraint that uniformity would bring. A market for their product existed because of the specie shortage persisting in the country.127 Americans had by then accepted banknotes as a currency even though there was
no real expectation that the notes would be redeemed in specie. One author noted that, while bank bills promised redemption in specie, there
was not a single case brought in Philadelphia against the banks when they
suspended specie payments during the War of 1812.128
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Clearinghouses
Still another gap uncovered by the war was the lack of a means to move funds
from one state to another. The banks sometimes issued “post notes” that were
payable at a future date and were used to transmit funds to distant locations.
Such notes were only partially effective because there was no clearinghouse
system to settle transfers among banks or checks drawn on depositor accounts.
The clearinghouse concept appears to be an English invention that would be
introduced only later in America. Handwritten checks and drafts were circulating in England that were presented and exchanged among the banks by
messengers. Legend has it that two of these messengers met by accident in a
London coffeehouse and exchanged their checks. This avoided the necessity
of each of them traveling to the opposite’s bank. Soon other messengers were
meeting as a group to accomplish this task. This was the forerunner of the
modern bank clearinghouses.
Banking Problems Grow
Bank failures were beginning to surface as another threat to the financial
system in America. The first bank to fail in the United States was the Bank of
Gloucester in Rhode Island in 1809. That institution was incorporated with
virtually no assets, but quickly issued over $750,000 in bills. One bank in
Massachusetts had only $40 in specie; another bank had none. Many banks
failed in the southern and middle states. When the British captured Washington, they found that the banks there were empty of specie. By 1815, Kentucky
had incorporated some forty new banks, most of which failed. Several state
banks in which funds of the United States Treasury were deposited after the
war failed. The losses to the United States from those failures exceeded $1
million. Forgery of bank bills was another problem. In 1794, Simon Baxter
was required to sit for an hour in the gallows with a rope around his neck for
uttering counterfeit bills. Earlier, in 1784, John Lillie was convicted of counterfeiting. He was given thirty-nine lashes, one of his ears was cut off, and he
was sent to prison for nine months. Maryland made it a felony to forge or
counterfeit any note of any bank in 1797, and forging of checks and orders
was made an offense. Maryland made it punishable by death to commit a
forgery on a bank in 1806. This penalty was reduced in 1809.
Savings Banks and Other Intermediaries
With all these problems, banking continued to expand. There was, after all,
little choice as the scarcity of money continued. The suspension of specie
payments put more reliance on the use of local banknotes as the principal
currency. The Treasury was even forced to accept tax payments in bank bills.
A new creature appeared. Jeremy Bentham had published a proposal in 1797
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for the creation of savings banks owned by small depositors that would allow
them to accumulate savings. Depositors had to present passbooks when making deposits and withdrawals in the early savings banks.129 The Provident
Institution for Savings in Boston, chartered in 1816, was apparently the first
savings bank to receive a legal charter for its operations. It was founded by
James Savage. The Philadelphia Savings Fund Society was operating in 1816.
It was modeled after an English savings bank. The Bank for Savings in the
City of New York was chartered in 1819. It was founded by Thomas Eddy,
and John Pintard was among the organizers. It opened an office on Chambers
Street in Boston in 1819. A savings bank was incorporated in Hartford, Connecticut, in 1819, but the number of those institutions would grow only slowly.
Another financial intermediary that sometimes fulfilled the role of a bank
was the “factor.” Cotton had become a major force in the American economy
by 1815. After the cotton crop was harvested and ginned, a receipt was given
to the grower by the gin. The first paper currency in Mississippi were cotton
receipts issued by the cotton gins. Those receipts were often taken to a factor
or commission merchant who would sell the crop. The factor would supply
goods on credit to the farmer. The factors and commission merchants usually
charged 2.5 percent of gross receipts on the sale of cotton. The savings banks
and factors could not keep pace with the vast number of joint-stock banks that
were chartered by the states after the War of 1812. State banknote issues
expanded from $28 million in 1811 to over $100 million in 1815. “Paper
issues expanded without limit.”130
Currency Problems
The suspension of specie payments in 1814 caused a renewal of small notes
in amounts as little as twenty-five cents by banks and as little as five cents by
corporations and others who were issuing notes. In 1815, banknotes in amounts
of five cents, 6.25 cents, and similar small amounts were being issued. Not
surprisingly, banknotes began depreciating with the suspension of specie payments and their accelerated growth. The amount of the depreciation varied
according to the locale. This encouraged the growth of the note “shavers,”
who had been operating since at least 1800. They purchased out-of-town
banknotes at a discount and were soon heavily criticized for their opportunism. By 1817, Niles’ Register was quoting banknotes and the amount of the discount at which they were trading. It noted the disparity in discounts among the
various banks, institutions, and regions of the country. The complexity of this
currency for the ordinary consumer was astonishing. A letter written in 1818
describes the difficulty of purchasing a pair of gloves in Washington, D.C.:
The price was half a dollar per pair. I presented a Philadelphia one dollar note. It
could not be taken without a discount of 2½ per cent. I then tendered a Baltimore
bank [note], of the same amount. This being one hundred miles nearer was accepted.
The store-keeper had no silver change; to remedy which he took a pair of scissors
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and divided the note between us! I enquired if the half would pass, and being
answered in the affirmative, took it without hesitation, knowing the want of
specie throughout the country, and being previously familiarized with Spanish
dollars cut into every variety of size. I now find that demi-notes are common
circulating medium.131

Bank Regulation
The states had begun to make some rudimentary efforts to regulate banking.
Massachusetts passed a law in 1803 requiring banks to make semiannual reports on their financial condition. Much criticism was directed at “shinplasters”
(i.e., notes in small denominations), which were being issued without limits.
North Carolina prohibited the circulation of bills for less than ten shillings in
1809. A fine of five pounds was imposed. Other states took similar action.
New York and other states sought to limit the minimum value of banknotes to
ten dollars. Pennsylvania passed a statute in 1814 that prohibited its banks
from issuing notes of less than five dollars in denomination. The Pennsylvania legislature divided the state into twenty-seven banking districts and limited the number of banks in each district. Banks were prohibited from issuing
bills of more than double the amount of their capital. Pennsylvania banks
were prohibited from investing in common stock, except bank stocks, and
were barred from dealing in anything except bills of exchange, gold or silver
bullion, and government securities.
Other states sought to strengthen their charter requirements. North Carolina was prohibiting “due bills” by 1816. These were small promissory notes
issued by individuals or companies operating without a bank charter. A fine
of 10 pounds was imposed on anyone passing or receiving a due bill. In addition, anyone passing or receiving a check for less than one dollar on any bank
was subject to fine. The North Carolina legislature repealed the charter of the
Bertie Manufacturing Company in 1816 insofar as it might previously have
authorized that company to issue “any ticket, order, check, bill or promissory
note” for circulation. Similar action was taken against the Fayetteville School
Association. The Virginia legislature prohibited unchartered banks from operating within its borders in 1816. There were several such entities, and the
legislature had to extend the time in which they could withdraw their circulation. The unchartered banks included the Bank of Martinsburg, the Warrenton
Company, and the Bank of Winchester.
The difficulties encountered during the War of 1812 resulted in a call by
President Madison for a uniform national currency and the creation of a new
national bank. The currency issue would not be solved for many years, but a
second Bank of the United States would become a reality. The creation of that
bank was not universally popular. Such a bank would pose a serious threat to
the state banks, which had grown from about six in 1791 to 246 by 1816.
Additional opposition to a national bank came from speculators and currency
exchangers. Their business was estimated to be valued at $60 million a year.
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These speculators were profiting from the depreciated money in circulation.
They did not want a national bank to stabilize the value of banknotes and
other currency. Stability would ruin their business. Nevertheless, an offsetting threat was that a panic or recession could cause even greater damage. A
financial crisis in 1815 underscored that possibility.
A New National Bank
Legislation was introduced to establish a new national bank. It was defeated
by a tie vote. Another bill was then proposed to provide for a specie-paying
bank, and it was passed in 1815, but that act was vetoed by President Madison. Nevertheless, the president signed legislation in the following year that
chartered a second Bank of the United States (the “Second Bank”) for a period of twenty years. The legislation that created the Second Bank vested its
management in a board of twenty-five directors, five of whom were to be
appointed by the president with the advice and consent of the Senate. No
more than three directors could be residents of any one state. Twenty were to
be elected by the shareholders. The charter of the Second Bank contained
provisions for the eligibility of directors, quorum requirements, calling of
meetings of shareholders, and declaring dividends, as well as other requirements common to the modern corporation. The Second Bank was prohibited
from issuing notes in amounts less than five dollars. It was subjected to treble
damages if loans were made to the United States or to individual states in
excess of specified amounts.
The Second Bank was to be the custodian of public funds for the Treasury.
It was authorized to keep public deposits without interest. The bank’s notes
were to be acceptable for payments due the United States, but the bank was
required to transact the federal government’s financial business free of charge.
The bank was required to pay the Treasury $1.5 million over a four-year period. Like its predecessor, the Second Bank was subject to examinations by
the government. The Secretary of the Treasury could demand financial statements from the bank on a weekly basis. Shareholders in the Second Bank
were to receive accounting statements of the bank each three years. The Second Bank was capitalized at $35 million. Twenty percent of the stock was to
be held by the government. Foreign stockholders in the Second Bank were
not permitted to vote, and no shareholder was allowed to have more than
thirty votes. This latter restriction kept control out of the hands of John Jacob
Astor and Stephen Girard, who, as a part of their financing of the War of
1812, had sought the creation of a national bank. Nevertheless, some speculators simply evaded the thirty-vote limitation through nominee holdings. About
40,000 shares of the bank’s stock were subscribed to in the names of several
thousand persons in Baltimore, but the shares were actually controlled by
about fifteen individuals. In Philadelphia, some 3,500 individuals subscribed
to about 80,000 shares, but they too appeared to be largely nominees. “The
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consequences of these tactics was that a clique of Philadelphia and Baltimore
stock-jobbers controlled the bank as soon as it was organized.”132 This
“little band of gamblers” directed the bank’s activities so as to manipulate the price of the stock. They were assisted by bank officials who were
“jobbing in its shares.”133 The bank’s officers in the Baltimore branch were
allowing the bank’s stock to be purchased by insiders on 100 percent margin—that is, the stock could be purchased by borrowing the entire purchase
price from the bank using the stock being sold as the only collateral. The
subscriber could then sell the stock when it went above the purchase price
and make a nice profit, with little or no capital investment. Less favored
purchasers of the bank’s stock were given loans at 75 percent of par value,
still a nice bit of leverage that exceeds by half the amount of margin
allowed in today’s markets. 134
The Second Bank
The first president of the Second Bank was William Jones, and Jonathan Smith
was the cashier. These individuals were not qualified to run the Second Bank
in a responsible manner. William Jones, former Secretary of the Navy, was
himself bankrupt at the time he was appointed to be the bank’s president.
Under his tutelage, the Baltimore branch was looted, with losses of some $1.5
million. Although these and other problems nearly ruined the bank, its creation caused other banks to resume specie payments. Bank officials from
New York, Philadelphia, Baltimore, and Virginia met in Philadelphia in 1817
and entered into a compact by which specie payments were resumed for their
bills, which continued to circulate as the nation’s currency. Domestic bills of
exchange assumed a larger role in 1817 when the Second Bank began dealing
in those instruments. The Second Bank sold domestic bills of exchange through
all of its branches, and the bank quickly became the dominant factor in this
market. The Second Bank provided assistance in the marketing of live animals from the western states to the eastern cities by purchasing drafts that
were based on anticipated sales. The Second Bank toyed with another payment mechanism that was an early form of banker’s acceptances. These instruments represented a “promise to pay a given sum, at a specified time and
place, and was a recognition of a debt arising out of a transaction between
two individuals or between an individual and a bank.”135 The instrument was
accepted by signing across the face by the person on whom it was drawn. The
acceptance could then be discounted at a bank.
The Second Bank kept its reserves largely in silver but also used gold for
specie. The bank was required to pay a 12 percent penalty for failure to redeem its bills in specie. To protect itself, the Second Bank arranged to import
specie from London through Baring Brothers and others. The bank sought
silver and gold, but only $2 million worth of silver were supplied under this
arrangement. The Second Bank owed the Baring firm $900,000 in 1819 as a
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result of these transactions. The Second Bank acquired the paper of the state
banks and demanded payment in specie periodically. This had the beneficial
effect of assuring that the state banks did not seek to inflate their earnings by
issuing more bills than their capital would support. Redemption helped prevent depreciation of state banknotes and assisted in maintaining the integrity
of those institutions. This did not sit well with the state banks, and they could
not forget that the Second Bank was their biggest competition.
State Taxes
The dual role of regulator and competitor occasioned much animosity against
the Second Bank. The states sought to protect their banking institutions from
the Second Bank’s dominance. Fourteen states passed laws that tried to prevent the Second Bank from collecting debts. Six states tried to tax the branches
of the Second Bank in their borders. Ohio sought to impose a $50,000 tax on
each Ohio branch of the Second Bank. The bank refused to pay, and the state
auditor jumped over the counter at the Chilico branch and seized $100,000 of
the bank’s funds from the vault. Henry Clay was the Second Bank’s attorney
in Ohio and Kentucky. He had the state auditor jailed, and the money was
returned to the Second Bank’s coffers. This fight eventually reached the Supreme Court, where Clay’s advocacy convinced the Supreme Court to strike
down the Ohio law.136 Tennessee sought to keep the second Bank of the United
States out of its borders by imposing a tax of $50,000. This statute was declared unconstitutional by the Supreme Court, but it was not until 1827 that
the Second Bank was able to establish a branch office in Nashville.
In another case, M’Culloch v. Maryland,137 the Supreme Court considered
a Maryland tax that was directed against the Second Bank. The Maryland
statute imposed a tax on all banks that were not chartered by its legislature.
The Maryland tax required bank bills to be taxed based on their denominations. A $5 note, for example, had to be printed on a stamped paper issued by
Maryland for a cost of twenty cents. The rate gradually increased with the
size of the bill until a $20 stamp was required for a $1,000 note. Alternatively,
the bank could pay a lump sum tax of $15,000 to cover all of its notes issued
in Maryland. The issue of the validity of this legislation reached the Supreme
Court after Maryland charged that the Second Bank had issued notes to pay a
promissory note of one George Williams at a discount without paying the
required tax.
The Supreme Court found the Maryland tax unconstitutional. Justice
Marshall noted in his opinion for the Court that the Second Bank was the
successor to the first Bank of the United States. He pointed out that the bill for
incorporating the first Bank of the United States
did not steal upon an unsuspecting legislature, and pass unobserved. Its principle
was completely understood, and was opposed with equal zeal and ability. After be-
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ing resisted, first in the fair and open field of debate, and afterwards in the executive
cabinet, with as much persevering talent as any measure has ever experienced, and
being supported by arguments which convinced minds as pure and as intelligent as
this country can boast, it became a law.

Marshall noted that the act creating the first Bank of the United States had
been “permitted to expire; but a short experience of the embarrassments to
which the refusal to revive it exposed the government, convinced those who
were most prejudiced against the measure of its necessity, and induced the
passage of the present law.”138
The Bank Affects the National Economy
A new president of the Second Bank, Langdon Cheeves, was appointed in
1819. Cheeves, the former Speaker of the House of Representatives, restored
the fortunes of the bank, which had been endangered by Jones’s lax administration and by fraud. In order to restore the bank, Cheeves had to bring specie
from the branches of the bank back to Philadelphia. Cheeves demanded that
state banks settle their adverse balances. He tightened the Second Bank’s
credit policy and required the state banks to pay balances due on their notes in
specie. These actions strengthened the Second Bank, but they resulted in inconveniences and more criticism, particularly when the state banks were forced
to suspend specie payments in 1818. That action was followed by a financial
panic in 1819 that soon turned into a depression. “Bills of exchange were
almost unsalable, and bank credit all but disappeared.”139 A financial crisis in
England at the same time cut commodity prices almost in half. The price of flour
in 1820 was lower than at any time since the Revolution. Prices were driven to
such low levels that crops were barely worth harvesting, and there was a return to
a barter economy. The Panic of 1819 brought “a catastrophe that sent cotton
prices tumbling, plunging merchants and planters into bankruptcy, drying up
credit, and spreading despair and suffering through every level of society.”140
Over 100 firms failed in Baltimore alone during this crisis, including Smith
& Buchanan, a leading commercial firm. Also ruined were two prominent
Virginians, Wilson Cary Nicholas and Thomas Jefferson. Jefferson was still
fulminating about the financiers of America, even as this financial blow was
delivered. He charged that speculation was raising “gambling stock for swindlers and shavers” who would close “their career of piracies by fraudulent
bankruptcies.”141 Jefferson convinced the Virginia legislature to allow him to
conduct a lottery to sell his property, including Monticello and its furnishings, so that his creditors could be paid. Other plantations and farms were
foreclosed after the Second Bank called in paper from the state banks. The
state banks in turn redeemed mortgages and notes they held so that they could
pay the Second Bank. The Second Bank repossessed great amounts of western property: “Most of Cincinnati fell into its hands.”142 Specie payments by
the banks remained suspended until 1821.
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The Panic of 1819 was attributed by some to the failures of several of the
irresponsible state banks that had appeared after the War of 1812. Others
blamed the imposition of the Second Bank’s more restrictive lending practices for this “contraction” of the market.143 The bank engendered further
hostility when it foreclosed on large amounts of real estate after the panic.
“Instead of helping the currency out of the distress produced by the war,
[the Second Bank] plunged the country into the commercial crisis of 1819,
which caused a general liquidation, lasting four or five years.”144 The
bank could be high-handed at other times. It loaned over $40,000 to James
Monroe while he was president, but refused his request for another loan
three days before he left office.
Currency Problems Remain
The country continued to search for a more stable currency. Missouri passed
a statute in 1821 creating loan offices that were authorized to issue certificates in denominations not exceeding ten dollars and not less than fifty cents.
The certificates were to be issued as loans upon real estate or personal security. These certificates were receivable at the loan offices in discharge of taxes
or debts due to the state. Interest was to be paid on the notes at 2 percent, and
property of the state was pledged to redeem these certificates. The Supreme
Court concluded that these certificates were bills of credit issued by the state
and were, therefore, prohibited by the Constitution.145 The Supreme Court
took a different approach in a later case involving the Bank of the Commonwealth of Kentucky, which had been created by the Kentucky legislature in
1820. The Kentucky bank was authorized to issue $3 million in banknotes
payable on demand. These notes were made legal tender for payment of judgments in the Kentucky courts. This provision was challenged before the Supreme Court on the basis that these were state bills of credit, which were
prohibited by the Constitution. The Supreme Court held that the Bank of the
Commonwealth of Kentucky was a private corporation, even though its stock
was held by the state. The Court noted that the term “bills of credit” in commerce included a variety of evidences of debt, but the Constitution did not
intend to prohibit bank bills of credit. The Court pointed out that a prohibition
on bank bills would destroy most of the state banks, “which have a capital of
near $400,000,000 and which supply almost the entire circulating medium of
the country.”146
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Chapter 3
Finance Before the Civil War

1 The Bank Fight

Although the country recovered from the 1819 recession, which had been
engendered by the restrictive policies of the Second Bank, the economy in the
1820s remained unstable.
A sudden and pressing scarcity of money prevailed in the Spring of 1822; numerous
and very extensive failures took place at New York, Savannah, Charleston, and New
Orleans in 1825; there was a great convulsion among Banks and other monied institutions in the State of New York in 1826; the scarcity of money among traders in
that State, and eastward, in the Winter of 1827 and 1828, was distressing and alarming; failures of Banks in Rhode Island and North Carolina, and amongst the manufacturers of New England and this State, characterize[d]. . . . 1829.1

The default of Crowder, Clough & Co. in London in 1825 caused failures in
the United States when bills of exchange drawn on that firm were protested.
The firms that failed included Weymans, which had offices in New York and
Charleston, and Vincent Nolte of New Orleans. Business slowed particularly
at the end of the 1820s.
Nicholas Biddle
There was a bright spot in this sea of troubles. The Second Bank was providing a measure of banking stability on a national level under the leadership of
Nicholas Biddle, who became the president of the Second Bank in 1823. Admitted to the University of Pennsylvania at age ten, Biddle completed his
studies there in three years.2 A lawyer, Biddle had been the editor of the Lewis
and Clark expedition journals before his appointment to the bank. As president of the Second Bank, Biddle pursued an aggressive program of expansion. The bank had twenty-five branches by 1829, as well as an agency in
Europe that paid dividends to foreign shareholders of American securities.
The Second Bank was then making profits of more than $3 million a year, and
it was conducting some 20 percent of the banking business in the United
States. The Second Bank encouraged the use of bills of exchange, or trade
141
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acceptances as they were sometimes
called, by discounting that paper. By
1832, the Second Bank had assets of
$80 million and only about one half
that amount in liabilities. The notes
of the Second Bank were accepted
everywhere in the United States
without discount, and they were accepted around the world. The Second Bank encountered some
mundane difficulties in expanding
the circulation of its notes. Congress
had required all banknotes issued by
the Second Bank to be signed by its
president. This became an onerous
task. Nicholas Biddle sought to avoid
that burden by creating an instrument
known as a “branch draft.” A branch
draft was drawn on a branch of the Nicholas Biddle. As head of the second Bank
Second Bank and made payable to of the United States, Biddle would find himan employee in the branch or to or- self in the middle of a fight between Henry
Clay and Andrew Jackson that would set
der. The branch drafts were often for back American finance for a century. (Porsmall amounts of less than twenty trait by James Barton Longacre, courtesy
dollars. Once endorsed, the branch of the National Portrait Gallery, Smithdraft became negotiable and began sonian Institution.)
to circulate as currency. The legality of these branch drafts, or “racehorse bills,” as they were sometimes called, was challenged in court, but
a federal circuit court of appeals upheld their use.
Andrew Jackson
Animosity against the second Bank of the United States grew in equal measure with its success. One individual in particular, Andrew Jackson, focused
his considerable wrath on the bank. Viewing it as a “monster,” Jackson would
destroy the Second Bank when he became president, but not before a long
political battle that would sharply split public opinion. Although he had some
personal run-ins with the Second Bank, Jackson’s opposition to the bank
seemed to be based more on constitutional and political principles than on
personal pique. He was philosophically opposed to paper money. Jackson
believed in “hard money,” a view that was heavily influenced by his reading
of the history of the South Sea Bubble. He was further opposed to the merchant classes and rejected Alexander Hamilton’s views on the national debt.
Jackson stated, “I am one of those who do not believe a national debt is a
national blessing, but rather a curse to a Republic; inasmuch as it is calculated
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to raise around the administration a moneyed aristocracy dangerous to the
liberties of the country.”3 Jackson was equally concerned with the increasing
“concentration of money” and “combinations of those who control money,”4
a battle cry that would continue throughout American history.
Andrew Jackson’s views on the Second Bank did not stop him from banking there. He signed a check in June of 1831 on the Bank of the United States
in Washington for the amount of $1,000. Even so, President Jackson was
afraid that the success of the Second Bank would allow it to push the state
banks aside. Jackson was angry that a great deal of the stock of the bank was
held by financiers in the eastern states and by foreigners, particularly English
investors. Jackson wanted purely American banks. In fact, a third of the Second Bank’s stock was in foreign hands, and the Second Bank had developed a
close association with Baring Brothers & Co. in London. Jackson was
further concerned that foreign shareholders of the Second Bank were not
entitled to vote. This left open the possibility that control of the institution could be seized by a few individuals who would monopolize the bank.
Jackson believed that the Second Bank was enjoying a monopoly in foreign
and domestic exchange under the authority of the United States. He asserted
that this monopoly power had vastly increased the value of the stock of the
bank to the benefit of its shareholders. Last, but certainly not least, Jackson
was upset because few profits from the Second Bank were going to the
western states. Jackson asserted that interest was being paid in the West
to easterners and foreign stockholders. Not all of Jackson’s actions can
be justified rationally. His sometimes eccentric and erratic behavior has now
been attributed to the fact that he was suffering from lead poisoning as a
result of the bullet that remained lodged in his chest from a duel over noncurrent notes paid to settle a wager. The bullet would slowly poison him and
affect his behavior.
Henry Clay Joins the Battle
Whatever his mental state, Jackson’s opposition to the Second Bank during
his presidency touched off a political war that still reverberates through the
centuries. Henry Clay, an opponent of Jackson, actually began the fight. Clay
sought to recharter the Second Bank five years before the expiration of its
charter. Clay wanted to make this a political issue that he could use to further
his presidential ambitions.
Jackson had opened himself for the attack from Clay when, in December
of 1829, he asked Congress to consider whether the charter of the Bank of the
United States was constitutional. Even so, this issue seemed to be an odd
choice for Clay to join battle over since he had opposed renewal of the charter
of the first Bank of the United States. Clay changed sides and supported the
Second Bank—he even became its counsel—but this only exposed him to
charges of inconsistency and opportunism. Nevertheless, Clay saw political
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advantage in confronting Jackson over the Second Bank. Daniel Webster, a
paid retainer, shareholder, director, and counsel to the Second Bank,5 assisted
Henry Clay in the rechartering battle in Congress. The bank’s other congressional supporters included John Calhoun and John Quincy Adams; the latter
wrote a report denouncing attacks on the bank. Thomas Hart Benton, whose
financial background included service as a bank director and an expulsion
from the University of North Carolina for stealing, was Jackson’s strongest
Senate supporter in the charter fight. Benton was a proponent of hard currency. He was sometimes referred to as “Old Bullion.”
The Second Bank Loses the Fight
Jackson prepared carefully in his fight against the Second Bank. He had James
Alexander Hamilton write a report on banking and the appropriate monetary
policy for the United States. Jackson resorted to colorful invective by calling
the Second Bank a “hydra of corruption.” Jackson’s efforts, however, failed
to convince Congress. Clay and his supporters controlled a majority in both
the House and the Senate, and legislation was passed that rechartered the
Second Bank in 1832. Jackson responded by vetoing that legislation even
though he knew that it was going to be a decisive issue in the next election
and that it could cause his defeat. Jackson’s veto was supported by a strong
measure of eloquence:
Distinctions in society will always exist under every just Government. . . . [E]quality
of talents, of education, or of wealth, cannot be produced by human institutions. . . . But
when the laws undertake to add to these natural and just advantages, artificial distinctions . . . to make the rich richer and the potent more powerful, the more humble
members of society, the farmers, mechanics, and laborers . . . have a right to complain of the injustice of their government.6

Jackson’s veto was upheld by the Senate, but he was not content with simply denying the renewal of the charter of the bank. Jackson wanted to cripple
its power by removing the government’s deposits from the bank and transferring those funds to the state banks. The Second Bank was the official depository for government funds, and their removal would undermine the strength
of the bank. Jackson ordered that removal in 1833. He directed that the funds be
transferred to selected state banks, which were soon being called Jackson’s “pet
banks.” William Duane, the Secretary of the Treasury, refused to carry out Jackson’s
order to remove the government’s deposits. Duane was then dismissed and a
more compliant Roger B. Taney was named as his replacement.
The Pet Banks
The removal of the deposits started in October of 1833. The first of those
funds were transferred to the Girard Bank in Philadelphia. It was considered
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to be a somewhat speculative bank. In fact, subscriptions for the Girard Bank
in 1832 resulted in “disgraceful riots”: “Bloody faces, bruised limbs, shirts
and jackets torn to tatters, and ultimately desperate fights resulted. . . . [T]he
scene resembled the boarding of a ship by pirates rather than the competition
of capitalists to invest their funds.”7 After the Second Bank lost its role as
depository, the Girard Bank sought to increase its capital so that it could qualify
for more government funds. The Girard Bank then became “largely occupied
in stock jobbing to carry out this operation.”8 After receiving the government
deposits, the Girard Bank began loaning them without much importance being placed on the ability of the borrower to repay. The Bank of Michigan in
Detroit was another pet bank that received deposits after they were removed
from the Second Bank. This bank became bankrupt after it loaned out the
government funds to enterprises that could not repay. The pet banks of Andrew Jackson initially numbered seven but were increased to twenty-two by
the end of 1833 and to ninety over the next three years.
Jackson’s decision to remove the government’s deposits from the Second
Bank resulted in a renewed struggle with Henry Clay. At Clay’s urging, Jackson was censured by the Senate for his removal order, an act that would be
carefully examined in the impeachment proceedings brought against President Clinton in 1998. The censure put Clay back on top in the battle, but not
for long. Rather than suffer in silence, Jackson formally protested the censure. Clay suffered a severe defeat when the Senate voted to expunge Jackson’s
censure from Senate records in 1837. Clay continued the fight over the Second Bank, but he was not able to resurrect its charter.
The Second Bank Reacts With Venom
The Second Bank refused to concede defeat, but it too failed in its continuing
war against Jackson. The bank’s president, Nicholas Biddle, expanded its loans
and bills during the Senate fight in order to increase the bank’s popularity.
After that fight was lost, Biddle sought to punish Jackson by attacking the
state banks and contracting the economy. Biddle thought that this would cause
political unrest that would be laid on Jackson’s doorstep. Biddle began by
demanding payment on bills being issued by the state banks, and the Second
Bank reduced its loans by over $5 million. Biddle restricted discounted bills
of exchange to eighty days and directed the bank’s branches to purchase bills
of exchange payable only in eastern cities. Interest rates doubled to 12 percent. The Second Bank was also claimed to have hired “distress-agitators” to
disrupt the economy and cause the government to renew United States government deposits with the bank.
This activity did not pass unnoticed. President Jackson had accused the
Second Bank of trying to expand its loans in 1831 and 1832 in order to make
it more popular. He later charged that the bank contracted its loans in 1834 in
order to cause distress in the economy. In fact, a recession did occur across
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the country in 1834. “It was precipitated to a great extent by the hostile relations existing between the Administration and the United States Bank.”9 Loans
could be had only at discounts of up to 3 percent per month. “Every major
city sustained a number of business losses; wages and prices sagged; working
men were discharged.”10 The Second Bank, nevertheless, failed in its effort to
obtain a federal charter and to retain the government’s deposits. It was able to
carry on its banking activities only through a charter granted by Pennsylvania
in 1836. The Second Bank then became the “Bank of the United States of
America” (Bank USA) under its Pennsylvania charter. William and James
Brown & Co., a part of the Brown Brothers firm that was fast becoming an
important private investment banker, assisted Biddle’s efforts. Brown Brothers purchased 500 shares of Bank USA stock.11
After his contraction efforts failed, Biddle made credit easy and added to a
period of high inflation. His bank began operating in a “reckless” fashion. It
tried to obtain a monopoly in cotton as a means of supporting the financial
markets. A scheme carried out by John Ingersoll, an agent for Biddle, made
advances on cotton in order to hold that commodity off the market so that
prices could be supported. A similar concept would be employed by the government for various price support programs in the next century. Biddle set up
an agency in Liverpool for cotton consignments. Soon, the bank had control
of the cotton market, leading to a wave of speculation in cotton. The first
round of these cotton operations ended successfully in 1833, having helped
restore the economy in the United States. Biddle made a profit of $800,000
from one cotton pool that was speculating on cotton prices. That success was
short-lived. A second pool failed, and the Bank USA lost $900,000.
Biddle left the bank in 1838 but returned when it found itself in trouble
from its speculations. Biddle then began a new cotton operation in order to
support prices and maintain the values of the securities held by the bank. The
Bank USA could not recover from those losses. It suspended. The directors of
the bank revolted against Biddle and began investigating his cotton operations. They concluded that those operations were not authorized because the
bank’s charter prohibited it from dealing in commodities. Biddle resigned
and was later ordered to pay for the losses suffered by the bank. A criminal
indictment was brought against the bank’s directors. A partner in the Brown
Brothers firm personally provided their bail. The indictment was dismissed,
but Biddle was destroyed by these blows. He “died in poverty and wretchedness at the age of fifty-eight.”12
Jackson’s Questionable Victory
The Second Bank was defeated, and Jackson stood victorious. Opponents of
Jackson’s attack on the Second Bank claimed that it was a Pyrrhic victory.
They believed that the bank had been of “immense utility to the country.”13
“It furnished a bank-note currency of uniform value and perfect solvency; it
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fostered well-directed industry; it regulated exchanges; it created a high standard of mercantile and commercial credit.”14 The Second Bank blocked the
creation of state banks that did not have adequate capital, and its demise would
set back the effort to create a central banking authority until the next
century. One historian has asserted that Jackson’s monetary philosophies
and actions “served but to prepare the way for utter chaos in monetary
and banking affairs.”15
The seeds for future monetary battles over gold and silver standards were
also being sown. The “Bank War played an indispensable role in the precipitation of hard-money ideas,”16 and it gave vent to populist movements like
the Locofocos, who were seeking support on an antibanking platform. The
Locofocos wanted free trade, elimination of paper money, and the end of
monopolies or granting of favors to private business. Trouble was brewing in
other quarters. Protectionism and the demand for higher tariffs to protect
American manufacturers were creating sectional rivalry. The tariff of
“abominations” led to much resentment in the South. The Webster-Hayne
tariff debate evidenced the depth of the growing differences between North
and South. The tariff issue almost precipitated a civil war in 1832. At that
time, South Carolina passed a Nullification Proclamation because of its
concern that a higher tariff would cause England to retaliate with an increased duty on cotton.
Specie and Monetary Problems
Intermixed in these struggles were continuing currency problems. In a report
in 1830, the Secretary of the Treasury recommended that silver should be
adopted as the single standard for valuing coins. That proposal was impractical. By then, silver coins valued at $34 million had been minted, but only $14
million worth of those coins remained in the country. The total value of coins
in circulation in the United States was estimated to be $23 million, of which
$9 million were foreign coins. The situation worsened with the passage of the
Coinage Act of 1834, which set a new ratio of gold to silver. The new gold
coins became known as “Jackson’s Yellow Boys” or “Benton Mint-Drops” in
honor of Thomas Hart Benton’s support for hard money. The change in gold
content resulted in a depletion of silver coins as they were exchanged for gold
coins. In fact, the overvaluation of gold resulted in the almost complete elimination of silver coins from circulation. The Coinage Act authorized the acceptance of payments of debt by coins from Great Britain, France, Portugal, and
Brazil at specified exchange rates that overvalued gold. Almost $6 million in
gold was exported from England to the United States, causing concern that the
Bank of England might be endangered. The revaluation caused other problems.
The Coinage Act took about 6 percent from the weight of each dollar, which
meant that creditors were subjected to a corresponding loss—that is, debts outstanding became worth 6 percent less in gold than was required before.
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The Specie Circular
Andrew Jackson had another blow to deliver to the economy. A speculative
fever had seized the nation in the 1830s. The growth of the state banks after
the deposits were removed from the Second Bank led to the expansion of
credit and an inflation of prices. Cotton prices doubled, as did wheat prices.
Chicago became a hotbed of speculation during this period. Public lands were
another speculative target. “Speculation extended to every branch of trade,
but especially to Western land.”17 “Millions of acres of Government wild
lands were bought for purely speculative purposes.”18 These sales were conducted by government land offices, which resulted in the phrase “to do a land
office business.” Lawyers were advertising in New York for funds from capitalists and merchants. The lawyers stated that they had made arrangements to
obtain the best information concerning government lands and that a member
of the law firm would be attending all auction sales of public lands. Such land
sales were being made at a rate of about $5 million a month and were causing
inflation by 1836. This speculative bubble caught the attention of President
Jackson. In order to curb the land speculators, Jackson issued a Specie Circular in 1836 that required public land to be paid for in specie. The Deposit Act
of 1836 was another antispeculative measure that required state banks that
received government funds to redeem their notes in specie on demand. They
were prohibited from issuing notes of less than $5, which was later raised to
$10 and then to $20. This had the effect of reducing the money supply, and the
Specie Circular took large amounts of the remaining specie in this country
out of private hands.
Jackson vetoed a bill in 1837 that sought to rescind the Specie Circular.
The bill would have allowed the use of banknotes as payments for monies
owed the government. Jackson’s Circular checked the land speculation, but
the price of specie rose, and there was a run on the banks. More than $2
million in specie was pulled out of New York banks during this run. The New
York banks had to suspend specie payments, and a general suspension by
other banks occurred on May 10, 1837. Many banks in the South and the West
failed, with losses of tens of millions of dollars. The State Bank of Illinois
was among those that failed. The bank suspensions were accompanied by more
bad news from across the ocean. The Agricultural and Commercial Bank of Ireland failed, and the Bank of England sent gold to stop a run on other Irish banks.
The Bank of England had to save the Northern and Central Bank of Manchester19
and William & James Brown and Co. The houses of Thomas Wilson & Co.,
Timothy Wiggin & Co., and George Wildes & Co. had to suspend payments after
efforts at rescue by the Bank of England broke down. The Bank of England then
became concerned with the amount of loans being made from England to fuel the
speculative boom occurring in America. The Bank restricted American credits,
causing New York interest rates to balloon up to 24 percent.
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The Panic of 1837
The largest cotton dealer in the United States, Yeatman, Woods & Co.,
failed in 1837, as did a large cotton firm in New Orleans, Herman Briggs
& Co. The brokerage firm of J.L. & S.I. Josephs & Co. failed in New
York, after the cotton houses in New Orleans became insolvent. In the
Panic of 1837 that followed these events, hundreds of businesses failed.
The Panic of 1837 was “one of the most disastrous crises this nation has
ever experienced.”20 New York real estate fell in value by more than $40
million. A total of 158 firms failed in New York City in March and April
of 1837. Another 100 would fail before the panic subsided. A bank president committed suicide. Some of the banks that suspended in New York
and New England were able to resume specie payments in September of
1838. Other banks took longer. Prior to the Panic of 1837, several states
had adopted laws that required banks to redeem their notes in specie. In
fact, most banks did not. After the Panic of 1837, the state legislatures in
many states suspended such requirements. The effects of this panic on
the economy were devastating. “Throughout the South, economic life lay
prostrate under an avalanche of debt with no hope of recovery as long as
the planters were unable to dispose of their crops profitably.”21 The depression from 1837 to 1843 “cannot be understood by any who did not
witness it. It was widespread and all-pervading.”22 Oats were being sold
for six cents a bushel. A bushel of eggs could be purchased for less than a
quarter. Although this was not the country’s first depression (ten such
events had occurred between 1762 and 1837), the depression following
the Panic of 1837 was one of the worst.
Henry Clay blamed the Panic of 1837 on Andrew Jackson. Clay believed
that the panic and its aftereffects was the result of the fight over the Second
Bank, the Gold Coinage Act that changed the ratio of gold and silver, and
the Specie Circular. Others echoed Clay’s criticisms. Jackson was, not surprisingly, unrepentant. He warned in his farewell address of the dangers
from financiers, paper currencies, corporations, banks, and monopolies.
Jackson’s policies had other effects. Congress had passed legislation in 1832
that abolished imprisonment for debt through the courts of the United States.
The states soon followed this lead. Several states enacted laws to stay collections by creditors after the Panic of 1837. The lack of a federal bankruptcy act resulted in efforts by the states to create such laws. The Supreme
Court held that the states could pass bankruptcy laws if they did not impair
existing contracts. Following the Panic of 1837, however, President Van
Buren sought a uniform bankruptcy law. Congress passed such legislation
in 1841, but repealed it in 1843. Federal bankruptcy legislation would not
be revived until after the Civil War. In fact, there would be no permanent
federal bankruptcy statute until 1898.
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Government Deposits
The United States Treasury was forced to conduct its own banking operations after the removal of deposits from the Second Bank. Some control
was established over the pet banks in 1836 through a statute that required
banks receiving federal deposits to provide weekly reports to the Treasury on their financial condition. These banks were subject to examination by the federal government at any time, and the pet banks had to redeem
notes in specie on demand. In an effort to limit shinplasters, the pet banks
were prohibited from issuing notes of less than five dollars. There were
some ninety banks regulated under this statute with varying degrees of
efficacy. Martin Van Buren, Jackson’s protégé and successor, was badly
damaged politically by the Panic of 1837. Additional financial blunders
were committed on his own watch. At the time Jackson left office, there
was a surplus in the federal Treasury. Congress then voted to distribute
$37 million of the surplus to the states and increase public expenditures.
This resulted in the Treasury withdrawing $9 million from the pet banks,
which resulted in a drop in their deposits and caused several banks to fail.
It also restricted credit; custom receipts decreased, and a deficit resulted.
In fact, the United States Treasury was soon very nearly bankrupt.
President Van Buren called a special session of Congress in September
1837 for the purpose of obtaining the authorization to issue Treasury notes
in the amount of $10 million in order to keep the government operating.
Van Buren’s message to the special Congress included a request for an
independent Treasury system that would not be tied to the private banks.
Van Buren asserted that the use of state banks for keeping deposits of
government funds had not proved satisfactory. The president noted that
the state banks had failed as custodians of the public monies; most of
them had suspended during the Panic of 1837. Van Buren’s plea for an
independent Treasury system went unheeded in the special session. He
nevertheless continued to seek an independent Treasury that would provide a “hard money” system of currency. His efforts were met by stubborn resistance in a Congress that was now intent on reversing Jacksonian
economic policies. Following the Panic of 1837, Daniel Webster was
among those advocating the creation of a national currency that would be
a paper currency and substitute for specie. Van Buren’s efforts to create
the independent Treasury were frustrated until 1840, when he convinced
Congress to pass the necessary legislation. That victory may not have
been worth the price. The independent Treasury legislation was passed
over the bitter opposition of the Whigs. The fight over this measure helped
finish Van Buren’s political career, and the legislation creating the independent Treasury was short-lived. It was repealed a year later, and Martin
Van Buren was not reelected to the presidency.
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Specie Suspensions
Jackson’s Specie Circular was repealed in 1840 by legislation that required
the Secretary of the Treasury to accept bank bills in payment of government
debts. Specie payments were resumed by most banks by 1839, but only a few
months later payments were once again suspended. That suspension continued until 1842. Many banks failed in the interim. In England, a giant kiting
scheme was uncovered. The Bank of England forced the closing of firms that
had advanced over £15 million to Americans. Those advances were made
through banks with resources that were not even one-sixth of that amount.
The Independent Treasury System
President William Henry Harrison called a special session of Congress shortly
before his death in 1841 to deal with the banking problems that seemed to be
at the heart of this crisis. Harrison’s successor, John Tyler, did not believe that
Congress had the power to create a national bank. Nevertheless, his Secretary
of the Treasury proposed a bill to incorporate a “Fiscal Bank of the United
States” in the District of Columbia. This entity would be very similar to the
Second Bank, and it appeared that Tyler approved of this bill. Henry Clay
introduced the necessary legislation for this bank. In the meantime, the independent Treasury system that had cost Van Buren much political capital was
overturned by Congress. Tyler signed that legislation, but then vetoed Clay’s
bank bill. The president asserted that the bill sponsored by Henry Clay was
unconstitutional, but indicated that he would sign a bank bill if it was placed
in a proper constitutional format. A new bill was passed that conformed to the
president’s views. The president then, inexplicably, vetoed that bill too. Tyler’s
actions were attributed to various political intrigues of the period, and most
of his cabinet resigned en masse. The vetoed bill would have established a
bank in the District of Columbia with branches in the different states. The
states and the federal government would have subscribed to this Fiscal Corporation of the United States. Government debts were to be discharged by
checks payable in the notes of this entity. An effort to create a Board of Control that would have operated much as a central bank was also defeated, as
was a proposal to re-create the subtreasury system advocated by Van Buren.
These events left the country’s finances adrift until 1846. Federal legislation was then passed that created an independent Treasury system. This act
required that liabilities to the government, including taxes and sales of public
land, be paid in gold or silver coin or in Treasury notes. Jackson’s pet state
banks were replaced by a subtreasury system. The subtreasuries were responsible for holding government funds, removing that function from the pet banks.
Under this system, government funds were held at various Treasury branches
around the country. These deposit centers were often custom houses or mints,
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but the subtreasury offices operated with varying degrees of formality. In
1854, one subtreasury office was found to be connected to a tavern through
which the subtreasurer could observe his office while imbibing. The subtreasury system “began a long career as the major regulator of the monetary and
banking system of the country until the establishment of the Federal Reserve
System in 1914.”23 The independent subtreasury legislation was intended to
allow dealings by the government only with specie-paying banks. This had
the effect of encouraging the state banks to redeem in specie, which constrained their issuance of bills and notes. President James Buchanan later stated
that the independent Treasury system was responsible for allowing the federal
government to avoid suspension of specie payments in subsequent crises.
Currency Solutions Remain Elusive
Jacksonian reforms had clearly lost much of their allure by the time President
Jackson left office. The Democratic Party, as part of its platform from 1840 to
1860, sought to keep the monies of the federal government separate from the
state banks. Henry Clay, a Whig, had asserted as part of his presidential campaign that there was a need for a uniform bank currency. Unfortunately, Clay
could not persuade Congress on that point. That very basic portion of American finance would have to await the Civil War. In the interim, the nation was
forced to live with the problems engendered by the currency created by the
state banks. Following Andrew Jackson’s victory over the Second Bank, some
1,600 banks in the United States were issuing notes that were in no way uniform. The notes varied in value from a few cents to larger denominations. The
available supply of banknotes and other currency mushroomed. The following account in the Buffalo newspapers in 1837 illustrated the situation:
The way in which our currency tinkers have left the door open for trafficking on the
deranged state of currency is a caution. The following anecdote is an illustration: An
acquaintance who has recently been to the West, invested his funds in Buffalo
bills . . . at 10 per cent discount. At Buffalo he exchanged his bills for specie at
5 per cent premium, which he sent back to New York and sold it at 12 per cent
premium, making a net profit of 17 per cent. He bought also a parcel of the
Canada Joint Stock Bank notes at 25 per cent discount, which he turned to still
better account.24

A merchant complained in the 1830s that he was being “shaved at an enormous per cent” as he traveled through Maryland, Virginia, Tennessee, and
Kentucky. He was trying to use banknotes to pay for his expenses.25 “In
March, 1842, a $1 note from Planters Bank in Nashville, Tenn., would get
you just 80 cents in Philadelphia, and a $1 note from State Bank of Illinois
fetched just 50 cents.”26 This condition continued for many years. The governor of Illinois stated in 1863, “A currency of uniform value throughout the
entire country is greatly to be desired. It tends to the more perfect regulation
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of our system of trade and commerce, [and] obviates ruinous differences in
the rates of exchange.”27
Shinplasters
Shinplasters were another problem. On September 30, 1835, the Secretary of
the Treasury decreed that no banknotes of less than five dollars in value would
be accepted by the Treasury. Alabama sought to drive “shinplasters” and other
worthless small notes out of existence by passing a statute in 1853 that prohibited the circulation of out-of-state bank bills in amounts less than five
dollars. The state allowed its own banks to issue such bills. Arkansas passed
an antishinplaster statute in 1855. It resulted in financial difficulties because
shinplasters were about the only circulating currency that could be used to
pay debts. The District of Columbia also prohibited notes or bank bills or
other paper currency of denominations of less than five dollars.
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2 Stock Exchanges and Railroads

Internal Improvements
Following the War of 1812, the need for capital increased as demand grew for
macadamized turnpikes, canals, and other internal improvements in the United
States. The states often issued bonds to finance those projects. That form of
financing was neither new nor unique to America. New York City had issued
bonds in 1751 to pay for a “corporation pier.” Simon Moritz and Johann Philipp
Bethmann had introduced from Amsterdam into Germany a system of “subbonds” in which large government loans were subdivided and sold to investors. This led to the development of firms that would help underwrite those
bond issues, and that practice spread to America. The American bond firms
included Thomas Biddle & Co., Astor & Sons, Brown Brothers & Co., Prime
Ward & King, and Nevins, Townsend & Co. The banks were often involved
in this process. A group of New York City banks, for example, acted as underwriters for the first issue of the New York State Erie Canal bonds. Another
growing industry would also demand enormous amounts of finance. The Baltimore & Ohio Railroad Company was chartered in Maryland in 1827. Three
years later, the stock of the Mohawk and Hudson Railroad was listed for trading on the New York Stock & Exchange Board (NYSE). It was followed by
many others as the amount of railroad track in the United States doubled each
decade for the next sixty years. The railroads obtained large amounts of funding from state and local governments through the issuance of bonds that were
still being called “stock.” In 1835, the State of Maryland was offering 6 percent “stock” in order to raise $3 million for railroad and canal construction.
Repayment was to be assured through a “sinking” fund. Maryland sought $2
million to complete the Chesapeake and Ohio Canal to Cumberland and the
Baltimore and Susquehanna Rail Road to Pennsylvania.
State and local governments often competed with each other for railroads
through their bond issues. One railroad “was described as zigzagging across
upstate New York ‘in search of municipal bonds.’”28 The Hartford and New
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Haven Railroad Company was granted a state charter in 1833 and authorized
to issue $1 million of common stock at $100 par payable in installments. The
Phenix Bank acted as the railroad’s transfer agent when shares were bought
and sold. Shares of the New York and Erie Rail Road Company were sold on
an installment basis in order to attract small investors. Subscribers forfeited
their shares if they failed to meet their installment payments. The New Jersey
Railroad and Transportation Company was another company selling stock
through installment payments of $5 each. Railroads were not the only companies using this device. The Morris Canal and Banking Company used an installment purchase plan, as did the Sea Insurance Company. Sea Insurance
was selling shares at $50 each, $2.50 to be made as a down payment and the
rest to be paid in cash or to be secured by “stocks” of the United States or any
state or by bank stocks trading above par.
Corporate Development
Takeovers of corporations had become a market phenomenon in the United
States by 1825. Syndicates acquired companies, replaced management, and
sought to obtain profits through cutthroat competition. These early corporate
raiders would often gain control by using small amounts of their own funds
and obtaining loans for the balance of the purchase price by pledging the
shares as collateral, an early version of the leveraged buyout. In 1825, Charles
Lawton engaged in a takeover attempt of the City Bank in New York, the
predecessor of today’s Citibank. Lawton then sold the shares at a profit to the
existing directors. One author has noted that this may have been the first
instance of “greenmail” in corporate America.29 In some instances, companies were taken over when their stock was trading at a premium. The corporate raiders paid the premium and borrowed the rest of the money by pledging
the stock of the acquired company at par.
New York was the first state to pass a general incorporation law, which it
did in 1811. The concept of limited liability seems to have been applied to
protect corporate shareholders by at least 1784. New York confirmed the limited liability of shareholders by legislation—that is, shareholder liabilities
were limited to the amount of their investment. The New York State limited
partnership act that was passed in 1822 allowed limited partnerships in which
general partners would be jointly and severally liable for the activities of the
partnership and “special” partners would be liable only to the extent of the
funds that they invested. The corporation was viewed as a separate legal entity. In 1819, Justice Joseph Story described a corporation in a Supreme Court
decision as “an artificial person, existing in contemplation of law, and endowed with certain powers and franchises which, though they must be exercised through the medium of its natural members, are yet considered as
subsisting in the corporation itself, as distinctly as if it were a real personage.”30 The decision of the Court in Trustees of Dartmouth College v. Wood-
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ward31 held that corporate charters were contracts that were protected under
the Constitution. Although no state could pass a law that impaired the obligations of those contracts, Justice Story noted that the states could adopt a
reserved powers clause in their corporate statutes. This would be a reservation of right to change a charter in the future, which would not violate
the Constitution.
The advantages and privileges given to the early corporations led to a belief that these entities should serve the public interest as well as the interests
of their shareholders. Their managers did not always agree with that view,
and concerns were expressed early on that corporations were not always operating with the public interest in mind. In the 1690s, John Pollexfen, a member of Parliament, claimed in London that “companies have bodies, but it is
said they have no souls; if no souls, no consciences.”32 Adam Smith, the economist, noted that joint-stock companies were separating management from
ownership and that this exposed the company to risk.
William Gouge, a leading critic of corporations, cataloged his concerns in
1833. He claimed that powers given to corporations were taken from the government and the people. Corporations were sometimes so powerful as to defy
the government. Gouge asserted that the affairs of corporations were more
carelessly and more expensively conducted than those of individuals. This
was because the owners of the corporation were entrusting everything to their
clerks. Gouge asked, “[W]hat would be the condition of the merchant who
should trust everything to his clerks, or the farmer who should trust everything to his laborers?” Yet, as Gouge observed, corporations must trust everything to agents, a concern that would be revived by the Chicago school of law
and economics theorists late in the twentieth century. Gouge believed that
corporations could not succeed because of their inherent defects unless they
were given a monopoly or other advantages, such as exemptions from liabilities. Corporations could not work as cheaply as an individual trader. A corporation could, however, throw away enough money to ruin individual
competitors and then have the markets to itself.33
A defense of the corporation was made by Daniel Webster in the 1830s. He
stated that corporations tended to increase property and to scatter their advantages among the many. Webster represented another growing force in
America—the corporate lawyer. Those foot soldiers for the financiers did not
carry muskets. Yet, well armed with their briefs and motions, they established
a strong measure of protection for the integrity of financial transactions. The
lawyers would ease the way for their corporate clients through an ever thickening briar patch of entangling laws and regulations.
The NYSE
Twelve banks and thirteen marine insurance companies were created in New
York in 1825. Securities traded on the NYSE in the 1820s included bonds that
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had been issued to finance the Erie Canal, as well as federal bonds and stocks
of banks, insurance, and other companies. The approximate daily average
trading volume on the NYSE was 300 shares in 1821. Three years later, some
1,300 shares a day were being traded on that exchange, but the markets were
erratic. A serious decline in insurance stocks occurred in Boston in 1826.
New York saw a “sudden collapse of sundry incorporated bubbles.”34 During
1827, daily trading volume on the NYSE was as low as fourteen shares, although the average appeared closer to 100 shares a day. Less than 70,000
shares were traded in 1829. On March 16, 1830, only thirty-one shares were
traded. Even so, the NYSE experienced some thousand-share days in 1830
and 1831. Volume grew in 1834, when the NYSE witnessed 5,000-share days.
By 1835, average daily trading volume on the NYSE was over 8,000 shares.
Daily volume sometimes approached 10,000 shares. This was a “50-fold
increase in just seven years.”35
The prices of securities traded on the NYSE were published in the newspapers. By 1835, nine railroad company stocks were listed on the exchange, as
well as fourteen banks from divers locations, including Ohio, Kentucky, and
Mississippi, ten insurance companies, a gas company, and a coal company.
Trading was occurring in the securities of the Boston & Providence Railroad
Co., Boston & Worcester Railroad Co., Utica Railroad Co., American Insurance Co., Mohawk and Hudson Railroad Co., Charleston Bank, Ohio Life
and Trust Company, Planters’ Bank Tennessee, Morris Canal and Banking
Co., and the Delaware and Hudson Canal Co. Over 100 securities issues were
being quoted in New York newspapers in 1838. In addition to railroad securities, these reports included prices for United States government securities,
such as the “United States Fives—1835.” Also reported were “Canal Sixes,”
“New York 4½,” “Ohio Sixes,” “Corporation Fives,” “Alabama Five percent” and the “Ohio Life and Trust Company.”36
Prices for several banks’ stocks were being reported, including the Planters’ Bank of Mississippi, the Franklin Bank of Cincinnati, the Kentucky Bank,
Chemical Bank, Phenix Bank, City Bank, Bank of America, Manhattan Bank,
and the Bank of New York. Also reported were prices for the New York Insurance Company, the Life Insurance and Trust Company, and the Equitable
Insurance Company, as well as notes from Delaware, Rhode Island, Massachusetts, Connecticut, New York, and New Jersey. Dividend declarations were
also published in the newspapers. For example, the Brooklyn Bank declared a
dividend of 4 percent, the Bowery Savings Bank declared a 5 percent dividend,
and the Greenwich Bank declared a dividend of 3.5 percent in 1835. The papers
also reported that the Paris stock exchange had an improvement in the “funds.”
Transfer Systems
The buying and selling of stock created a need for transfer systems to record
purchases and sales and to distribute dividends, interest, and principal pay-
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ments. This forced many large corporations to maintain bookkeeping facilities in New York, where most trading was occurring. In 1835, for example,
the South Carolina Canal & Rail Road Company established an office at the
Fulton Bank in New York City. Its purpose was to transfer stock titles and
handle payments of dividends on the company’s stocks. Shortly afterward,
the Newport Manufacturing Company of Newport, Kentucky, established a
transfer office in New York. Brokers continued to appear to handle the buying
and selling of securities.
Brokerage Firms
Thomas Biddle & Co. was a banking and brokerage firm operating in Philadelphia in the 1830s. Brokers, such as Messrs. H.R. Seymour & Co. and Kissam
& Co., were offering their services to the public in Buffalo, New York. Much
of those brokers’ business involved discounting bank bills. Morgan Ketchum
& Co. was redeeming bills of the Bank of Sandusky at a 1 percent discount
and those of the Bank of River Raisen at 1.25 percent. D. How at 27 Wall
Street had uncurrent banknotes “on hand” for sale at a discount. Mr. How was
discounting New Hope Delaware Bridge Company banknotes at 3 to 4 percent, while notes of the St. Albans Bank were discounted at 0.75 percent. He
sought notes from the Bank of Marsellon, the Bank of Cleveland, the Commercial Bank, and Lake Erie of Ohio, all at a discount of 1 percent. The notes
of the Bank of Michigan and Farmers and Mechanics were discounted at a
greater rate. Western banknotes were discounted at 1 to 2 percent. The highest
discount was being offered by How on all kinds of country banknotes. F.W.
Boardman offered to loan on bond and mortgage at 6 percent.
How and Sylvester were seeking, in October of 1835, notes of Mobile
banks, stocks, and other securities. New Hope Delaware Bridge Banknotes
were wanted at 0.75 percent discount. Certificates of broken banks were sought,
including those of the Bank of New Brunswick. Uncurrent money, gold, and
silver were being traded. Bank of England notes were being bought and sold.
George Chance sought a loan of $5,000 that he offered to secure with fifty
shares of Boston & Providence Rail Road stock for a term of one year at 7
percent interest. O.C. Osborne was purchasing and selling real estate, loaning
and procuring money on bond or mortgage, and selling land in Ohio. Osborne
dealt in stock, uncurrent banknotes, gold, and orders for doubloons, and he
collected drafts. A Mr. Sylvester bought, sold, and brokered banknotes, stock
shares, and other securities. Winslow, Lanier & Co. became a leading investment house in New York specializing in railroad securities. Another important brokerage firm was Pickersgill & Company. In 1835, Christmas &
Livingston announced a merger with Rufus Prime & Washington Coster for
the purpose of continuing their stock and exchange brokerage business. P.F.
Degrand was conducting auctions in securities between 1825 and 1865 in
Boston. Kidder, Peabody & Co. had its beginnings in Boston in 1845, formed
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by three employees in the firm of John E. Thayer & Brother. The Kidder,
Peabody firm would last for almost 150 years.
Trading Markets Expand
New exchanges were appearing, including the Boston Stock and Exchange
Board, which was organized in 1834. That exchange prohibited its members
from engaging in auctions outside the exchange in 1848. A curb market was
operating in the streets of New York. The curb brokers often blocked the
streets, and windows in adjoining buildings were filled with brokers signaling orders to the street below. It was considered “to be one of the most colorful spectacles in New York.”37 The NYSE sought to guard itself from
competition from the curb traders by barring public access to its trading sessions. This engendered much criticism, and the New York State Senate passed
a bill in 1836 that would have prohibited stock sales in institutions or exchanges that did not open their proceedings to the public. The NYSE was able
to block that legislation. More direct action was taken by curb traders who
wanted to trade off the NYSE’s quotations. In 1837, the NYSE discovered
that curb traders had drilled through a brick wall of the exchange in order to
hear quotations for their curb trading. In the event, the NYSE’s secrecy did
not protect its competitive position. The volume on the curb exchange would
often exceed that on the NYSE in future years.
NYSE Changes
The NYSE was operating out of the Merchants’ Exchange when it was destroyed in the great fire of New York on December 16, 1835. The NYSE had
to close for five days, conducting business in a hotel on Broad Street and
paying rent of $3 a day. From there, the NYSE moved to “the back room of
Mr. Warren’s basement.”38 The exchange conducted operations in what once
had been a hay loft before a new Merchants’ Exchange was built at 55 Wall
Street in 1842. That building was financed by issuing 4 percent bonds that
were later traded on the NYSE. The NYSE met in the Merchants’ Exchange
from 1842 to 1854 in twice-daily sessions. Brokers who were members of the
NYSE fixed the commission rates for their securities transactions. Nonmembers had to pay higher rates. This exercise of monopoly power soon led to
more competition. A “New Board” was established in the 1830s to compete
with the NYSE on the basis of reduced commission rates. The old board sought
to squelch such competition by prohibiting its members from trading with
nonmembers through the New Board or on the street. The New Board was
unable to compete and given a death blow in the Panic of 1837.
Contracts on the NYSE were settled for cash on the same day in some
instances or on the day following the trade, if they were “regular way” transactions. Alternatively, settlement could be made “at three days,” which re-
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quired settlement within three days after the trade date. Option contracts continued to be popular investment tools, including puts and calls. Time bargains on the NYSE ran from four to sixty days. A small deposit was
required in these transactions. The parties usually settled their differences
in cash, rather than buying and selling the stock upon termination of the
time bargain. Time bargains avoided the necessity of transferring stock
certificates, but they were viewed as gambling and were not enforceable
in the courts. Even so, time bargains were popular. They constituted 20
percent or more of the trading on the NYSE in 1834. Ten years later, the
NYSE prohibited time bargains of more than three days in duration. This
restriction was later eased to allow time bargains for longer periods. As a
result, in the 1850s, “stock transactions were effected largely upon time
options running from ten to ninety days. . . . This relieved the broker from
the necessity of borrowing from day to day.”39
Margin Trading
In 1826, the Enquirer, a newspaper in New York, claimed that, through
the hypothecation of stock (using the stock of their customers as collateral for loans) and other means, stock jobbers were controlling massive
amounts of capital. A large number of transactions on the NYSE appeared
to be “riskless principal” transactions in which the broker-dealer firm
was buying for its own account after receiving a customer order. The
broker-dealer then resold the stock to the customer at a higher price. Stock
trading was increasingly being conducted on margin in the United States
and in England. Bishop Barker was one of the firms that was lending
money on margin for stocks in the 1830s in New York. In a margin trade,
only a portion of a security’s price was paid. The rest was borrowed, using the purchased security as collateral. This provided leverage to speculators because it allowed them to obtain greater profits for smaller amounts
invested. Of course, that leverage worked both ways and could compound
losses. Among those financially embarrassed by such speculation was
Benjamin Disraeli, the future English prime minister.
A money market for margin loans was developed in New York by the
banks and brokers. These loans were referred to as “call” loans because
they could be called at any time. The call loan market encouraged speculation because it allowed easier access to funds for margin trading. The
call loan market was attractive to the banks, however, because the call
loans made to the brokers were liquid and paid interest. Call money was
made available from funds kept on deposit in the New York banks by the
country banks. More call money became available when the New York
banks began paying interest on deposits, which the city banks were able
to do because they could reloan the call money to the brokers at a higher
rate for margin loans. Call money was hot money, which meant that the
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banks could demand payment at any time. This was necessary because
deposits by the country banks were often seasonal in nature, increasing
and decreasing as the crop year progressed. The growth of the call loan
market in New York reduced the need for time bargains. This was not
entirely a good thing because the call money market would play “an unfortunate role in every panic for nearly a century.”40
Jacob Little
Stock price manipulation was another growing phenomenon that was being
carried out by such notable figures as Jacob Little, Joseph Barker, and Daniel
Drew. Short sales in which stocks were borrowed and sold were being used
for speculation and to manipulate security prices. Short sellers were unpopular because they were viewed to be interested in depressing stock prices so
that they could repurchase the stocks for repayment of their loan at a price
less than the price at which the stock had been sold. A statute was passed in
Massachusetts in 1836 that prohibited short sales of stocks or bonds. It remained on the books for over a century. Pennsylvania prohibited short selling
for delivery after five days in 1841, but that statute was repealed in 1862.
Those statutes did little to check speculation.
Jacob Little became one of Wall Street’s greatest speculators and was
claimed to be the inventor of convertible bonds. He dealt in millions of dollars in securities and made a killing in one large stock corner. Little was aided
in that effort by Daniel Drew, who would become famous as one of the nineteenth century’s greatest “robber barons.” Little was able to force the short
sellers to cover their positions at his price. He sold short himself during the
Panic of 1837. After that operation, Little became known as the “Great Bear
of Wall Street.” In one instance, Little promised a group of Boston traders
that he would not sell the stock of the Norwich and Worcester Railroad below
the price of ninety. Little then surreptitiously sold all of his stock to his fellow
operators when he noticed its price slipping. They were outraged.41
Little particularly liked to short the stock of the Erie Railroad, and he speculated in cotton and other commodities. Daniel Drew tried to trap Little on one
occasion by running up the price of the stock of the Erie Railroad. It looked
like Little, the “Napoleon” of the exchange, would be unable to meet his
obligations on options he had sold. Little was not so easily broken. He held a
large block of convertible bonds and demanded their conversion to meet the
demands of the purchasers of the options. Such tactics made Little unpopular
on Wall Street, and he was blackballed by the NYSE several times before
finally being admitted. Little’s speculations resulted in the adoption of a stock
exchange rule that limited the time for options contracts to sixty days. This
rule followed Little’s sale of large lots of stock of the Erie Railroad for time
periods of six to twelve months. Little was not always successful in his speculations. He went broke three times and was wiped out in the Panic of 1857.
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Short Sales and Manipulation
Jacob Little was the first great bear operator, but he was quickly succeeded by
others. Short sellers conducting bear raids were often trapped by the longs. A
pool of speculators would engage in transactions that would make it appear
that the price of the stock was weakening. This would lure the bears into
making short sales. After the bears had sold short, the pool would raise the
price and trap the short sellers. This was called the “scroop game” or “partridge trick.” “Wash” sales were another device that was used to manipulate
stock prices. Speculators bought and sold the stock of a company to themselves at ever increasing prices in order to provide the artificial appearance of
a rise in the value of the stock. These wash sales attracted other speculators
who would then buy the wash trader’s stock at the artificially inflated price.
In 1832, an attempted corner of the stock of the Catskill Railroad was carried
out through wash sales. The NYSE suspended three individuals involved in
this operation, including the son of Alexander Hamilton.
The stock of the United Mexican Mining Company rose from $35 to $155
in a one-month period in 1834. The stock of the Canton Company was cornered in an operation that lasted from 1834 into 1835. The stock of the Morris
Canal and Banking Company was the subject of a manipulation. In this corner, the traders bought up all of the stock of the company at 30 to 40 percent
below par. The price of the “stock jumped from almost nothing to 185.”42 The
traders then made “enormous time purchases,” and “on settling-day the pool
unloaded at $150, clearing nearly 300 percent.”43 The company was stricken
from trading on the NYSE after this corner, but was later restored. A corner in
the stock of the Harlem Railroad occurred in 1835. The NYSE required a
settlement of the stock price for the parties involved in that corner. That action did not save everyone. The cashier for the Commercial Bank of Albany
defaulted on $130,000, and a Mr. Wilding from London disappeared with
$45,000 worth of shares. Contributing to these problems were contracts for
future delivery of securities. In 1835, 64,000 shares of Harlem stock were
sold for future delivery. Speculative operations were also being conducted in
“fancies,” which were essentially penny stocks that had little likelihood of
future success.
Market Information
Between 1838 and 1854, the market value of outstanding stock increased
from approximately $175 million to over $1.75 billion.44 The reporting of
market information was becoming more sophisticated. By 1837, New York
newspapers were listing discounts on banknotes, as well as the specie holdings of banks, their note circulation figures, and other important information
on banking and investment activities. Jay Cooke, who began his career at the
E.W. Clark firm in 1839, was writing articles on the money markets for the
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Philadelphia Daily Chronicle. Among other things, his column reported on
the differences in the prices paid for bonds issued around the country. In one
article, Cooke cautioned against taking shinplasters and other small notes lest
they end up in the recipient’s pockets as “valueless trash.”
The Philadelphia Stock Exchange, which had moved into its own building
in 1832, established a communication system with the NYSE in the 1830s.
Signal stations were placed on tall buildings every six to eight miles. Messages were transmitted by mirror and semaphore signals between New York
and Philadelphia in less than thirty minutes. Lanterns were used at night. In
1840, it took about a week for New Orleans market quotations to reach New
York and two weeks to reach Europe. Trading in securities was enhanced by
the introduction of the telegraph in 1844. A telegraph line was completed
between Philadelphia and New York, and it was soon reported that “certain
parties in New York and Philadelphia were employing the telegraph for speculating in stocks.”45 Other communication systems were not as fast. In 1850,
Paul Julius Reuter was still using carrier pigeons to fly stock market quotations between Brussels and Aachen, Germany. At about the same time, D.H.
Craig was using carrier pigeons to relay stock market information to Boston
from ships landing at Halifax, Nova Scotia. An underwater telegraph line
between Dover and Calais was used for the same purpose, albeit at a faster
speed. The first transatlantic cable to America was completed in 1858, but it
quickly broke, and service was not restored for several years.
Foreign Capital
The American markets were attracting the attention of European investors,
particularly those in London. England became a source of capital as the American market expanded. Most of the bonds issued by New York to finance construction of the Erie Canal were sold in England, and that issue was the first to
be quoted in the London market. Among the English investors was the Rock
Life Assurance Company of London, which purchased Erie Canal bonds. The
London firm of Bird, Savage, and Bird sold several million dollars’ worth of
United States government securities to English investors before the firm failed.
Throughout most of the century massive amounts of capital was invested by
Europeans in American enterprises; railroads were particularly popular investments. Baring Brothers in London, which was heavily involved in the
American securities markets during the War of 1812, became agents for many
American businesses in London. Baring Brothers purchased stock in the Erie
Canal, and it made a loan of £200,000 to the Bank of New York. The Baring
agents in America were Prime, Ward & King. The interest of English investors in American securities increased in 1822 when the “Navy Five Per Cents”
were recalled and replaced with an issue paying only 4 percent. Other issues
of government bonds were called and replaced by like bonds yielding a considerably lower rate, reducing the income of those unfortunate investors by as
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much as 25 percent. This spurred efforts to obtain higher yields in more speculative instruments. American would happily supply those securities.
State Bonds
Public finance was becoming an international affair. Several states had borrowed funds abroad, and they wanted even more. About half of the state bonds
issued for internal improvements between 1818 and 1828 were sold in Europe. George Peabody was appointed as a commissioner to renegotiate
Maryland’s outstanding debt with the English bankers in 1835. He obtained
an additional $8 million. This inspired Peabody to open a merchant firm in
London, where he traded in dry goods and helped finance imports and exports, as well as sold state bonds. Peabody was represented in New York by
Duncan Sherman & Co. The Peabody firm later evolved into J.P. Morgan &
Co. Peabody’s firm was hurt badly by the Panic of 1837. He needed a guarantee of £15,000 from the Brown Brothers firm in America to stay alive after
the panic.
Baring Brothers, seeking to increase financing in London by the American
states, asked Daniel Webster in 1839 for his legal opinion on whether the
state legislatures in America had the authority to contract loans. Webster opined
that the states did have such authority and were bound absolutely on their
contracts. Webster stated that Americans viewed these debts as moral as well
as legal obligations.46 Webster’s opinion paved the way for expanded sales of
state securities in England. In 1840, British citizens held $20 million of the
$34 million of the then outstanding debt of the state of Pennsylvania. State
debts totaled over $200 million by 1842. Ten million more dollars of state
debt were added in the following year, and problems soon followed. Maryland and Pennsylvania defaulted on interest payments on their debts.
Pennsylvania’s default lasted three years, Maryland’s six years. Illinois paid
no interest on its debt for a period of five years in the 1840s. Another defaulting state was Mississippi. The withdrawal of the branch of the Bank of the
United States convinced the Mississippi legislature that it should expand its
banking resources. The Union Bank was created by the state in 1837. Five
million dollars of the Union Bank bonds were sold to Nicholas Biddle’s bank,
the former Bank of the United States. Biddle arranged to have the bonds sold
in England. Later, in 1842, the government of Mississippi repudiated the Union
Bank bonds, claiming that their sale was illegal. In 1847, Jefferson Davis, the
future leader of the Confederate States of America, tried to develop a plan in
which the Union Bank bonds would be paid for by private citizens, but this
proposal fell through. Davis then found himself in a slanging match with the
London papers. The Principality of Monaco brought suit in the Supreme Court to
enforce payment on the Mississippi bonds, some of which had been given
to Monaco. The Supreme Court concluded that Monaco did not have standing to sue Mississippi.

STOCK EXCHANGES AND RAILROADS

165

The state of Florida repudiated bonds in the 1840s that were issued by the
Union Bank of Florida, the Bank of Pensacola, and the Southern Life Insurance and Trust Company. Arkansas repudiated state bonds that had been issued for the Real Estate Bank and the State Bank of Arkansas. Louisiana
defaulted in 1842 on interest payments for state bonds that had been issued to
support its property banks. Pennsylvania, New York, Mississippi, Indiana,
Arkansas, Michigan, and Florida all defaulted on their interest payments after
the Panic of 1837. The value of the state bonds held in England dropped by 50
percent as the state defaults increased in the 1840s. Charles Dickens seized
on those defaults to provide Scrooge with a nightmare in which his investments changed into a “mere United States security.” The delinquencies and
repudiations of the states were harshly criticized in the London Times. George
Peabody was refused admission to the Reform Club in London. An effort to
have the federal government assume the state debts was unsuccessful. Baring
tried to remedy the state defaults by paying Daniel Webster to make speeches
on the need to cure the defaults. Eventually, every state except Mississippi
and Florida resumed payments. The Council of Foreign Bond Holders was
formed in London to represent the holders of the state of Mississippi’s obligations. The council was still pursuing those debts in 1980.
Railroad Stocks
A railroad mania occurred in Britain during the 1840s. The streets in London
were sometimes blocked as promoters sought to deposit their plans with the
Board of Trade. A sharp drop in the London market occurred in 1847, however, and the number of schemes diminished. Not so in the United States,
where some 3,000 miles of railroad track had been laid by 1840. Eight years
later, 1,000 miles of railroad were being added to the country annually.
Henshaw & Ward dealt in railroad securities in Boston. “Boston was the most
important banking centre for American railways up to the middle of the nineteenth century.”47 One Boston firm providing finance was J.E. Thayer &
Brother. Another firm dealing in railroad securities was James Gore King &
Sons. By the end of the 1850s, 20,000 miles of railroad track had been laid in
this country.
The railroads reached the Great Lakes in 1850 and Chicago in 1853. Investments in the railroads during the 1850s totaled some $1 billion. The railroads continued to seek financing from the states and private investors. Federal
land grants provided rights of way and lands that could be sold for development. A popular method for railroad financing was to sell shares in the railroad to farmers who would be served by its operations. The farmers paid for
their shares with mortgages on their land. The railroads then sold the mortgages to banks. Large amounts of capital for the American railroads were
obtained in England. In one early purchase, an English citizen, a Mr. William
Hoffman, is recorded as having bought 325 shares of Baltimore and Ohio
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common stock. American railroad bonds were issued in England as early as
1834. In fact, the railroads were largely funded by bonds, rather than common stock, because European investors preferred a fixed return on their money.
Railroads were soon issuing many levels of bonds in England, including sterling bonds that were payable in British pounds. Railroad bonds offerings included first, second, and third mortgage bonds, debentures, convertible bonds,
and real estate bonds. Frequently, iron that was used in the manufacture of
rails was purchased in England by mortgage bonds issued by the railroad
companies. Those bonds were in turn resold to the English public by London
brokers. Although common stock was not popular with the British investors,
preferred stock was later marketed abroad with some success. English investors particularly liked convertible bonds, which allowed their holders to convert their bonds to stock. The preference for bonds over equity would have an
unfortunate result. The individuals controlling the railroads through stock
ownership often contributed little in the way of capital, at least in comparison
to the bond holders. The equity owners were all too frequently speculators
who had little concern for the long-term success of the company. Rather, they
used every opportunity to loot the railroad or otherwise abuse their positions.
London Investors
Prior to the Civil War, seven railroad companies in the United States had their
securities listed on the London stock exchange. The largest British shareholder in American railroads was Benjamin Ingham. American securities were
sold in the London markets through various means. Company officials or
engineers often traveled to England in an effort to sell railroad securities.
Some railroads established offices in London that handled transfers of shares
on the companies’ books and provided for the payment of dividends. These
efforts did not prove particularly successful, but other methods did sell securities. Charles Deveaux & Co. was organized in Europe to sell American securities, and bonds were often sold on consignment by English brokers.
Sometimes, New York banks or brokers with British correspondents would
sell railroad securities. Some British firms advertised in New York newspapers for issues to market in London. William Lance was one such broker. Five
percent sterling bonds of the Camden & Amboy Railroad were issued in London through Messrs. John Wright & Co. of London. The business of Baring
Brothers & Co. in the United States continued to grow. The firm had two
partners in the United States before the Civil War, Joshua Bates and Russell
Sturgis, and a special agent in Boston, Thomas Wren Ward.
Market Reversals
Andrew Jackson had laid the groundwork for the Panic of 1837 by his Specie
Circular and other actions. The panic itself was touched off on March 17,
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1837, after J.L. & S.I. Joseph Co. of New York failed. It was one of the larger
dealers in domestic exchange and acted as agents for the Rothschilds. The
firm’s failure was caused by collapse of cotton prices in New Orleans. During
the Panic of 1837, “hundreds of businesses failed, among them the bulk of the
curbstone operations and even some large Board houses.”48 Brown Brothers
made loans to Phelps, Dodge & Co. that saved that firm from going bankrupt. Three of the seven American banking houses in London failed after
the Panic of 1837. Baring Brothers was only wounded. Brooks Brothers, the
clothing firm, was forced to lay off 1,000 workers in the aftermath of the
Panic of 1837.
The Panic of 1837, a crisis in 1839, and one in 1841 evidenced that market
growth was uncertain and could slip suddenly. More recessions were experienced between 1845 and 1847, and a financial panic occurred in November of
the latter year. A panic and depression were experienced in 1851, during which
stock prices dropped sharply. The Erie Railroad went from 90 to less than 70.
Further trouble was caused by the Metropolitan Bank when it demanded that
the country banks redeem their notes in specie. This led to several suspensions. Still another panic occurred in the stock market in July of 1853. That
downturn was caused by a requirement imposed by the New York legislature
that banks publish their financial condition in the New York papers. The banks
called in a large number of their loans in preparation for the publication of
these statements. Even worse, the banks demanded scarce specie in payment.
This market drop witnessed the failure of Simon Draper, a noted railroad
banker, and several firms went down with him.
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3 The State Banks

The demise of the second Bank of the United States led to a “bank mania.”
Almost 200 new banks were organized between 1834 and 1837. This expansion was said to have led to “the (halcyon) days when there was a bank at
every cross roads.”49 The downfall of the Second Bank had other effects.
“The State Banks that were selected as depositories for the federal Treasury
expanded their issues and a multitude of other banks, old and new, went wild
in a general inflation of the circulation.”50 Bank failures was another growing
problem, even before the fight over the Second Bank. A total of 165 banks
failed between 1811 and 1830. Of the almost 550 banks in the United States
in 1828, 50 had suspended specie payments and 144 were completely bankrupt. These failures were due in large measure to the fact that many of the
state banks did not have sufficient capital to support their operations. Michigan became a center for questionable banks. “The banking system of the State
of Michigan . . . was, as practiced, entirely based upon frauds.”51 Michigan
banks were famous for the pictures of animals on their notes; a red dog or a
wildcat were commonly used. This gave rise to the name of “wildcat” banks,
which were marked by their lack of stability and suspect notes. Michigan was
not the only state with banking problems. The Mormon Bank in Ohio was
established in 1836 without any specie. Its notes had stamped on them “antiBANKing.” The bank refused to redeem its notes and failed a year later.
Banking Problems Grow
A committee of the North Carolina legislature found in 1829 that most of the
stock of the banks in that state had not been subscribed or paid for in specie.
North Carolina banks were engaging in other questionable practices. They
were buying their own notes at large discounts in New York and were speculating in cotton, in one instance making a profit of more than $8,000. An
Alabama state bank was found to be speculating in cotton, and shareholders
in other banks were paying for their shares with notes that were secured only
168

THE STATE BANKS

169

by the stock being purchased. Banks sometimes used remote locations as
their redemption points in order to avoid having to redeem their notes in specie.
Another method used by the banks to discourage specie demands was to refuse
to accept their own notes, except at a large discount. Customers were told
that, if they waited, the notes would be later redeemed at par, but such promises were not always kept. The states attempted to require the banks to redeem at par, but those efforts did not meet with success.
Abuses by bank managers were another concern. In one instance, some
5,000 shares of the Franklin Bank of New York were repurchased by the
bank from its management, leaving the remaining stockholders with capital
of less than fifty cents on the dollar for their investments. Bank directors
were discounting notes “out of doors” at 2 to 4 percent a month: instances
had “been known of Directors following unsuccessful applicants for ‘renewals of accommodation’ out of the Banking-house, and then discounting their notes for an extortionate premium.”52 Speculation in bank stocks
was another concern. Borrowers would sometimes “break” a bank by refusing to pay their loans. That threat would cause the value of the bank’s
notes to drop in value, and the borrowers would then purchase those notes
at a large discount. The discounted notes would then be used to pay off
the borrower’s debts.
The Suffolk System
The Suffolk Bank of Boston created a system in 1819 that sought to prevent state
banks from overissuing their bills. The Suffolk Bank agreed to redeem the bills
of New England country banks at par if those banks kept funds on deposit with
the Suffolk Bank. The New England banks were required to deposit at least
$2,000 with the Suffolk Bank. No interest was paid on the deposit, and the
amount of the required deposit varied according to the amount of business
done by the depositing bank. The Suffolk Bank redeemed the bills of the
member bank based on deposits on hand and could, at any time, demand
specie for bills being redeemed. The Suffolk Bank system evolved into a
cooperative agreement among seven Boston banks in which a clearinghouse
arrangement was used for notes of outside banks. The banks using this system could have their notes received at par in Boston and could be called for
redemption only at specified periods. Such redemption could be met by notes
of member banks in good standing in lieu of specie payments. Those banks
that refused to enter the system were required to redeem their notes in specie
on demand. The notes of the issuing banks participating in this system were
accepted widely without discount. The “self-stabilizing Suffolk System”
allowed the Suffolk Bank to monitor other banks53 and required smaller
banks to hold adequate specie to back their notes. The Suffolk Bank system was not without its critics. Opponents called it the “five-tailed
Bashaw” and the “Holy Alliance.”
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State Regulation
States began requiring banks to report on their financial positions in the early
1800s. Massachusetts passed such a statute in 1803. Albert Gallatin, the former
Secretary of the Treasury, stated in 1831 that “another great guarantee against
improper management is the obligation to make public annual statements of
the situations of the bank.”54 Gallatin asserted that “publicity is, in most cases,
one of the best checks that can be devised; it inspires confidence and strengthens credit whilst concealment begets distrust, and often engenders unjust suspicions.”55 The New York legislature required its banks to make semiannual
reports on their condition in 1838. Five years later, quarterly reports were
required. As another regulatory measure, the states required the banks to obtain a charter from the legislature before beginning operations. Such Bubble
Act requirements provided some check on the proliferation of the state banks,
but the corruption that often accompanied the legislative charters led to efforts to take this authority out of the day-to-day workings of the legislatures.
New York acted after the Panic of 1837 to allow banks to be incorporated
freely without requiring a charter from the legislature. Under such a “free
banking” system, anyone could charter a bank without legislative approval,
provided that they met certain minimum requirements. Several other states
followed this free banking approach to chartering. Michigan adopted such a
provision in 1838, as did Georgia. The free banking acts of Michigan and
New York were said to be “antimonopoly” statutes.
Some states required banks, as a condition for their charter, to make payments for education in the state. Some states adopted a “district system,”
which limited each bank’s business to a specified city or location that was
described in its charter. This effectively prevented branch banking by those
banks. Restrictions were placed on the amount of debt that a bank could incur
beyond a specified proportion of the bank’s capital. This required banks to
hold adequate reserves for deposits and helped prevent the overissuance of
banknotes. Virginia adopted such a measure in 1837. After the Panic of 1837,
several other states required specific amounts of specie in reserve. Georgia
required that specie on hand had to be equal to at least 25 percent of a bank’s
outstanding notes. Georgia further limited indebtedness of the bank to three
times its capital stock. Ohio adopted a requirement in 1839 that required specie
reserves of one-third of outstanding notes. Maine adopted a reserve requirement in 1846, based on an English banking act, that required every bank to
have specie in the amount of one-third of its outstanding notes that were in
excess of 50 percent of the capital of the bank. Specie in full was required for
every dollar of outstanding notes above 125 percent of the bank’s capital.
Massachusetts imposed reserve requirements that were based on deposits and
banknotes in circulation. In New York, Connecticut, and Ohio, only circulation was taken into account. Massachusetts law required its banks to keep
specie reserves equal to 15 percent of deposits and notes.
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Bank Regulation in New York
New York required loans by banks to be based on deposits of approved securities, which included federal bonds, New York State bonds and bonds of
other states, and mortgages on improved real estate with 50 percent equity. In
1843, New York required its banks to have their notes printed by the state
comptroller to assure that they did not exceed their reserve limits. New York
had set up a bank supervisory authority in 1829, and a more formal banking
commission was created to oversee banks after the Panic of 1837. The banking commission was authorized to inspect banks chartered in New York four
times a year. Several other states created banking commissions that required
examination of banks and gave bank supervisors or bank commissioners supervisory powers over the state chartered banks. Soon, bank examiners became a common part of the state regulatory structure. Among other things,
bank examiners in America were inspecting banks to measure compliance
with state reserve requirements. They were not always foolproof guardians.
In Michigan, bank specie was transported from one bank to another just ahead
of the bank examiner. New York abolished its banking commission in 1843. It
resumed banking inspections in 185156 after a Banking Department was created. Connecticut, in 1831, enacted legislation that gave banknote holders
preference over other creditors in the event of the bank’s failure. In 1846,
New York granted a first lien on bank assets to the holders of notes issued by
an insolvent bank. After the Panic of 1837, several states adopted legislation
that made bank stockholders liable for twice the amount of the par value of
their shares in the event of a bank’s failure. This was double liability. New
York adopted such a measure in 1846. Double liability would also be included in the National Banking Act that was passed during the Civil War.
Safety Funds
The first insurance for bank depositors appears to have been developed by the
New York Safety Fund law in 1829. This scheme, advocated by Governor
Martin Van Buren, may have been based in part on a Chinese model and on
general insurance principles: “A consideration of the nature of the bank-note
shows no reason on a priori grounds why its holder cannot be protected by the
usual means of insurance against loss.”57
The New York safety fund required each member bank to make an annual
payment to the fund in an amount equal to 0.5 percent of its capital stock until
those payments equaled 3 percent of the bank’s capital stock. The fund was to
be used to pay creditors of insolvent banks. If depleted by a failure, the fund
was to be restored by annual contributions of 0.5 percent until the fund reached
its original amount. The state comptroller was directed to invest the assets of
the fund. Any income was to be returned to the banks after expenses were
met. The safety fund provisions of New York were modified in 1837 so that
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the amount of the liability was limited to two-thirds of the fund for failure of
any one bank. The New York safety fund was not required to pay out any
losses until 1841, when a failure occurred at Palmyra, New York, as the result
of improper conduct by the bank’s president. In the following year, the New
York safety fund became subject to heavy liabilities after several banks failed.
About $2.7 million was required to cover the obligations of those banks, but
the fund contained only about $900,000. The fund then had to issue bonds
payable in future contributions. Six more banks failed. It was then discovered
that the safety fund law required payment of all debts of a failed bank, not just
its notes. In 1843, the law was modified so that the fund became responsible
only for the payment of defaulted banknotes. By 1845, ten banks had failed in
New York that were covered by the safety fund. Millard Fillmore, the comptroller for New York, found that the safety fund had been exhausted by 1848
because its contributors had “furnished tardy and inadequate security for the
notes of banks failing after 1842.”58 Fillmore noted that the safety fund would
have protected bill holders had it been used only for that purpose from its
inception. It was payment of other debts to depositors and general creditors
that exhausted the fund. The New York safety fund had a $10,000 balance
when it was eliminated in 1866. In the meantime, this funding scheme had
spread to other states, including Ohio, Iowa, and Vermont. All of the safety
funds were eliminated, however, when a federal tax imposed during the Civil
War stopped the use of state banknotes as currency.
State Involvement in Banking
Several states sought to curb the power of the banks in one way or the other.
South Carolina prohibited its banks from engaging in brokerage or factoring
activities or in trading merchandise. Georgia restricted its banks from engaging in speculative activities. Banks in Georgia were required to offer their
stock to everyone, and purchases were limited to 100 shares for the first thirty
days. After that period, the stock could be purchased in such amounts as desired by any individual. The Texas constitution prohibited banks until 1904.
Iowa, Arkansas, Oregon, and California prohibited banks before the Civil
War. Nevertheless, there were private bankers in those states. In Arkansas,
they included W.B. Wait and S.H. Tucker of Little Rock and B.L. Brittin &
Co. in Batesville. The latter firm conducted an exchange business. Judge John
Brown opened a bank in Camden, Arkansas, in 1858. Brown sold Mexican
coins, Tennessee paper, and uncurrent money.
Eight states owned their own banks during the 1830s. Most other states
owned bank stock in some amount. The Bank of South Carolina, for example,
was owned by the state and was its fiscal agent. In 1835, North Carolina
established the Bank of the State of North Carolina. That bank opened a branch
in Fayetteville to replace a branch of the Second Bank that had been discontinued after the fight with Andrew Jackson. Indiana established a state
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bank in 1835, and the state subscribed to half of its stock. The State Bank of
Indiana required its directors to examine the bank’s records quarterly, and the
bank’s president was required to make a surprise audit semiannually. This
bank was really a group of branches. The president and five directors were
elected by the legislature. The remainder of the directors were elected by the
branches. The stockholders in each branch were liable for the debts of that
branch up to the par value of their stock. The capital of the State Bank of
Indiana was paid in Mexican Spanish coin. Also circulating in Indiana were
ten-thaler gold pieces, which had been brought to the United States by German immigrants; silver, mostly as coin, was also circulating in Indiana and
other western states. The State Bank of Indiana turned to England to raise
additional capital. The bank sold coupon bonds that paid 5 percent interest in
London. The bank was dealing in bills payable in New Orleans on New York
exchange. A new bank of the State of Indiana was created around 1855. The
charter of the bank required that all of its circulating notes be signed by its
president, Hugh McCulloch. It took him weeks, signing at a rate of 4,000
signatures a day, to accomplish the task.
Private and State Banks
Numerous private banks operated in the Midwest. Over 400 private banks were
doing business in Ohio, Indiana, Illinois, Michigan, and Wisconsin in 1860. After
Indiana adopted a general banking law in 1853, almost 100 banks were chartered, and they issued a flood of paper money. Fifty-one banks failed in Indiana
between 1852 and 1857. Prior to the Civil War, state-owned and -managed
banks were operating in Illinois, Tennessee, Florida, Mississippi, Alabama, Ohio,
Kentucky, Tennessee, and Indiana. With the exceptions of Ohio and Indiana,
management by the states was often disastrous. The defaults by Mississippi
and Florida on their state bank bonds further underscored the precarious nature of state participation in commercial banking activities. The legislature in
Kentucky created a Bank of the Commonwealth that was owned entirely by
the state. The bank was authorized to issue $3 million worth of paper money
even though it had virtually no capital. If a creditor refused the bank’s notes,
any action by the creditor to enforce his debt was stayed by law for a period of
two years. This was a rather blatant attempt to evade the Constitutional restriction on states issuing bills of credit, but Kentucky’s action was upheld by
the Supreme Court even though such action appeared to conflict with an earlier decision. The change in approach by the Court was thought to be the
result of the appointment by Andrew Jackson of justices who were sympathetic to the state banks.
The North retained its primacy in banking. Some twenty banks in Philadelphia, including the Bank of North America, were still operating after the Panic
of 1837. The Bank of the United States of Pennsylvania was the largest. Next
in line was the Girard Bank, which had $5 million in capital. The Bank of
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America in New York was a leading banking institution in 1840. The Chemical Bank was organized in New York in 1824. At that time, it was called the
New York Manufacturing Company, which was a chemical company that
engaged in banking as a sideline until 1844, when it devoted its full attention
to banking. The company then changed its name to the Chemical Bank to
reflect its past as a chemical manufacturer. Prior to the Civil War, New York
banks often specialized in financing particular trades. The City Bank was the
bank for raw material financing. The leather merchants had their own banks.
The dry goods trade used the Park Bank and the Chemical Bank.
Southern Banking
By the 1830s, New York was “the center of Southern trade, and apparently
the creditor of the whole South.”59 This was because the southern banks were
slow to develop. The Panic of 1837 was another setback for the banks that
were operating in that region. Over twenty-two banks were opened in Tennessee during the 1850s, but they met with only mixed success. The Bank of
Tennessee, which was owned by the state, had to be liquidated. Further south,
the State of Mississippi lost some $5 million in investments it made in a bank
in 1838. Louisiana enacted a banking law in 1842 requiring Louisiana
banks to keep specie reserves equal to one-third of their notes and deposit
liabilities. This helped strengthen the Louisiana banks, particularly those
in New Orleans.
One of the better-known merchant bankers of the South prior to the Civil
War was Edmond Jean Forstall of New Orleans. He was a partner in Gordon,
Forstall and Co. This firm was associated with the Lizardi Brothers of Paris,
London, and Liverpool. Forstall organized a bank in which Baring and its
New York correspondents invested a large amount. His efforts led to the development of the so-called Forstall System, which sought to assure that banks
had adequate reserves to meet depositor demands. New Orleans made another contribution to finance. “According to one popular theory, the South
became known as the Land of Dixie because ten-dollar notes issued in New
Orleans bore the French word Dix (ten) on the back.”60 A more important
aspect of finance in the South involved the financing and sale of crops. That
process frequently involved “commission merchants,” who sold cotton or other
crops for planters on a commission basis. “Factors” acted as credit middlemen in the South, particularly for cotton. By 1842, cotton factoring was an
established business that provided an alternative to bank financing of crops.
Factors sold the commodities grown by the planters, made purchases for the
planters, and kept their balance sheets. The factors were paid a percentage of
the sales. Factors borrowed money from the banks and used it to factor the
accounts of planters. Factors were important to the banks because they provided credit information on the planters who were the ultimate beneficiaries
of the credit.
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“Plantation” banks were being formed in the 1830s. These were banks in
which plantation owners were shareholders. They contributed capital to the
bank by mortgaging their plantations and receiving bank stock in return. The
shareholders had first call on loans issued by their bank up to 50 percent of
their stock holdings. Loans had to be repaid in six installments. “Property”
banks were operating in the South prior to the Civil War. These banks sought
to attract foreign capital. Some railroads in the South found advantages in
becoming banks. The Georgia Railroad Company became a bank in order to
fund its railroad operations. It changed its name to the Georgia Railroad and
Banking Company. The Southwestern Railroad Bank was created for similar
purposes. Railroad banks also appeared in Mississippi; a total of ten were
created between 1833 and 1837. The Texas Railroad, Navigation and Banking Company was incorporated in Texas after Texas obtained independence
from Mexico. In 1837, North Carolina granted banking privileges to the Louisville, Cincinnati & Charleston Railroad Company. This railroad was authorized to form the Southwestern Railroad Bank.
Commercial Paper
Blake, Howe & Co. was conducting a business in bills of exchange, circular
letters of credit, and “good commercial paper” in 1856. By then, commercial
paper dealing was an established business in New York City. “Commercial
paper” was simply a reference to promissory notes issued by businesses to
creditors and resold at a discount to dealers in such paper. The business of the
state banks included receiving money on deposit, issuing banknotes, and discounting bills of exchange. Banks were loaning money on the basis of promissory notes and acceptances. An acceptance was a draft or bill of exchange.
The promissory note was becoming more important in the United States than
the bill of exchange, which was the dominant form of trade credit in England.
The banks sometimes granted credits on their books and transferred the amount
of credits from one merchant to another. At that time, it was “no longer possible for the merchant to buy and sell for ready money only, or for real money.
He must give and take credit, and give and take paper money, or give up
business.”61
Banknotes
Although numerous banks failed between 1839 and 1842, historians have
concluded that only a few of the state banks were actually “wildcat” banks
that issued notes without adequate reserves. However, banknotes were only
rarely redeemed for specie, and banknotes often traded at a discount that was
based, at least in part, on the financial community’s view of the banks’ ability
to pay. Over fifty exchange offices were buying and selling banknotes in
New York City in 1842. Money dealers were buying notes at discounts in
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Indiana and Illinois, where banknotes were frequently secured by state bonds.
The money dealers would exchange those notes at par for the notes they bought
at a discount. Banknote issues multiplied. James Haxby issued a Standard Catalog of Obsolete United States Banknotes, 1782–1866, which identified some 72,000
banknotes. Those banknotes were functioning as the nation’s currency, since there
was still no national currency, other than coins. The informality of this American
“currency” was sometimes startling. After the Panic of 1837, George Smith obtained a charter for the Wisconsin Marine & Fire Insurance Company. The currency shortage in the Northwest led this company to issue certificates of deposit
in denominations as small as one dollar. These certificates became known as
“George Smith’s Money” and circulated widely. Even though his company had
no legal right to issue such notes, this currency was considered the best available
in the Northwest.
More than a small amount of fraud and theft was occurring in banking transactions. In Georgia, $23,000 in notes were stolen from a bank in 1839. A Tennessee
bank was robbed of $28,000. Joseph “Shocco” Jones caused the failure of a Mississippi bank by posing as an agent of the federal government who was allegedly
authorized to collect federal deposits that had been placed in the pet banks. Jones
was able to obtain a large loan from the Real Estate Bank of Columbus, Mississippi, on the strength of this pretense. His claims were pure fraud, and the bank
collapsed. Forgeries of banknotes were a constant problem. Counterfeit notes
circulated widely. One counterfeit note issued in 1810 had circulated freely until
it was presented for redemption in 1879. An estimated one-half of the paper notes
in circulation were counterfeit. This gave rise to a market for publications that
identified counterfeit or altered banknotes, such as John Thompson’s popular
Banknote Detector. Thompson, a founder of the Chase National Bank and the
First National Bank of New York, also published Thompson’s Bank Note Reporter, which reported transactions and quotations for discounts and recorded
rates of exchange. In 1839, Bicknall’s Counterfeit Detector and Bank-Note List
described almost 1,400 counterfeit issues. Nicholas’ Bank Note Reporter listed
over 5,000 counterfeit notes. In 1859, Hodges’ Genuine Bank Notes of America
listed almost 10,000 notes that were issued by over 1,300 banks. Another service
was Monroe’s Descriptive List of Genuine Banknotes. An Association for the
Prevention of Counterfeiting, formed by the banks in 1853, was able to effect the
arrest of over 400 individuals. Coins were another target of counterfeiters. Among
those charged with counterfeiting was an uncle of Thomas “Stonewall” Jackson.
The uncle was counterfeiting half-dollar coins by coating lead slugs with silver.
He fled his indictment in 1844 and went to California, where he lost himself in
the gold fields.
Bank Branching
By 1848, some forty banks had over 200 branches. Most branches of banks
were located in the South before the Civil War. New York amended its laws in
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1848 to preclude branch banking. It was concerned that branches would
be located in remote places in order to create a large circulation of
banknotes that would be redeemed at a discount after circulating commercially. This concern initially gave rise to the opposition to branch
banking in the United States. Another frustration for banking was the
absence of a clearing system to exchange checks and bills among the
numerous banks operating in the cities and towns. Albert Gallatin had
suggested in 1831 that the banks should have daily settlements in order to
prevent dangerous expansions of discounts and issuance by banks. Gallatin
in effect was suggesting the creation of a bank clearinghouse system to
effect settlements. Such a system was already in use in London. A note
exchange system in Scotland dating from the 1760s was another precursor to modern bank clearing systems.
Clearing and Settlement
The New York banks settled balances with each other on a weekly basis
in the 1840s by having each bank’s cashier draw a check for the balances
due it from other banks. The bank then sent a porter out to collect those
balances. Some speculative banks took advantage of this system by carrying small debit balances with numerous banks, which totaled a considerable amount. The speculative banks discounted paper on those balances.
They would borrow enough money on Thursday to make the settlements
on Friday and then return the loan on Saturday. This settlement system
encouraged other schemes in which checks were exchanged all week
among three parties, each depositing checks against each other even though
they had no cash to back the checks. The participants in these schemes
would deposit the money on Saturday to cover the net of their weekly
transactions. They would do so by borrowing the funds from Saturday
until Monday when they would recommence their scheme. This practice
was called “flying paper” and later “kiting.”
Several New York banks agreed to establish a more formal settlement
system for their members and thus began the New York Clearing House
Association. The original plan for the clearinghouse was published in
Bankers Magazine in September of 1853. Sixty-two banks participated in
its organization. Operating out of the Bank of New York at 48 Wall Street,
the clearinghouse provided daily settlement for net balances among New
York’s banks. The clearinghouse concept spread from New York. Banks
in Boston and Philadelphia were soon using clearinghouse associations
to clear each other’s notes, checks, and commercial paper. The New York
Chamber of Commerce acted as a coordinating body for this clearinghouse association of “Associated Banks.” Later, the Metropolitan Bank
of New York acted as a central redemption bank in a manner similar to
the Suffolk Bank in Massachusetts.
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Checks
Checks were widely used to make payments all over the United States before
the Civil War. Brown Brothers was among those receiving checks from shippers who were using its services in the 1830s. The use of checks drawn on
banks was common enough to be described in a business manual in 1838. Merchants found checks convenient. The merchants would deposit money with
their bank for safekeeping and would later order the bank to pay a portion of the
deposited funds to a third party. The order to pay was simply a check. The soon
to be president, Millard Fillmore, was among those drawing checks on the
New York State Bank in 1849. By the time of the Civil War, checks were used
for a greater volume of payments than banknotes. “Exchange charges” made
by banks for clearing checks were a significant source of revenue. Out-oftown bank checks were cleared by correspondent banks. This often meant
that a check was routed long distances between correspondent banks, passing
through numerous banks before finally reaching the bank on which it was
drawn. The certification of checks by New York banks was a common practice. Initially, the banks would certify the checks only when the customer had
good funds on hand. Later, the banks began certifying checks without requiring funds to be on deposit, in anticipation of receiving the deposit. If payment
was not made promptly, the bank would loan the customer the funds and
charge interest. This arrangement was used by brokers to gain credit to speculate in stocks. It was quite risky for the banks.
Thrift Expansion
Savings banks were joined by building and loan associations before the Civil
War. Later called savings and loans (S&Ls), these institutions provided a means
to obtain loans for home purchases. The S&Ls stemmed from the English
building societies, which were themselves takeoffs on the “friendly societies,” which were small groups who made weekly contributions that entitled
them to benefits in the event of death, illness, or other incapacity. In America,
the first S&L appears to be the Oxford Provident Building Association, which
was created in 1831 in Frankford, Pennsylvania. The members who subscribed
to shares made monthly payments until they had together paid in $500. That
amount would become available for a loan, and members would submit bids
for the use of those funds to purchase a home. The Bowery Savings-Bank was
created in New York in 1834. The Brooklyn Building and Mutual Loan Association was formed in 1836. A savings and loan association was operating in
Connecticut in 1839. These S&Ls did not have shareholders. Instead, they
were owned by their depositors and provided a place for individuals to deposit their wages and to obtain small loans. The savings banks were usually
limited in their investments to real estate mortgages and highly rated bonds.
S&Ls were present in all of the eastern states before the Civil War. The
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First Permanent Building and Loan Association was chartered in 1843 in
Charleston, South Carolina. Such “permanent” plans permitted members of
the associations to keep their accounts separate. This allowed the members to
increase their savings as they desired—that is, members were no longer restricted to limited and specified contributions. A further variation was added
under the so-called Dayton plans, which allowed dividends to be withdrawn.
Other S&Ls used “permanent capital,” in which stock was purchased. In such
organizations, the S&L member was treated much like a shareholder in a
corporation. The savings banks had almost 80,000 depositors by 1840, over
250,000 by 1850. Deposits increased from $7 million in 1835 to $43 million
in 1850. By 1860, the savings banks were holding $150 million in deposits.
These institutions sought to provide access to banking facilities for small
retail customers, a class that the larger commercial banks largely ignored.
That client base was broadened in the 1850s, when so-called penny or five
cent savings banks were formed. These institutions allowed depositors to make
deposits of less than a dollar. The S&Ls were often used by immigrants. One
such institution that catered to German immigrants was the German Savings
and Loan Society, which was formed in San Francisco after the Civil War.
More Money Problems
Jay Gould, who would become one of America’s most infamous speculators,
reported in 1836 that many everyday business transactions in America were
still being measured in shillings. There were eight shillings to the dollar. The
lack of coins and the gold-to-silver ratio remained a concern in the nation’s
financial system. A committee was created in the House of Representatives in
1819 to investigate a reform of the coinage laws and to set a proper ratio of
gold to silver. The matter was studied for fifteen years with little effect. Nevertheless, the United States Mint was busy by 1833. In that year, almost $4
million in gold, silver, and copper coins were minted. The minted coins included half-eagles, quarter-eagles, half-dollars, quarter-dollars, dimes, halfdimes, cents and half-cents. Even so, coins remained in short supply.
Shinplasters filled the void caused by that shortage. Virginia, Tennessee, Louisiana, and Mississippi enacted laws against the issuance of notes under five
dollars. Georgia taxed small bills. The effort to stop the smaller notes was
unsuccessful: These statutes only exacerbated the shortage of small denomination currency, and small banknotes continued to circulate until 1862, when
the issuance of banknotes for less than one dollar was made a federal offense.
The shortage of small coins grew worse after the Panic of 1837, a problem
that had been growing for some time, as demonstrated by a May of 1835 newspaper advertisement placed by Spofford & Tileston that offered a premium for
Mexican coins. Spanish coins were still widely circulated in the United States
as late as 1850. In San Francisco in the 1830s, the shortage of coins led to the
issuance of tokens by businesses. Even houses of prostitution were issuing
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tokens to their customers for change. One such token was issued by the “Emporium of Joy.”
A private mint was created in Utah after the discovery of gold in California. It struck gold pieces in denominations between $2.50 and $20 between
1849 and 1860. The coins were pure gold and were so soft that they would
wear away considerably. “Hammered” dollars were circulating in Texas before its independence. These were Spanish coins that had been defaced with
hammers in order to remove their Spanish identity. Congress adopted a statute in 1850 that authorized so-called national gold banks that paid interest in
gold. These banks were really designed for California, where gold had been
discovered. The California constitution prohibited banks from issuing paper
money, and most Californians wanted only specie. The gold banks converted
into national banks in 1880. The United States Assay Office was issuing “slugs”
in 1851. These were $50 gold coins. In 1853, Congress acted again effectively to impair the dual standard of gold and silver by favoring the exchange
value of gold. This caused a decrease in the number of silver coins because
they were exchanged for gold under this formula. The result was that the state
banks remained the prime source of currency in this country. “Commercial
banks issued the only paper money circulating in the United States before
1862.”62 The number of those banks nearly doubled in the 1850s. By 1860,
there were over 1,500 banks in the United States that were issuing notes. By
the outbreak of the Civil War, 7,000 different banknotes were in circulation in
just the northern states. Some 50 million pieces of currency had been issued
by banks, transportation companies, and other private bodies. Some 5,500
fraudulent notes were also in circulation.
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4 Insurance in America

Like many other aspects of our financial system, insurance is largely an
import from England. The concept was itself introduced into England by
the Lombards in the thirteenth century. The use of insurance grew only
slowly, but it was given a boost in 1574 when Queen Elizabeth granted
rights to make and register assurances at the Royal Exchange in London.
England passed an act in 1601 concerning marine insurance, which was
the principal risk being insured at that early date. The statute described a
“Policie of Assurance” as the means by which “it comethe to pass, upon
the losse or perishinge of any Shippe there followethe not the undoinge
of any Man, but the losse lightethe rather easilie upon many, than heavilie
upon fewe.”63
Lloyd’s of London
Lloyd’s of London began at Edward Lloyd’s Coffee House in Tower Street
in 1688, but the coffeehouse moved operations a few years later to
Lombard Street. The merchants gathering there were largely concerned
with shipping and its attending risks. In 1696, Lloyd’s News, containing
shipping and other news, was being published three times a week. Lloyd’s
News lasted only about a month but was followed by Lloyd’s List, a daily
journal of shipping information. The Royal Exchange Assurance was chartered in England in 1720. It was initially devoted to marine insurance.
Marine insurance underwriting for shipping to the colonies and elsewhere was arranged through the merchants who met at Lloyd’s. Policies
that could not be written by a single individual were underwritten by several merchants. Lloyd himself died in 1713 and was replaced by another
individual as the master of Lloyd’s Coffee House. In 1771, a group of
merchants decided to set up a formal organization of insurance underwriters that would build a new Lloyd’s Coffee House. Later, in 1773, this
group began operating out of the Royal Exchange. Lloyd’s was supplying
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other forms of insurance. By 1691, insurance brokers at Lloyd’s were writing insurance on highway robbery and on female chastity.
Life Insurance
Life insurance policies were offered in England as early as 1583. In that year,
a term policy for one year was written on the life of William Gibbons. This
was a bet by sixteen men who were giving odds of 2,000 to 160 that Gibbons
would survive the year. Gibbons actually died twenty days before the expiration of the policy. The parties who underwrote the contract then sought to
avoid liability, claiming that a year should be based on twelve times four
weeks of twenty-eight days, but the court refused to accept this claim and
they had to pay the policy. Some later English policies insured captains and
important passengers against capture by pirates and privateers. These policies were designed to allow a ransom to be paid so that the captives could be
freed. The ransom insurance business would stage a remarkable comeback at
the end of the twentieth century as corporate kidnappings became a popular
crime. Travelers would on occasion deposit a sum of money with a merchant
and receive a larger amount on their safe return. If the traveler did not return,
the merchant kept the money. Insurance was being written in 1664 against the
event of war breaking out during that year. These and other contracts were
often used as wagers or payments on the happening of some contingency
such as marriage or the birth of children. To stop that evil, England prohibited
insurance agreements on marriages, births and christenings in 1712.
Marine Insurance
Policies that allowed wagers on the successful arrival of a ship were another
common practice in England before 1746. They were then prohibited “because the permitting of them has been productive of many pernicious practices, whereby great numbers of ships with their cargoes have been fraudulently
lost.”64 One popular English marine insurance scheme involved “coffin ships”
that were overloaded and overinsured and sent on long voyages in the hope
that they would sink. These abuses were not stopped until 1876, when Samuel
Plimsoll convinced Parliament to pass the Merchant Shipping Act, which required British shipowners to put a “Plimsoll mark” on the sides of their vessels. If that mark was submerged below the water line of a ship upon leaving
port, the vessel was denied the right to exit.
Fire Insurance
Although the insuring of houses and goods had begun in England in 1567, it
was not until the Great Fire of London in 1666 that broad-scale fire insurance
schemes were devised. Enormous fires swept through many other major cit-
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ies around the world, including Hamburg in 1640, Paris in 1745, Philadelphia
in 1792, and Leningrad in 1827. All gave impetus to the need for fire insurance. From the London disaster emerged the “Hand in Hand for the Amicable
Contribution Society.” This was a mutual insurance company in which annual premiums were paid into a common fund that was used to compensate
for fire losses of members. By 1718, over 3,500 homes were insured by the
Hand in Hand. Another product of the London fire was the Phoenix Fire Office. It was created by Nicholas Barbon, a dentist and housing contractor who
agreed to build houses and to rebuild them if they burnt down. The Phoenix
Fire Office charged a premium of 2.5 percent of the rental value of a brick
building and 5 percent for wood buildings. A competing fire insurance company was the Sun Fire Office, which was established in London in 1710.
Insurable Interest Requirement
The Equitable of London was the first insurance company that specialized in
life insurance. The Royal Exchange Assurance and the London Assurance
were given corporate charters to issue life insurance in England. That right
was extended to America in 1741.
Life insurance was not always viewed as a prudent investment. Several
European countries, including France, Holland, and Sweden, banned life insurance during the sixteenth and seventeenth centuries, on the grounds that
early life insurance was effectively a bet or gamble on someone’s life and
sometimes led to murder. One common speculation was a life insurance contract on the death of kings and the election of popes. “Policies were openly
laid on the lives of all public men.”65 Insurance policies were also written on
other speculations, including stock prices. To stop such gambling, insurance
contracts in which there was no “insurable interest” were considered to be
wagers and were unenforceable at law. In one instance, the English courts
refused to enforce an agreement in which 40 guineas was paid in exchange
for a promise to pay £100 in the event that Brazilian shares should be executed, at a certain sum, on a specified day.
The requirement of an insurable interest lessened, and eventually eliminated, the resistance to insurance. Still, there were abuses. In the 1760s, gambling continued in insurance policies at Lloyd’s. Bets were taken on whether
Parliament would be dissolved and a new election called, whether East India
Company stock would fall to £175 per share within three months, whether the
Bank of England’s notes would be discounted, whether Britain would go to
war, and whether the king’s mother was dead. Premiums were paid ranging
from £5 to £50. The winner of such an insurance bet would receive £100.
Silas Deane, the American purchasing agent in France during the Revolutionary War, used advance information from his position as an American commissioner to buy insurance policies at Lloyd’s of London that were wagers on
whether war was likely between Britain and France within a year. Another

184

FINANCE BEFORE THE CIVIL WAR

policy was a bet on whether the United States and France would form an
alliance, which Deane knew to be imminent. Deane sent an express messenger from Paris with the news in advance of the official announcement in order
to make money in Change Alley in London. Another doubtful practice would
presage the modern viatical settlements with AIDS patients. Insurance policies on individuals who were dying or could no longer meet their premiums
were sold at auction in London. It was a sordid spectacle as prospective purchasers sought to determine which of the insured were most likely to die first.
An American visitor, watching such an auction at the Royal Exchange in London in 1844, remarked, “I have seen slave auctions” and “I could hardly see
more justice in this British practice.”66
Annuities
Annuities were another financial tool introduced into America from Europe.
Annuities were bestowed by the Crown or even sold by lottery to raise funds. To
finance its war against France, the English government sold annuities that guaranteed 14 percent for life. In 1694, the British government granted annuities that
became the subject of speculation. By 1698, insurance brokers were issuing annuities to private purchasers, and annuities were being used to raise capital for
businesses. One enterprise was the Beech Oil Company; another was the Stock
for Improving the Fishery. The bubble schemes that were popping up around
1720 included several annuity proposals. Science intervened to make annuities,
and life insurance, a more stable investment. John De Witt’s observations of
human mortality and calculations on the value of a life annuity were made in
1671. Life annuity tables were developed in 1686. Further work was done on the
calculating value of annuities in 1693 by Sir Edmund Halley, of Halley’s Comet
fame. He created one of the first scientific mortality tables; based on deaths in
Poland, it determined that average life expectancy was then 42. The English
government conducted several studies of mortality rates beginning in 1829 that
gave further scientific effect to the calculation of annuity values.
Other Forms of Insurance
The insurance concept spread to cover other risks. The first fidelity insurance
company, which insured the honesty of employees, was formed at the Devil
Tavern in London around 1720. In 1840, the Guarantee Society of London
was created for writing surety insurance. Reinsurance was established in England by the first half of the nineteenth century. Regulation was another byproduct of the English insurance business. By 1720, a Publik Assurance Office
on the Royal Exchange was monitoring insurance policies and ferreting out
illegal and fraudulent practices. The London Chamber of Insurances required
registration of insurance contracts. The Chamber issued a certificate of loss
after an investigation of a claim.
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Marine Insurance in America
The colonists in America began their own marine insurance operations at an
early date. One means for insuring marine cargoes during the colonial period
was to divide the ownership of the vessels among several merchants. This
spread the risk, should the ship founder. Later, marine insurance was sold by
individuals or groups of underwriters. A public insurance office was operating in Philadelphia in 1721, and advertisements for marine insurance policies
were placed in the Philadelphia newspapers at that time. Joseph Marion was
conducting a marine insurance business in Boston in 1724. Between 1721
and 1796, the number of underwriters for marine insurance in Philadelphia
grew to include some twenty-two offices. The first example of reinsurance in
America appears to have occurred when Thomas Ritchie, an insurance underwriter in Philadelphia, became concerned that a vessel that he had insured
was lost at sea because it was overdue. He convinced another underwriter to
assume half of his risk for a premium of 20 percent. Reinsurance, thereafter,
became more common. In October 1757, Thomas Willing formed Thomas
Willing & Co. to underwrite marine insurance. Robert Morris joined this partnership, but the firm’s insurance business lasted only for two years.
Insurance underwriters were congregating at the London Coffee House in
Philadelphia by 1762. John Kidd and William Bradford underwrote risks at
that location. The Insurance Company of the State of Pennsylvania was formed
in 1794 for the purpose of underwriting marine insurance. By 1750, marine
insurance was issued in New York as well as Philadelphia. The Hartford and
New Haven Insurance Company was formed to issue marine insurance in
Connecticut in 1794. An insurance office was kept in a room in the Bunch of
Grapes Tavern in Boston in 1798. When insurance was desired, a vessel’s
name would be written on the policy, and individuals who wanted to provide
the insurance would state the amount they would provide and subscribe their
names on the policy as underwriters. Several marine insurance companies
were chartered between 1790 and 1815. Rhode Island became a center for the
chartering of insurance companies just before the beginning of the nineteenth
century. It by no means enjoyed a monopoly, however, for by 1800, there
were some thirty insurance companies operating in the United States. They
mostly insured against fire and marine losses.
Fire Insurance in America
The earliest fire insurance schemes in America involved the organization of
fire brigades. This occurred in Boston in 1653 and in Philadelphia in 1730,
where Benjamin Franklin organized a fire company. An unsuccessful effort
was made in 1728 to establish a New England Sun Fire Office of Boston to
insure homes and household goods from loss by fire. The English insurance
companies had more success in New York, but “buy America” preferences
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dried up that market for the British after the Revolution. An early American
fire insurance company was the Friendly Society of Charleston, South Carolina, formed in 1735.The Philadelphia Contributorship for the Insuring of
Houses from Loss by Fire was created in 1752 and chartered in 1768. It issued policies similar to those used by the Hand in Hand in London. Benjamin
Franklin was among its organizers. The Philadelphia Contributorship refused
to insure houses that had trees in their front yards because of the difficulty of
fighting fires at such locations, and it charged higher rates for homes that
were not made of brick. The Philadelphia Contributorship computed policies
and payments in both dollars and pounds until 1815, when it dropped the use
of the pound. This insurance company was still in existence as the twentieth
century was closing. The Mutual Assurance Company for the Insurance of
Houses from Loss by Fire was another Philadelphia fire insurance society. It
was called the Green Tree Company because it used the symbol of a green
tree to show that it insured houses with shade trees. The Green Tree had issued 459 policies by 1794, investing the proceeds from those policies in public stock and securities of private companies.
The early fire insurance companies in America operated mostly as partnerships. Joint-stock companies and “mutual” associations, such as that used by
the Hand in Hand in England, were later formed to issue insurance. The first
stock insurance company to be incorporated in America was the Baltimore
Fire Insurance Company. It was chartered in Maryland in 1787. The jointstock companies were organized for shareholder profit. Their capital was raised
through stock subscriptions, and their shareholders retained the profits. Mutual companies did not rely on capital stock subscriptions. Instead, their capital was obtained from premiums paid by policyholders. The mutual companies
operated on the principle that each insured person was a member of the company. The first policies of the mutual societies provided for any excess capital
or dividends to be paid to the annuitants or other distressed insured parties.
Later, the policyholders in a mutual company divided profits from premium
investments among themselves. One barrier to insurance sales was a belief
among many that insurance was not in keeping with the religious concept of
letting God provide. The mutual companies later turned this criticism around
by asserting that life insurance served a missionary purpose of protecting
dependents and loved ones.
Mutual Insurance
Numerous mutual insurance companies were incorporated in New York after
1783, including the Mutual Assurance Company of New York, which was
created in 1787 and chartered twelve years later. It changed its name to
Knickerbocker Fire in 1846. The Eagle Fire Company was organized in New
York in 1806. Mutual insurance schemes spread to other states. The Baltimore Equitable was created in 1794, as was the Mutual Assurance Society
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Against Fire on Buildings of the State of Virginia, which insured Mount Vernon
and was still operating at the end of the twentieth century. The Massachusetts
Charitable Fire Society was incorporated in 1792 for the purpose of “founding a fund, the income of which should be applied, not only to relieve the
sufferings arising from the ravages of fire, but also to inaugurate measures for
lessening the extent of the evil.”67 The Massachusetts Mutual Fire Company
was chartered in 1798. It was insuring first-class houses or stores at thirtyfive cents per $100. Paul Revere was among those petitioning for the issuance of a charter for this company. Several insurance companies were started
in Boston in 1803, including the Suffolk Insurance Company, the New England Insurance Company, the Boston Marine Insurance Company, and the
Massachusetts Fire and Marine. The Hartford Insurance Company was incorporated in 1803. It was a marine insurance firm but was merged with another
company in 1825 in order to write fire insurance.
Annuities in America
Although there was very little life insurance written in the colonies, annuities
did receive attention. The first annuity contract in America was issued on
May 22, 1761. It was the product of the Corporation for Relief of Poor and
Distressed Presbyterian Ministers and of the Poor and Distressed Widows
and Children of Presbyterian Ministers that had been incorporated two years
earlier. The contributors to this scheme paid two to seven pounds each year in
“current money” of Pennsylvania. Benefits varied in proportion to the size of
the premium. The beneficiaries were given annual payments that varied from
ten to thirty-five pounds. The first annuity payments was due one year after
the death of the insured. The Presbyterian Ministers Fund was the first corporation in America. Its charter was obtained by Thomas and Richard Penn, the
sons of William Penn. The successor to the Corporation for Relief of Poor
and Distressed Presbyterian Ministers and of the Poor and Distressed Widows and Children of Presbyterian Ministers was still operating in the 1990s.
It was the Covenant Life Insurance Company, which merged with the Provident Mutual Life Insurance Company in 1995.
Around 1772, William Gordon published a plan of a society for making
provisions and life annuities for widows and granting annuities to persons
after certain ages. The plan contained tables for calculating what the members would have to pay in order to secure an annuity. The Equitable Life
Assurance Society was formed in 1762 to sell annuities. The Congregational
Charitable Society was established in Massachusetts in 1786 to provide funds
to the families of needy clergymen. The annuities issued by the Congregational Charitable Society sought to provide a life annuity. Various other fraternal societies provided benefits for families of deceased members. One of
the depositors at the Bank of North America in 1790 was the Free African
Society, a fraternal organization created to help blacks in Philadelphia and to
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provide support “in sickness and for the benefit of widows and fatherless
children.”68 “In 1810, Philadelphia blacks founded an African Insurance Company that dissolved in 1813 from lack of response.”69
Life Insurance in America
Some early life policies issued in the United States were written by
branches of English companies. The life insurance contracts used in the
United States were also based on those used in England. Generally, these
policies covered the risk of loss of life on sea voyages. Their provisions
were fairly complex and often involved the grant of an annuity, rather
than a lump sum. Generally, the annuity payment would not commence
until one year after the death of the insured. The annuities were not transferable, but contingent beneficiaries were permitted, as when the widow
was deceased and the children of the insured were alive. The Reverend
Dr. Wigglesworth at Harvard compiled what appears to be the first American mortality table in 1789. About 5,000 deaths were considered in that
study. Tuckett’s Monthly Insurance Journal began publication in 1852. It
sought to encourage more scientific actuarial calculations for insurance
companies. The American Experience Table of Mortality was published
in 1858 and became a part of New York law. This table was used by most
of the insurance companies until the 1940s. It was based on mortality
rates from 1843 to 1858. The Manhattan Company began insuring lives
and granting annuities in 1800. The Pennsylvania Company for Insurances on Lives and Granting Annuities was started in 1812.
Tontine Schemes
A popular form of life insurance was the tontine plan, named after Lorenzo
Tonti, the seventeenth-century Neapolitan financier who brought his scheme
to the court of Versailles. These plans varied in their complexities, but generally provided an annual life income to subscribers who lived beyond a specified date. This was accomplished at the expense of the subscribers who died
earlier. At some specified future year, the remaining principal of the contributing investors was divided among the survivors. England sought to raise
money through a tontine scheme in 1692. Alexander Hamilton had wanted to
use a tontine to raise money to liquidate the national debt after the Revolutionary War, but this scheme was not carried out. The Boston Tontine Association was promoted in 1791 but was denied a charter. The promoters then
changed their purposes to create the Union Bank, and a charter was granted.
As already noted, such a scheme was used to build the Tontine Coffee
House in New York, which became the center of commerce and stock
trading for several years after the Revolution. The building was given to
the last seven survivors.
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In 1792, subscriptions were sought for the Universal Tontine. The issuance of its shares was unsuccessful. It was then converted to the Insurance Company of North America (ICNA) by Samuel Blodget Jr., architect
for the first Bank of the United States, and Ebenezer Hazard, the postmaster general. Several other merchants subscribed to its shares, which
sold for $10 each and were payable in installments. The company stated
that its purpose was to write marine, fire, and life insurance. ICNA was
one of the few companies chartered to write multiple lines of insurance.
ICNA wrote a policy in 1794 that insured Captain John Collett against
Barbary pirates on a voyage from Philadelphia to London. Collett paid a
premium of 2 percent or $100 for a $5,000 policy for this single voyage.
The company sold a life insurance policy on the life of John Holker in
1796. ICNA agreed to pay £24,000 in the event of his death. This was
term insurance that was to last for a period of approximately three months.
Thomas Greeves obtained a life insurance policy in 1813 from ICNA. It
was for a term of three years and was taken out by the firm of Comle &
Wright. Greeves was prohibited from traveling south of Maryland during
the summer, which was the malaria season in that area. Despite these
efforts, ICNA was unable to make a success of its life insurance business
and was concentrating entirely on marine insurance by 1817.
Term Insurance
Life insurance did not become broadly popular in the United States until
the 1840s. Even then most life insurance was term insurance. Those policies had no cash surrender value. Some term insurance holders were people
who were about to embark on a hazardous enterprise, such as a long sea
voyage, which made their mortality risk higher. Term policies had to be
individually negotiated. Otherwise, life insurance policies excluded coverage when the insured traveled abroad or passed the southern boundaries of Virginia or Kentucky. Such limitations would gradually be lifted.
Insurance for travelers would become a specialty of the Traveler’s Insurance Company during the Civil War. The Pelican Life Insurance Company of London sought to issue life insurance in America by opening a
Philadelphia office in 1807. In 1809, the Pennsylvania Company for Insurances on Lives and Granting Annuities was formed. It operated principally as a life insurance company, offering term insurance for one or seven
years. This company refused to pay benefits for deaths from duels, suicides, or “the hands of justice.” Also excluded were deaths at sea, in certain parts of Canada, and in “the deep south, with its fever-ridden
swamps.”70 This entity later became a trust company. The Hartford Insurance Company was created in 1810. It would insure the lives of both
Robert E. Lee and Abraham Lincoln.
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Insurance Company Growth
In 1818, thirteen of the twenty-nine securities traded on the New York Stock
and Exchange Board were insurance companies. Twenty-three life insurance
companies were founded between 1812 and 1842. Only five of them would
survive into the next century. Even so, the number of insurance companies
continued to grow. The Massachusetts Hospital Life Insurance Company
(MHLIC) was organized as an insurance company in 1818. It was authorized
to make life insurance contracts, grant annuities, and administer trusts and
endowments for children. This company issued term insurance policies of
one or seven years, as well as for the entire life of the insured.71 MHLIC
quoted insurance on the basis of each $100 of coverage for ages from ten to
sixty. The annual payments for a person age twenty-five were $2.64 for a
lifelong policy or $1.68 for one-year term insurance. MHLIC’s charter was
amended in 1823 to empower it to receive money and property in trust. It then
began “what might be considered the first type of commingled trust fund”72
and what could be viewed as a predecessor to the modern mutual fund. MHLIC
placed funds that it received in a common fund for joint management along
with funds of the company. Participation certificates were issued to individuals who invested funds in this scheme. They were entitled to receive the value
of their proportionate share of the common fund. The trustees received a fixed
fee for their management.
The New York Life Insurance and Trust Company was founded in 1830 by
directors of the Bank of New York. It was publicly advertising its rates for
insurance on individuals’ lives or the lives of others in 1835. Such insurance
could be purchased for the duration of the individual’s life or for a limited or
term period. The premiums were set for individual ages. For example, the
premium for an individual thirty years old was $1.31 per year for each $100
of insurance. In addition, the company took deposits and paid interest of 4.5
percent for any sums on deposit of over $100. The North River Insurance
Company in the City of New York was chartered in February of 1822. The
promoters of this corporation included William B. Astor, Richard Whiley,
and others. It was a fire insurance company that was to be managed by thirty
directors. The stock of the company was transferable, but the company could
make additional capital demands on shareholders and freeze their stock until
payment was made. Such action was not often necessary in the early years of
American life insurance companies. Joint-stock insurance companies were
paying dividends of 5 percent semiannually in 1825. The Ocean Insurance
Company paid dividends of 20 percent in 1828. In that year, the American
Insurance Company in New York paid two 12 percent dividends. Those dividends were increased to 15 percent semiannually in 1829. The United States
Fire Insurance Company declared a dividend on the same day. The Papapsco
Insurance Company of Baltimore had paid dividends of 52 percent for the ten
years prior to 1828.
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The Aetna Fire Insurance Company of New York held a shareholders’ meeting in 1835 where thirty directors were elected. Aetna declared a dividend of
4 percent out of profits for the last six months in 1835. That company would
not write its first life insurance policy until 1850. The Girard Life Insurance
Annuity and Trust Company was chartered in 1836 in Philadelphia. It used an
annuity table for insurance rates. This company allowed policyholders to participate in profits in 1836, but the first policy dividends were not distributed
until 1844. By 1868, Girard Life had issued over 5,000 policies. The New
England Mutual Life Insurance Company was chartered in Massachusetts in
1835, but it did not begin business until 1843. This company allowed policyholders to pay for part of their premium by using their own notes—that is,
they were allowed to borrow the money. The Mutual Insurance Company of
the City of New York claimed in 1835 that it was the oldest fire insurance
company in the city. It insured against loss or damages by fire dwelling houses,
warehouses, buildings in general, merchandise, ships in port, household furniture, and every description of personal property. It was said to be the first
successful mutual life insurance company. Morris Robertson, the head of the
Mutual Insurance Company between 1842 and 1847, introduced the level
premium policy, or ordinary life insurance, which allowed policyholders
to pay the same premium amount throughout the life of the policy. At
first, however, the amount of the insurance could not be increased once
the policy was issued.
MLIC and Other Companies
The Mutual Life Insurance Company of New York (MLIC) began operations
in 1843. Its charter provided that premiums would be fixed by the trustees of
the business and put into a common fund. Benefits would be paid from that
common fund. Dividends were to be distributed every five years, and later
annually, to members. Liability was limited to the amount paid into the common fund. MLIC’s charter allowed it to invest only in mortgages of unencumbered real estate within the state of New York, and the real property had
to be twice the value of the mortgage securing it. Investments could also be
made in the bonds of the United States or New York State or municipalities. A
policy being offered by MLIC in 1853 allowed the insured to “buy small
amounts of insurance whenever he had the funds available and freed him
from the usual procedure of having to meet stipulated payments at regular
intervals for a given amount of insurance.”73 MLIC additionally offered deferred annuities. Under these policies, the annuity payments would not begin
until some future period.
The Connecticut Mutual Life Insurance Company was founded in 1846.
The Manhattan Life Insurance Company of New York was formed in the
early 1850s. It was intended to be a profit institution with some mutual insurance aspects. It promoted a life insurance system that was based on a “stock
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plan.” Under this plan, the insured paid a level premium during the life of the
policy, and the beneficiary received the amount named in the policy upon the
insured’s death. Alternatively, the insured could seek insurance under a “mutual” system in which the insured paid an annual premium and the beneficiary received a specified sum plus any additions from profits or dividends of
the company. As another alternative, the insured could have premiums reduced by dividends and profits of the mutual system. Profits of the company
were divided every three years for the mutual holders. The Manhattan Company allowed policy loans where the annual premium was more than $40. In
such cases, the company allowed a portion of the accumulated premiums to
be used as a loan to the insured. This loan was secured by the policy and
dividends. The loan has to be repaid at the death of the insured. The amount
of the loan was then deducted from the proceeds of the insurance.
The insurance companies sometimes sought to expand their financial services into other areas. The Kentucky Insurance Company, which was chartered in 1802, had the exclusive right to insure commodities transported on
the Mississippi River and its tributaries. The company was also authorized to
issue negotiable notes, which allowed it to transform itself into a bank. The
Wisconsin Marine and Fire Insurance Company was rechartered in 1839 and
given the power to receive deposits from customers. It could not, however,
issue banknotes because it was not a bank. The proprietor of the bank, George
Smith, issued certificates of deposit in lieu of banknotes, which circulated as
currency. Some $1.5 million of these certificates of deposits were outstanding in 1852. The Wisconsin legislature then adopted a law that required these
certificates of deposits to be redeemed, and the company had to incorporate
as a bank.
The Great Fires
The great fire of New York in 1835 bankrupted many of the privately owned
fire insurance companies in that city. Twenty-three of twenty-six insurance
stock companies failed, at great loss to the insured. Most of the remaining
insurance companies in New York City were then rendered insolvent by the
financial panic that occurred in 1837. Because of these events, there was little
capital available to start new insurance companies. This led to the expansion
of mutual insurance schemes. The Chicago fire in 1871 would later wipe out
many other insurance companies. It was followed by the Boston fire in 1872,
which also had adverse affects on insurance companies in that city, particularly Aetna. Despite setbacks, the insurance industry continued its expansion.
In the period between 1840 and the outbreak of the Civil War, the life insurance business in America grew rapidly. Outstanding life insurance totaled
$10 million in 1840. By 1860, $180 million of life insurance was in effect, as
well as some $3 billion of fire and marine insurance. This was the “bubble
era” of life insurance. The number of insurance companies during that period
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increased almost threefold. By 1850, almost fifty companies were involved
in life insurance. They were centered in New York, Philadelphia, and Hartford, Connecticut. These companies often accepted notes as payment for insurance premiums.
Insurance Regulation
Abuses were appearing, including loans to insurance company directors from
premium reserves held to pay beneficiary claims. As a result of such practices, the insurance companies became an early target of state regulation, which
sought to assure that sufficient reserves were maintained to meet claims. In
1837, Massachusetts required insurance companies to maintain a fund to assure that they could carry out their contracts. This was a reserve requirement
or “unearned premium fund.” Elizur Wright published policy valuation tables
for insurance in 1853 that could be used to set reserve requirements. It had
taken him nine years to prepare those tables. A general insurance law was
adopted in New York in 1851. It restricted the investment activities of mutual
companies. The New York legislature went further in 1853 with an unearned
premium reserve requirement. The New York law required a specific percentage of unexpired premiums to be set aside to meet claims. In another reform,
New York allowed married women to insure their husbands’ lives, and their
policy benefits were exempt from the claims of the husband’s creditors. New
Hampshire was the first state to create a regulatory body to regulate insurance
companies. A New York Insurance Department was created in 1859. It was
needed. In that year, over $30 million of insurance was written. Massachusetts strengthened its board of insurance commissioners and provided for more
expansive state supervision of life insurance.
Insurance Agents
Insurance sales provided a nationwide market for the developing insurance
companies. Those sales were facilitated by networks of “agents.” The Insurance Company of North America was appointing agents outside of Philadelphia, where it was located, to sell policies as early as 1812. This was apparently
the first use of insurance agents. The company set rates and accepted policies
based on reports from agents. Such agents soon became a common feature of
the insurance industry. William Bard, the president of the New York Life
Insurance and Trust Company, employed agents to sell insurance in 1831. In
1837, Johnson, Hodge & Co. were appointed as “Agents” for the Cleveland
Insurance Company “to effect insurance against fire on dwelling houses, stores,
furniture, etc.”74
The “general” agents employed by the insurance companies were “semiautonomous.” They hired their own employees and agents and would sometimes desert to other companies when they were offered higher commissions.

194

FINANCE BEFORE THE CIVIL WAR

General agents and their sales force kept a portion of the premiums paid on
the insurance policies they sold. In the 1840s, insurance agents received some
5 to 10 percent of the first year’s premium and 5 percent on renewals. Sales
manuals were used in the 1840s to show agents how to make more sales. The
agency system was further facilitated by the use of printed policy forms that
were in widespread use by 1855, a practice that was often abused. Many of
the forms were so convoluted, and contained so many exculpatory provisions, that it was difficult for the insured to know exactly what they were
being insured against.
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5 The Panic of 1857

The sale of federal bonds was a growing area of finance. Between 1837
and 1843, almost $50 million in Treasury notes was issued by the federal
government. The war with Mexico from 1846 to 1848 increased government expenses by another $60 million. As in other wars, those expenditures were financed largely by sales of Treasury notes and government
“stock.” August Belmont, the Rothschilds’ American agent, helped to
underwrite a substantial portion of those loans. Corcoran & Riggs, a private bank, was another firm involved in this financing effort. It had been
one of Andrew Jackson’s pet banks. Corcoran & Riggs purchased blocks
of government securities in amounts of $50,000 and resold them at a
markup. The firm would then purchase another block and repeat the process. Corcoran and Riggs was politically well connected. The firm retained Daniel Webster to aid its operations. Charges were made that the
firm made $500,000 from the Mexican claims settlement process after
William Corcoran bribed public officials. Although Corcoran & Riggs
lost its patronage when Franklin Pierce became president, a founder of
the firm retained enough wealth to create the Corcoran Art Gallery in
Washington, D.C.
An opportunity for speculation on debt assumption arose when Texas
became a state. A bill was passed by Congress that provided for payment
of some $5 million to retire a portion of the debt of the Republic of Texas.
Texas had issued over $10 million in bonds and certificates of various
types in order to fund its struggle for independence. These instruments
were trading at a sharp discount, but certain of the instruments would be
paid at par under the federal legislation. A lobbyist, Francis J. Grund,
bought Republic of Texas certificates in anticipation of their assumption
by the federal government. The key was to know which debts would be
assumed. As a lobbyist, Grund had that knowledge, and he was able to
make a large profit.
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The Exchange Business
The Supreme Court noted in 1850 that a bill of exchange was worth whatever
the rate of exchange was between the places where it was drawn and where it
was made payable. That rate was determined by the supposed expense of
transporting the specie from one place to the other and by supply and demand. The money exchange brokers were paid a commission on bills of exchange that varied from one-fourth to one-eighth of one percent. Those brokers
monitored the current market value of exchanges. They would negotiate, or
effect for others, the purchase or sale of bills of exchange, often in other states
or foreign countries. E.W. Clark & Co. was a leading money exchange firm
that bought and sold notes and bills and negotiated private drafts on houses in
other cities. Foreign exchange in gold and silver was another aspect of its
business. Much borrowing by merchants was conducted through these money
brokers. The firm often overdrew its own account during the day, and it was
necessary for the firm to cover itself by borrowing from other brokers. The
E.W. Clark firm sometimes used dubious methods to make a profit. One scheme
involved the second Bank of the United States before its demise. The Second
Bank’s charter had prevented it from suspending specie payments on the $5
bank bills that it issued. E.W. Clark provided large amounts of gold and silver
to the Second Bank in order to assure that the bank could redeem those $5
bills. In the meantime, the Clark firm was purchasing the $5 bills and submitting them to the Second Bank for redemption in specie. The premium on
these transactions was 20 percent.
The E.W. Clark firm found other ways to profit after the Second Bank lost
its congressional charter and the independent subtreasury system began operation. Money that was given for United States notes could be deposited in
any subtreasury of the United States. The Clark firm used a remote subtreasury branch office in St. Louis for such deposits. The firm then sold notes on
the deposits. Delays in the mail allowed the Clark firm to profit on the interest
being received on the funds before their transfer to the government. The Secretary of the Treasury sought to frustrate such practices by requiring bidders
to deposit funds in the subtreasury nearest to their office. E.W. Clark & Co.
evaded this restriction by submitting its bids for government notes as a St.
Louis, Missouri, firm even though its home office was in Philadelphia.
Alexander Brown & Sons
A leading financial firm at the middle of the nineteenth century was Alexander
Brown & Sons. It had started as an Irish linen warehouse in Baltimore in
1800. The firm’s business soon expanded to New York, Philadelphia, and
London. By 1821, Alexander Brown had become one of the country’s few
millionaires. Dealings in foreign exchange associated with importations became a specialty of the firm. In 1825, the family created Brown Brothers &
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Co. to conduct a commission business in New York. William & James Brown
& Co. was opened in Liverpool. The New York branch of this family firm
eventually became Brown Brothers Harriman & Company. The Baltimore
branch became Alexander Brown & Sons, an investment banker. Brown Brothers & Co. helped organize the Baltimore & Ohio Railroad in 1827, but the
firm also directed its efforts to the burgeoning cotton production in the southern states. Calling themselves “merchants,” “factors,” and “bankers,” Brown
Brothers made advances on cotton consignments and effected insurance for
shipments. The firm charged a commission of almost 7 percent to guarantee
the sale of goods, cover costs, and provide for fire insurance. An additional 1
percent commission was charged to guarantee bills of exchange that were
remitted in payment for cotton or other goods being sold. The firm used correspondents located around the South, including Charleston, South Carolina,
and New Orleans, to obtain clients.
Brown Brothers was victimized by a “Colonel” Monroe Edwards in 1841.
Edwards obtained an advance of $25,000 from the firm through forged letters
of introduction. A Baltimore bank had refused to cash a check for $10,000
that had been drawn on City Bank of New York until Edwards could prove
that he was the individual in whose favor it was drawn. The Baltimore branch
of Alexander Brown & Sons gave that assurance on the basis of Edwards’s
forged introductions. He was eventually captured and sent to Sing Sing prison,
where he died. The fraud revealed much about the sophistication of the financial system at that time. Edwards had asked for bills of exchange on Richmond, Virginia. In responding, Brown Brothers noted that it was not able to
obtain such an amount in Virginia funds and had to supply Baltimore funds.
Brown Brothers would otherwise reflect a conservatism that was not present
in many of the private banks. In April of 1860, for example, the firm refused
to loan $120,000 to a Boston firm, Sampson & Cabben, that was trying to
gain control of the California quicksilver mines.
Express Services and Finance
Before the development of the express companies, brokers and banks had
their own messenger services to deliver drafts and exchange balances. The
express companies were soon replacing those services by providing for the
rapid transport of drafts and other financial instruments. Specie was sent by
express in sealed packages. The speed and reliability of the express companies made the banking system more efficient, allowing discount rates to be
reduced. The express companies were even used to present banknotes for
specie redemption at the sometimes remote offices of wildcat banks. One
express company used a “special squad of riders” in Indiana for that purpose.
The first of the express companies appears to have been formed around
1834 by B.D. Earle. This service operated between Boston and Providence.
In 1839, Harnden’s Package Express ran between New York and Massachu-

198

FINANCE BEFORE THE CIVIL WAR

setts. This firm associated itself with Daniel Drew, the future robber barron,
who provided free steamboat and railroad passes in exchange for publicity.75
Henry Wells worked for Harnden as an agent. In 1842, Wells hired William
Fargo to handle the upstate New York express traffic. Competition with John
Butterfield’s stagecoach service resulted in the formation of the American
Express Company in 1850. This combination followed the “Treaty of Buffalo,” that sought to stop their cutthroat competition. Wells, Fargo & Co.,
which was formed after the American Express board refused to extend its
operations to California, operated the Pony Express. The Wells Fargo Bank
had its beginnings in the banking activities of Henry Wells and William Fargo
in 1852. Another large express company was the Adams Express Company,
which was organized as an unincorporated joint-stock association.
Financial Transactions Evolve
Documentation for financial transactions was becoming quite sophisticated.
Clients holding an account with merchants received periodic reports on their
accounts. Insurance policies and bills of lading accompanied the shipment of
goods, and payments could be made upon bills or other exchanges. Letters of
credit were being used in commercial transactions. American firms were using a practice of buying goods in England on four months’ paper, which was
then discounted. The Bank of England advised its agents to reject such paper
in 1836. That advice was sound, since the Panic of 1837 resulted in a suspension of payments on these bills. “By March 1, 1837, the three largest American firms suspended payment on over 5 million pounds sterling of their
acceptances.”76 Other forms of finance were appearing. The investing of funds
by trustees for beneficiaries was being integrated into finance. Nathaniel
Bowditch originated the idea of setting up separate trust accounts for individual clients in 1817. The Bank of New York began managing personal trusts
in 1830. That business would grow as wealth accumulated in America.
Investment Standards Are Set for Trustees
The “prudent” man rule evolved for trustees in the United States from the
decision in Harvard College v. Amory,77 which was decided by the Supreme
Court of Massachusetts in 1830. The court held that a trustee making investments for a trust must use “sound discretion.” This meant that a trustee was
required to act in the same manner as “men of prudence, discretion and intelligence manage their own affairs, not in regard to speculation, but in regard to
the permanent disposition of their funds, considering the probable income, as
well as the probable safety of the capital to be invested.” The court was divided over the issue of whether a “prudent” man would invest in corporate
securities. States later adopted “legal” lists of securities that specified what
particular investments could be legally made by a trustee. Those lists were
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initially restricted to government securities but later allowed corporate investments, including bonds and, in some cases, stocks. The courts also allowed common trust funds, which allowed the comingling of small trusts and
permitted large-scale management of their combined funds. The North American Trust and Banking Company (NATBC) failed in 1841 because of cotton
speculations and investments in the state bonds of Arkansas, Indiana, and
Ohio. The insolvency of this firm resulted in the filing of more than 235
lawsuits, including several that centered around the so-called Million and
First and Second Half Million Trusts. These were trusts that had been created
by NATBC in order to attract British capital. The scheme was quite complex.
The First Million and First Half Million Trust involved the issuance of 900
bonds totaling an aggregate of £225,000, equal to $1 million, with semiannual interest payments paid on presentation of coupons that were called dividend “warrants.” The bonds were convertible upon four months’ notice into
capital stock in NATBC at the rate of fifty cents to the dollar, “say twelve
hundred dollars capital stock for a bond of two hundred and fifty pounds.”78
When NATBC experienced financial trouble, other creditors of the company
attacked the trust, seeking to obtain its assets in order to satisfy their own
claims. The sanctity of the trusts was upheld by the courts against the general
creditors of the bank.
Gold Discoveries
Gold was playing a larger role in American finance. That metal had been first
discovered in the United States in 1799 in North Carolina, but only small
quantities were mined at the time. America’s first gold rush occurred in North
Carolina after sufficient quantities of the metal were discovered to allow Christopher Bechtler to mint gold coins in the 1830s. Mining stocks were soon
attracting interest on the East Coast. A Mining Board was formed in New
York to trade stocks of gold mines in North Carolina and Georgia, copper
companies in Tennessee, Maryland, New York and Pennsylvania, and lead
mines in New York and Pennsylvania. Abuses were common and included a
manipulation in the shares of the Gardner Hill Gold & Copper Co. and the
North State Gold and Copper Co., which had mines near Greensboro, North
Carolina. North State Gold had purchased one of these mines for $1,200. Five
dollar par stock in the amount of $400,000 was then sold to the public, providing a nice profit to the promoters.
The discovery of gold in California in 1848 increased the availability of
that metal, as did discoveries in Russia and Australia. The supply of gold
increased in the United States from about 38 million ounces in 1840 to 150
million by 1850. Between 1849 and 1869, over $750 million in gold was
transported from California to the East Coast by ships via Panama isthmus or
through Nicaragua. The discovery of gold in California created “boom” towns,
and speculation was rampant. A provision was inserted into the California
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Constitution in 1879 that prohibited futures trading or trading on margin because of the “wild speculation” that had occurred in the state.
Finance in the West
Short recessions occurred in 1851 and between 1854 and 1855. Cincinnati,
which had suffered so badly in the 1819 panic, experienced a boom in the
1850s. A financial panic in San Francisco in 1855 caused several San Francisco banks to suspend. Drexel, Sather & Church suspended after a gold shipment worth $2 million went down with a ship. Page, Bacon & Co., a San
Francisco bank, failed after its St. Louis parent company ran into difficulties.
This caused a run on other financial institutions, including Wells Fargo, which
was forced to suspend payments. The entire California banking system eventually collapsed during that panic. Only a handful of financial companies
survived. One bank that did escape the crisis was Lucas, Turner & Co. The
manager of that bank was William Tecumseh Sherman, the general who would
make Georgia “howl” during his march to the sea.
Western finance was developing in areas outside California. William
Zeckendorf was printing his own money in the Arizona Territory before the
Civil War. This money could be used to pay for merchandise from his store in
Tucson. In 1852, a canal was proposed across Nicaragua, and trading began
in Nicaragua canal “rights” on the New York Stock and Exchange Board.
Those “canal rights” traded for around $800 and rose to a high of $3,600 by
March of 1852. The Atlantic and Pacific Ship Canal Company sent a group to
London to solicit investments. They met with Baring Brothers, but that firm
did not think that canal could pay for itself because it would not be large
enough to carry large ships. Afterward, the Nicaragua canal rights dropped
back to $800 and soon stopped trading.
Trading Problems
Some 250 exchanges were said to be operating in America in 1850. The most
actively traded issues in 1854 on the NYSE were the Erie Railroad, the New
York Central Railroad, and the New York & New Haven. In July of that year,
Robert Schuyler forged 20,000 shares of stock of the New York and New
Haven Railroad, of which he was president. He fled to Canada. At about that
same time, the corporate secretary for the Harlem Railroad engaged in similar acts. This caused the stock market to drop, but it soon recovered. The Erie
Railroad was in trouble. In 1854, Cornelius Vanderbilt and Daniel Drew endorsed some $600,000 of the notes of the Erie Railroad. Their guarantees
effectively saved the railroad from bankruptcy. By that time, Cornelius
Vanderbilt was one of the great speculators on Wall Street.
An “orgy of bond-floatings” occurred before the Civil War, and trading
volume in securities was growing. “In one month of 1856, trading reached
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one million shares in New York; in one day of 1857, the volume was 71,000.”79
Share holdings were reaching a more dispersed audience. The New York Central Railroad had some 2,500 shareholders in 1853. In that year, the NYSE
began requiring companies listed for trading through its facilities to provide
statements of shares outstanding and capital resources. The NYSE began to
toughen up its listing requirements by requiring approval by a majority of
members in order for a stock to be listed on the exchange. The companies to
be listed were required to provide financial statements describing their resources. Nevertheless, unlisted stocks could still be called for trading. The
NYSE allowed any member to call any stock in any company having a transfer office in New York City for quotation on the exchange. The NYSE was
trading stocks in forty railroads, ten canals, eight coal and mining companies,
three gas-lighting firms, and four banks.
The Panic Begins
The boom that was occurring in 1856 did not last. Exports slowed and railroad earnings declined in 1857. London interest rates were increased, which
diminished demand for lower-paying United States securities. The loss of the
SS Central America, which sank in September of 1857 with large gold stocks
on board that would not be recovered until the end of the twentieth century,
caused concern in the markets.80 Then disaster struck. The Ohio Life Insurance and Trust Company, which was actually a bank that operated most of its
business from its New York branch, suspended payment on its obligations.
The company had engaged in large railroad speculations and had been the
victim of embezzlement by its cashier, Edwin C. Ludlow. The firm had also
been making loans to speculators in the stock market. Losses totaled over $5
million. The suspension touched off a nationwide panic that reached its height
on October 13. So many people crowded the financial district that “it was
almost impossible to worm through the excited mass of humanity.”81 Banks
suspended specie payments. Loans were called by the banks, which further
exacerbated the problem. Thereafter, banks began to fail in increasing numbers. The Secretary of the Treasury tried to help by providing specie to the
banks, but that effort was not enough to stem the tide.
All the banks of New York suspended specie payment except for the Chemical Bank and Trust Company. That bank was briefly denied the facilities of
the New York Clearing House for refusing to join the other banks in their
suspension. The Chemical Bank earned the name “Old Bullion” after its stand
on that issue. Many of the western banks, other than the Kentucky banks and
the Bank of the State of Indiana, suspended, as did most of the private banking houses in the West. The Kentucky banks did not have to suspend because
their notes were issued by branches so remote that note brokers could not find
them. The effects of the Panic of 1857 were devastating elsewhere. Stock
prices fell by some 50 percent. Several members of the NYSE were rendered
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insolvent. By the end of 1857, 900 mercantile firms in New York City had
failed, with liabilities in excess of $120 million. Employees were laid off.
Rioting occurred in New York City, and the militia was called out. “Commerce and industry were paralyzed and widespread unemployment and destitution followed.”82 More than 5,000 businesses failed nationwide. Among
those suffering was one U.S. Grant, the future general and president, who was
nearly bankrupted by the Panic of 1857. He had to pawn his gold watch to buy
Christmas presents for his family.
The Mining Board was shut down. E.W. Clark’s New York and Boston
offices had to suspend payments. The firm lost its star, Jay Cooke, who left to
form his own firm, Jay Cooke & Co. Jacob Little, who had made a fortune
during the Panic of 1837, tried to renew that success in 1856 by large short
sales. He acted too soon. Little was ruined before the Panic of 1857 drove
prices down to levels that would have made him large profits. Interestingly, a
restriction on short selling that had been imposed by the New York Legislature in 1812 was repealed in 1858.
Causes of the Panic
The Panic of 1857 was variously blamed on greed and other factors. President James Buchanan stated that the Panic of 1857 was due “solely from our
extravagant and vicious system of paper currency and bank credits, exciting
the people to wild speculations and gambling in stocks.”83 Jefferson Davis
charged that New York was bankrupt “‘by extravagance, by her speculation
in railroad stocks and western land.’”84 Others viewed speculators on the
NYSE as the prime culprits. Before the Panic of 1857, stock transactions on
Wall Street were usually conducted by time options that ran from ten to ninety
days. These “time-contracts” were thought by some to have contributed to the
panic. As a result, the New York Board of Brokers limited deferred payment
on securities to a period of thirty days, but this restriction lasted only briefly.
Brokers did begin to require more collateral for security in their margin transactions, and daily stock exchange settlements became more important than
time settlements after 1857 on the NYSE.
The banks’ suspension of specie payments during the Panic of 1857 suggested that the faults in the banking system were systemic. The New York
Clearing House recommended reforms that included increased reserve requirements for banks and no interest being paid on demand deposits. Those
reforms would be implemented only gradually. The American Banknote Company was formed after the Panic of 1857. It was a consolidation of the existing engraving companies, which traced their history back to 1795. This
company would print most of the stock certificates and bonds issued in America
over the coming years. Its services were needed. Railroads were expanding
their issues, and new industries began to enter the securities market. Shares of
the Manhattan Gas Light Company were being traded in New York as early as
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1835. The Rock Oil Company commenced operations in 1854. “By 1859,
an estimated thirty-four companies in the United States were producing
$5 million a year worth of kerosene or ‘coal-oil,’ as the product was generically known.”85
Investment Banking
Private investment banking firms were expanding with the increased demand
for capital. These firms included Duncan, Sherman, and Co., DeCoppet and
Co., Maren and Kanz, Herman Gelpke, Joseph W. Alsop, and John Ferguson.
Other private banking houses operating before the Civil War included Astor
and Sons, Nevins, Townsend and Co., and Lee Higginson. The latter firm was
located in Boston and would become a leading investment banking firm for
railroad securities. Lehman Brothers was founded around 1850 and evolved
through a series of partnerships. Initially, it acted as a “cotton banker.” The
firm would become a leading investment banking firm at the end of the
twentieth century. Fraser Trenholm & Co., another southern firm, suspended
in 1859, but would emerge as an important financier for the South during
the Civil War.
Railroad shareholders were subject to calls for additional capital under
many state laws. This caused much complaint. Nevertheless, the railroads
had laid 31,000 miles of railroad track in the United States by 1861. British
share holdings in the American railroads would peak at the time of the Civil
War, and trading in American stocks by English investors practically halted
during that conflict, as did most capital-raising efforts in London. Rumors
were affecting market prices. Henry Adams stated that “a report was circulated that President Buchanan had gone insane, and stocks rose.”86 Patriotism, however, could be used to sell securities. Jay Cooke, who would become
the greatest securities salesman in the world during the Civil War, had his
first triumph in the sale of a Pennsylvania state loan in the amount of $3
million in 1860. The financial affairs of the state were in disarray at the time,
but Cooke sold the Pennsylvania state loan on the basis of patriotism and
state pride, rather than its investment value. The loan was oversubscribed.
The codistributor of the Pennsylvania state loan was Drexel & Co., also of
Philadelphia.
Sectional Issues
Slavery had become a divisive issue and was adding to sectional rivalry. Debates on hard money or “sound currency” and tariffs were matters of continuing political controversy. The election of Abraham Lincoln in 1860 caused a
monetary crisis in New York. On November 16, 1860, Brown Brothers proposed that the New York banks raise $1 million to relieve the distress. Brown
Brothers planned to purchase exchange bills and pay for them with paper. The
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banks would then discount the paper for $1 million, and Brown Brothers would
agree to redeem the paper at maturity with specie imported from England.
This scheme could not be carried out. The approaching crisis over slavery
and states’ rights caused other difficulties in government borrowing. The Treasury Secretary began to issue short-term Treasury notes as a means to fund
the government’s operations. These notes were sold at “ruinous” discounts
and often proved difficult to sell. By 1861, the United States government had
an outstanding debt of $65 million and credits of only $3 million. A significant amount of the United States government debt was unfunded treasury
notes that paid high interest rates for short periods of time. The government
had other problems. In 1860, some $900,000 in state bonds were stolen from
an Indian Trust Fund held in Washington, D.C. by the Department of Interior.
The stolen bonds were sold in New York.
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Chapter 4
The Civil War and Speculation

1 Union Finance

The economy had just recovered from the Panic of 1857 when Abraham
Lincoln began his campaign for the presidency. As one author noted, “No
year in American history has been more prosperous than was the year
1860,”1 but that recovery was short-lived. After Lincoln’s election, the
southern planters began to repudiate their northern debts. This was no
feeble protest. Some $100 million was owed to the northern banks and
merchants who were financing the southern crops. The effects of those
repudiations did not take long to surface. Many northern merchants failed.
Moore & Co. was among the first to go down. Several other large “jobbing” houses followed. Sixty percent of the securities of the Illinois banks
consisted of southern paper when the crisis of 1861 came.2 About eighty
banks in Illinois suspended after the southern banks refused further payments to the northern banks. Bankruptcies multiplied with the commencement of hostilities. 3 Almost 6,000 businesses failed. Few banking or
brokerage firms were left untouched. Brown Brothers had to write off
about $150,000 of southern paper, as well as some $50,000 in depreciated values of United States government securities.
The crisis led to an increase in interest rates and a specie shortage. Call
loan rates in the New York securities markets rose rapidly to 24 percent. The
fear of a panic caused the New York banks to pool their specie reserves in
November of 1860. The New York Clearing House Association resolved to
allow member banks to deposit United States securities and bonds of the state
of New York as collateral for clearinghouse certificates that paid interest of
seven percent and could be used as a substitute for specie. Clearinghouse
certificates would be used several times during the Civil War and in future
crises to relieve the stress of currency shortages. The issuance of those certificates helped avoid a serious panic at the outbreak of the Civil War, but that
expedient failed to prevent the New York, Boston, and Philadelphia banks
from suspending specie payments on December 31, 1861. The federal Trea207
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sury followed suit. That suspension led to the quick disappearance of hard
currency, and outstanding United States government bonds began trading at
increasingly sharper discounts.
Northern Financial Problems
President Lincoln did not need these economic signals to alert him to the
deficiencies in the Union’s financial system. Although the North had more
capital than the South, the states that remained in the Union were ill prepared
for a civil war of the magnitude that would follow southern secession. The
federal debt was over $70 million, and the government’s credit was already
poor when the war began. The Treasury was borrowing three-quarters of the
funds needed to run the government even before the first shot was fired at
Fort Sumter. The remainder was obtained from taxation, but taxes proved an
inadequate source of finance for the vast needs of a government engaged in a
prolonged civil war. The American system of taxation was primitive, at best.
No mechanism existed for imposing taxes, other than traditional customs
duties. The federal government had no experience with the means to collect
other taxes, such as an income tax, that would provide adequate revenues to
conduct even the short civil war expected by both sides. Among other things,
there were no revenue agents to maintain and monitor an income or other
direct tax. Tariffs were increased, but that had the effect of restricting goods
entering the United States and closing foreign markets to northern exports.
Wartime Measures
Despite those financial shortcomings, President Lincoln advised Congress
when it convened on July 4, 1861, that he needed at least 400,000 men and
$400 million to suppress the rebellion. To fund at least a small part of the war
effort, Congress imposed a wartime tax that required stockbrokers to pay a
license fee of $50. Stock transactions were taxed at one-twentieth of their par
value. A stamp tax on bank checks and drafts was enacted, and a gross receipts tax was imposed on businesses. In addition, the federal government
adopted inheritance and income taxes. The income tax was set at 3 percent on
income in excess of $800 per year. That tax was gradually expanded (in 1862
and 1865) until incomes between $600 and $5,000 were taxed at 5 percent.
Above $5,000, the rate was 10 percent.4 On July 1, 1862, Congress created a
new office in the Treasury Department, the Office of Commissioner of Internal Revenue. But the income tax was only a temporary measure. It would not
become a driving force of government finance until the twentieth century.
Indeed, the income tax would not even play much of a role in the Civil War.
The funds used to finance the Civil War were in large measure borrowed.
But there lay another problem. Loan prospects for the federal government in
Europe, which was still the center of finance at the time of the Civil War, were
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“bleak.” This was because of the
uncertainty of the situation and European sympathy toward the South
as a source of cotton. The Union
government’s efforts to obtain financial support abroad were further
frustrated by the so-called Trent affair, which almost resulted in war
with England when the Union navy
seized a British ship (the Trent) carrying Confederate commissioners
to Europe. Lincoln’s government
had to back down in the face of British anger engendered by the seizure
of the ship, and the Confederate
commissioners were released. That
Salmon P. Chase. As Secretary of the Treasury action eased tensions somewhat,
for the Union, Chase would introduce a national and Union businessmen were sent
currency and banking system to stabilize the on informal missions to shore up the
Union’s finances and enable it to defeat the
Confederacy. (Portrait by James Reid Lambdin, North’s relations with England and
courtesy of the National Portrait Gallery, to seek financial assistance. Little
Smithsonian Institution. Transfer from the Na- was forthcoming. John Murray
tional Museum of American Art, gift of the Forbes and William H. Aspinwall
Pennsylvania Academy of Fine Arts, 1949.)
were able to obtain a federal loan
of £500,000 for six months from Baring Brothers & Co., but the conditions
were stiff. The Union was required to deposit $4 million in its own bonds as
security. The loan could be called if the Union government issued letters of
marque against British vessels.
Salmon P. Chase
Lincoln’s Treasury Secretary, Salmon P. Chase, was assigned the task of raising funds at home. Although he had been counsel for the Cincinnati branch of
the second Bank of the United States, Chase was not himself a great banker or
a brilliant financial tactician who could place loans and manage day-to-day
finance. Nevertheless, he had a strategic instinct for what had to be done to
raise the hundreds of millions of dollars needed to fund the unprecedented
demands imposed by the Civil War. Secretary Chase began issuing demand notes
at the outbreak of the war, even though he had no specie to redeem them at
maturity. The first authorization to raise funds came on July 17, 1861. The money
was to be obtained through the issuance of $50 million in Treasury notes payable
in coin on demand. This amount was subsequently increased to $60 million. The
federal notes were not cheerfully accepted at first, but did begin to circulate when
they were used to pay the salaries of clerks and government creditors.
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On a broader scale, Chase sought authorization from Congress to borrow $250 million as the first step in paying for war expenditures by the
Union. Included in that figure was a request for Treasury notes in small
denominations to relieve a shortage of small change. The secretary requested authority to issue interest-bearing Treasury notes in denominations of $50 to $5,000. These notes were to be redeemable at par any time
after three years. Although Congress did not balk at the amount of the
issue requested, it was concerned with the rate of interest to be paid on
the notes. A sale of Treasury securities to finance the government just
before the opening of the war had required interest payments of 10 to 12
percent. Congress thought such rates were usurious, and it set the interest
rates to be paid on Civil War notes at rates that varied from zero for notes
payable on demand to 7.30 percent for Treasury notes with maturity dates
of three years. This engendered the criticism that Congress was trying to
dictate market rates and, in effect, to impose a tax by paying less than fair
market rates for those securities.
The Treasury Department sought immediately to borrow from the banks
$150 million of the $250 million authorized by Congress. This amount was to
be obtained in five tranches of $50 million. Secretary Chase first had the
banks agree, in August of 1861, to take $50 million of three-year Treasury
notes paying interest at 7.30 percent. An additional $50 million was to be
subscribed in October and another $50 million thereafter. The banks were to
subscribe according to the proportion of their capital. The participating New
York banks, in total, had only some $63 million in specie to pay for these
subscriptions. The banks wanted to leave the limited amount of specie that
they did have on deposit while they resold the loans to their customers. The
banks believed that they could raise additional specie through resales of the
government bonds to the public. This would have allowed the banks to treat
the deposits as a part of their reserves and thereby avoid disruption of their
commercial lending and other operations. Secretary Chase refused the banks’
plea to leave the specie on deposit even though an amendment to the Subtreasury Act would have allowed the banks to retain the government specie as
reserves.
The banks relented and were able to sell $45 million of the first $50 million tranche to the public. The banks had to purchase the remaining $5 million of three-year notes for their own accounts. This required the banks to
draw down their specie to the point that they had to suspend further specie
payments to their customers. Disaster was averted because the banks were
able to sell and pay for subsequent tranches of the government bonds as a
result of the fact that specie returned rapidly to their coffers after they sold the
notes to the public. Specie deposits actually increased, and the banks were
able to sell the entire $50-million issue in the next tranche offered by Secretary Chase. The banks did require a higher return for that tranche. They accepted a 6 percent coupon rate on those bonds, but purchased them at a discount.
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Jay Cooke
Union financing efforts suffered a setback with the Union defeat at the Battle
of Bull Run in July of 1861, an event that caused confidence in the Union
government to waver. Public support would be regained, but the federal government still needed a more effective distribution system for its notes than the
banks could offer. Secretary Chase proposed a scheme in which federal bonds
would be sold to the public by a large number of agents employed under the
direct control of the Treasury Department. That plan was rejected on the ground
that such agents would not have sufficient knowledge of securities investments to make the subscriptions popular. Secretary Chase then turned to the
private bankers for that acumen. Corcoran & Riggs was among the firms
tapped for this service. That firm had regained favor in Washington after losing political influence during the Pierce administration, and it raised some $2
million for the federal government after the Battle of Bull Run. The Union
government’s fund-raising abilities improved dramatically on September 4,
1861, when Jay Cooke was appointed as Treasury agent. Cooke was just thirtyone years old at the outbreak of the Civil War. “Young Cooke, with his closeset bright blue eyes, his bearded chin and side whiskers, looked more like a
country parson than a banker.”5 Nevertheless, Cooke was an ideal choice for
the top salesman’s job of marketing United States notes to the public. Cooke
had floated a Pennsylvania bond issue at par despite warnings that it could
not be sold at a discount of less than 20 to 25 percent. Cooke sold the Pennsylvania bonds directly to the public through appeals to patriotism, “aided by
extravagant advertising” in the press.6 He would use that same approach in
marketing bonds for the Union government.
Cooke was allowed a commission of three-eighths of a percent on his bond
sales for the Union government. Secretary Chase authorized an additional
$150 for advertising expenses to each loan agent approved by the Treasury.
Cooke’s marketing expenses far exceeded that paltry sum. He claimed to have
spent $10,000 just to advertise one $50 million loan in August of 1861. Cooke’s
massive sales campaign was not limited to newspaper advertisements. He
wrote, or prompted, numerous editorials that urged bond purchases and pointed
out their advantages. Another Cooke innovation was the hiring of salesmen to
market bonds directly to the public. Cooke had some “2,500 ‘minuteman’
agents” in towns and cities across the North,7 and he hired a staff of traveling
agents. “Later dubbed a financial P.T. Barnum,” Cooke had his agents fan
“out across America to sell war bonds in the first mass-market securities operation in the country’s history.”8 Cooke’s marketing allowed bonds to be
sold directly to individual investors. Cooke and his salesmen took subscriptions for federal loans early in the morning and late in the afternoons, as well
as during the day. This allowed workingmen to bring in their savings and buy
notes. Cooke provided other conveniences. Before his direct sale operations,
a citizen from the western states who wanted to purchase a government bond
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would have been required to purchase first a bill of exchange for which he
would pay 1.5 percent. He would then have to send the bill of exchange to a
broker in New York, who would charge an additional one-eighth to onequarter of one percent to convert the bill of exchange into a government bond.
Cooke eliminated this procedure, allowing investors to purchase bonds directly through his agents.
One particularly popular bond issue sold by Jay Cooke was the “5–20”
bonds authorized by the federal government. Those bonds matured in twenty
years but were redeemable after five years in gold. The 5–20 bonds could be
purchased either as coupon bonds or as “registered bonds.” Interest was collected on coupon bonds by providing the coupon. Coupon bonds were payable to the bearer, while registered bonds were payable to the order of the
purchaser. There were no taxes on the 5–20 bonds unless the owner’s income
exceeded $600. For amounts above $600, the holder was required to pay only
one-half as much income tax as if the money was invested in mortgages or
other securities. Interest on the 5–20 bonds was payable at 6 percent in gold,
which, as Jay Cooke pointed out in his advertisements, was selling at a premium. Cooke further asserted that the bonds were a safe investment for trust
funds. Later, Cooke sold “7–30” bonds for the federal government that paid
interest at the rate of $7.30 each year on every hundred dollars. This was 1
cent per day for each fifty dollars that was loaned to the government.
Subscriptions obtained by Cooke’s sales force were soon coming in amounts
totaling millions of dollars. Cooke’s sales operations became a legend. Cooke
and his agents sold more than $320 million of one issue of bonds. The Treasury Department had difficulty at times in printing the bonds necessary to
keep up with his sales. Cooke disposed of about one-fourth of the first $100
million of a federal bond issue in 1861. Cooke sold another $400 million of a
$500 million issue of bonds in 1863. He sold several hundred million dollars
of one issue in a period of less than five months. About $140 million of that
issue was sold by Cooke’s sales force in a period of two weeks. In April of
1865, Jay Cooke was selling $2.5 million in Union bonds a day. At one point
in May of 1865, daily sales ranged from $5 million to $9 million a day. On
May 13, 1865, Jay Cooke’s sales force sold $30.5 million in bonds. In all,
Cooke sold more than $1 billion worth of bonds.
Criticism of Cooke
Great praise was heaped on Jay Cooke for his heroic efforts in selling Union
bonds. Yet even that acclaim was not universal. Cooke was sometimes mocked
for his apparent endorsement of Alexander Hamilton’s suggestion that a national debt was a national blessing. He was also criticized in Congress for
profiting from the war. Senator John Sherman of Ohio, the brother of General
Sherman, came to Cooke’s defense by showing that the commission that Cooke
received was only three-eighths of one percent of the face amount of the
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bonds being sold. That amount had to cover all of Cooke’s expenses and
advertisements and the risk exposure that he faced in distributing the bonds.
Cooke was receiving some $3 million a year in commissions from war bonds
sales, but he had to deduct his promotional costs from that amount. It was
estimated that Jay Cooke’s profits after expenses and payments to his agents
were around $700,000 to $1 million.
Senator Sherman pointed out that the bonds sold by Cooke were distributed at par and even traded at a premium on occasion. The senator
contended that direct sales by the government would have inevitably resulted in huge discounts in the sale of the bonds. Sherman appears, if
anything, to have understated the case. Cooke’s profits were paltry in
comparison to his sales and the benefits his efforts brought to the Union
cause. Moreover, Jay Cooke was engaged in other activities that were
aiding the Union cause, such as supporting the price of the federal certificates of indebtedness that had been given to contractors. Cooke bought
about $700,000 of those certificates for that purpose and another $500,000
later as well. Cooke was supporting the market for government bonds at
other times. Less praiseworthy was Jay Cooke’s effort to provide some
income to the Secretary of the Treasury, Salmon P. Chase. Apparently,
without Chase’s knowledge, Cooke purchased shares of the Philadelphia
and Erie Railroad for Chase’s account and sold the stock for a profit of
several thousand dollars. Chase refused to accept this gift, believing that
it would be improper to profit from his office. Chase was not always so
punctilious. In 1863 his daughter, Kate, married William Sprague, a senator
from Rhode Island, and was given wedding gifts in the “unprecedented
value of $100,000.”9 “Wedding gifts on display were worth more than
$60,000. Kate’s tiara alone was said to have cost $50,000. The jewels, the
silver and gold plate, and other gifts exceeded Chase’s net worth.”10
Financial Problems Mount
These matters were of minor concern in comparison to the mounting expenses of the war, which were reaching $1 million a day in 1861. They
would soon climb another 50 percent, and balloon out from there. Senator Sherman claimed that Union expenses were running nearly $4 million
per day at one point. By 1864, there was a federal budget deficit of $200
million. That figure would increase to over $2.7 billion. The sums expended to finance the Civil War were staggering at the time. The government would continue to borrow to meet those expenses through such
expedients as issuing certificates of indebtedness to public creditors. These
certificates were in amounts of not less than $1,000 and paid 6 percent
interest. Frustrating the government’s fiscal planning was the absence of
a national currency. At the outbreak of the Civil War, there were some
7,000 kinds and denominations of banknotes in circulation, as well as

214

THE CIVIL WAR AND SPECULATION

some 4,000 counterfeit notes. The value of even good notes was uncertain. In
1863, Senator Sherman quoted from an article in the London Times that pointed
out that in America,
[t]he different states were as to their bank notes so many foreign nations, each
refusing the paper of the other, except at continually varying rates of discount.
Frequently there was a greater loss on paper taken or sent from an eastern to a
western State than on English bank notes converted into Austrian in Vienna.
Only adepts and regular money changers could tell whether a note was current
or not, the paper of broken or suspended banks remaining in circulation long
after their value had departed.11

Need for a National Currency
Dummy banks were still being created in the 1860s by speculators who would
locate their banks in out-of-the-way places and then circulate notes at distant
points so they would not be redeemed. A national currency was needed to
stop such practices and to supplant the bewildering array of banknotes and
their uncertain discounts. More importantly, a national currency that was “legal tender” was needed to facilitate the sale of government bonds to fund the
war. The government wanted its notes to be accepted as payment for goods,
services, and debts in order to make the notes more marketable. A legal tender
requirement would further reduce the need for specie. This too would enhance the attractiveness of government bonds to the money markets. President Lincoln expressed the views of many when he declared that “no duty is
more imperative on . . . government than the duty it owes the people of furnishing them a sound and uniform currency.”12 Even so, the concept of legal
tender was controversial. Its critics charged that such “fiat” money would
soon depreciate. Debtors would then force creditors to accept the depreciated notes in payment of their debts. The country had already had such
experiences with legal tender laws in the colonies and during the Revolution. Lincoln’s own Secretary of the Treasury, Salmon P. Chase, was not
entirely enthusiastic about a legal tender requirement. Chase did not want to
make anything but coins a legal tender in payment of debts, but he recognized
that the war made a legal tender requirement necessary, at least as a temporary measure.
Chase recommended the creation of a “national currency” in December of
1861 that would be required to be accepted as “legal tender” in all commercial transactions. He reached that conclusion “decidedly” and “earnestly,”
while regretting its necessity.13 Ironically, when Chase became chief justice
of the Supreme Court after the war, he would rule that the legal tender clause
that he sponsored as Secretary of the Treasury was unconstitutional. In the
meantime, necessity would know no law. As the Supreme Court later described the dire situation when the legal tender legislation was passed, the
public treasury was nearly empty and the credit of the government was “nearly
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exhausted.” Taxes would not even pay the interest on the debt. “The army
was unpaid. There was due to the soldiers in the field nearly a score of millions of dollars.” “The requisitions from the War and Navy departments for
supplies exceeded 50 millions, and the current expenditure was over 1 million per day.” “Foreign credit we have none.”14
Legal tender legislation was passed on February 25, 1862. It provided initially for the issuance of $150 million of notes and a further $500 million in
bonds. The currency that was to be used as legal tender under this legislation
was non-interest-bearing Treasury notes payable to the bearer. The legal tender notes were quickly dubbed “greenbacks” because of the green color on
the back of the notes. The American Bank Note Company printed the greenbacks until 1877, when the United States government gave that job to its
Bureau of Engraving and Printing. The greenbacks soon received acceptance
by the business community. In 1862, Congress authorized the issuance of
$150 million of United States notes that were made payable to bearer but did
not state that they would be payable on demand. This amount was later increased to $450 million. These notes were payable at par or convertible at par
into bonds that were payable in coin and bearing interest at a rate of not less
than 5 percent. They were declared to be legal tender.
The legal tender requirement had a decided effect on the war. As Senator
Sherman noted, “from the passage of the Legal Tender Act, by which means
were provided for utilizing the wealth of the country in the suppression of the
rebellion, the tide of war turned in our favor.”15 Sherman noted that this national currency also allowed the creation of uniform notes that could not be
counterfeited as easily as the private banknotes. Still, the government needed
to take steps to guard against counterfeiting of the greenbacks, lest they depreciate even further. Congress made an appropriation of $100,000 to stop
such counterfeiting in 1864. There were other problems. A scandal arose in
the bureau responsible for having the greenbacks printed when an investigation revealed a “mass of immorality”:16 An official in the bureau was debauching women clerks. He had, among other things, arranged for the women
to dress as men so that they could register in a hotel with him without raising
eyebrows. Security was another problem. A clerk stole about $31,000.
Legal Tender Problems
As predicted, the legal tender requirement raised problems for creditors when
the greenbacks dropped in value. In one case, an individual who had the right
to purchase Willard’s Hotel in Washington tendered depreciated greenbacks
to the owner for the purchase of the hotel, which had appreciated greatly in
value during the Civil War. At the time the tender was made in April of 1864,
one dollar in gold was worth $1.73 in United States notes. After refusing the
offer of the greenbacks, the owner left town so that specie could not be tendered to him. In the meantime, the option expired. The Supreme Court held
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that the owner could validly insist upon gold or bullion for the lease, rather
than greenbacks, but that he must give an opportunity to the plaintiff to submit such bullion to him.17 The greenbacks continued to depreciate as their
issuance increased. Even so, Secretary Chase was fully prepared to issue notes
until victory was won. In his own words, “It is certain that the war must go on
until the rebellion is put down, if we have to put out paper until it takes a
thousand dollars to buy a breakfast.”18 The massive borrowings by the United
States did not have that drastic effect, but prices in the North increased by
about 87 percent during the Civil War. A greenback dollar in July of 1862 was
worth only ninety-one cents in gold. In 1864, $2.50 in greenbacks were required to purchase the same amount of gold that could have been purchased
for a dollar at the outbreak of the Civil War. It took $12 in greenbacks to
purchase a single British pound sterling in 1864. This was two and one-half
times the prewar exchange rate of $4.86. California and other Pacific states
remained on the specie standard during the Civil War, and greenbacks were
being sold as low as thirty-five cents on the dollar in San Francisco in 1864.
Gold as a medium of exchange ceased as federal notes depreciated in the
northern states. The remaining coinage disappeared from circulation. Over
$3.75 million in silver coins were exported as bullion to Canada in 1862 in
order to take advantage of the increased value of their silver content. Some
businesses charged a premium when it was necessary to return silver coins as
change. To alleviate the coin shortage, corporations and individuals began to
issue shinplasters, tickets, checks, and other substitutes for small coins. Tokens were widely used during the Civil War. One token contained the message “Alfred S. Robbinson, Banker, Numismatist, Notary Public. Dealer in
Stocks, Bonds, Notes, Land Warrants, Uncurrent Money & All Kinds of
American & Foreign Specie.”19 Other businesses cut bank bills into fractions
as a replacement for small coins. Newark, New Jersey, began issuing promissory notes in denominations from ten cents to fifty cents. They were redeemable by the city in larger amounts of $10 or more. Other cities soon followed
Newark’s lead. Another form of money was created by the northern sutlers
who acted as latter-day army post exchanges (PXs). During the Civil War, the
Union army assigned one sutler to each regiment of soldiers. He was the only
person permitted to sell merchandise to the soldiers in that regiment. The
sutler enjoyed huge markups on the goods that were sold to the soldiers on
credit and deducted from their pay. The sutlers issued tokens or cardboard
scrip to the soldiers to make their purchases.
Congress responded to the coin shortage by authorizing small denomination currency that looked like postage stamps. The issuance of this “postage
currency” began in August of 1862 in denominations of five, ten, twentyfive, and fifty cents. Thirty million dollars of those stamps were authorized.
The government then prohibited the use of the issuance of any notes or obligations for less than one dollar that was intended to circulate as money. The
act prohibited the issuance of small notes and shinplasters by private corpora-
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tions and banks. This did not affect the small denomination notes issued by
municipal governments.
National Banks
The numerous private banknotes in circulation in the early stages of the Civil
War were competing with the greenbacks as a circulating currency. Some
$170 million of state banknotes were in circulation in 1863. Despite the war,
the number of state banks increased substantially during the 1860s. About
1,500 banks were operating in the Union in 1863, and most were issuing
notes. The New York Times claimed that almost 80 percent of all banknotes in
circulation in 1862 were counterfeit. Secretary Chase was additionally concerned with the constantly changing values of the note issues by those banks.
He wanted to replace state banks with national banks that would facilitate the
circulation of the greenbacks and other federal legal tender obligations. Consequently, the creation of the national banks was closely tied to the legal tender requirement. The federal government’s elimination of banknotes as a
currency was accomplished through a two-step process. One step was to create a national banking system. A second step was to tax the state banknotes
out of existence. With President Lincoln’s support, the first of these steps was
taken with the passage of the National Banking Act, which became law on
February 25, 1863. It authorized the creation of “national” banks that would
be regulated by the federal government. This legislation was based on aspects
of the New York free banking system that had been established in 1838 and
the Massachusetts Banking Act of 1858.
The National Banking Act defined banking as including the activities of
“discounting and negotiating . . . evidences of debt, . . . receiving deposits; . . .
buying and selling exchange, coin and bullion; . . . and loaning money on
personal security.”20 A bank engaging in such activities that desired to become a “national bank” was required to incorporate under a federal charter.
The charters of the national banks were initially limited to a period of twenty
years, but that limitation was later removed, avoiding the rechartering problems encountered by the Bank of the United States. “National banks were
required to have a minimum capital ranging from $200,000 in cities of 50,000
or more to $50,000 in cities with a population of 6,000 or less.”21 The National Banking Act contained a number of restrictions, including a prohibition on lending more than 10 percent of the bank’s capital to any one
borrower for the purpose of investing in stocks. National banks were prohibited from lending on real estate, even though the state banks could and
did make such loans.
Bank failures prior to the crash of 1837 revealed that the failure to maintain sufficient reserves was a decided weakness in the banking system. Therefore, at the time of the creation of the national banking system, it was an
accepted concept that banks should be required to have a fixed reserve of
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cash assets on hand to meet customer demands. The National Banking Act
required national banks to keep 15 to 25 percent of their deposits as a reserve.
For national banks in New York, Chicago, and St. Louis, a 25 percent reserve
requirement was imposed—that is, those banks were required to hold 25 percent of their circulating notes in greenbacks or specie. Other national banks
were required to keep an amount equal to at least 15 percent of the aggregate
amount of their notes in circulation and of their deposits. Those reserves were
required to be kept in lawful money of the United States.
National banks were required to deposit bonds with the Secretary of the Treasury. The national bank could then issue circulating notes that were valued at 90
percent of the amount of the current market value of the bonds that the bank had
deposited with the Treasury. The circulating notes could be used to pay most
government obligations and were in effect legal tender. The notes issued by the
new national banks were redeemable in “lawful money,” which put them at a par
with government currency and acted as a substitute for specie. Large numbers of
notes were issued by the national banks in denominations that were often as
small as $5 and $20 and looked very much like modern currency, except that they
were issued by the banks instead of the Federal Reserve. National banks initially
were required to redeem their circulation at their own counters, but the banking
legislation was revised to allow redemption at agencies in various cities. Amendments to the National Banking Act designated eighteen large cities as redemption
centers. Banks in those cities were allowed to keep one-half of their required 25
percent reserve on deposit with New York banks. Country banks were allowed to
keep reserves of 15 percent, and 60 percent of this could be held on deposit in one
of the eighteen redemption centers.
National Bank Regulation
The National Banking Act “secured uniformity of the current value of the
notes throughout the Union, and consequent saving of expense on domestic
exchange, with a perfect security to the holder and thus proved greatly superior to any other system of bank issues which has obtained in the United
States.”22 The creation of a national banking system eliminated the prior practice of charging an exchange rate of about 1 percent on bills from the West
and the East. The National Banking Act contained other reforms. The Treasury Department was assigned the duty of assuring that the national banks
complied with the provisions of the National Banking Act for reserves, indebtedness, loans, and other requirements. The Office of the Comptroller of
the Currency was directed to carry out these duties. The comptroller was placed
under the supervision of the Secretary of the Treasury, but was appointed by
the president, with the advice and consent of the Senate. The national banks
were required to supply quarterly financial reports to the comptroller, which
were then made public. The comptroller was authorized to appoint individuals to conduct examinations of the national banks.
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The first Comptroller of the Currency under this legislation, Hugh
McCulloch, had previously been president of the Bank of the State of Indiana. As comptroller, McCulloch had his office examine national banks annually. The power to examine provided some control over the national banks
and acted as a deterrent to many abuses. Missing from the National Banking
Act, however, was any authority to monitor the state banks. That legislation
created a “dual” banking system in which state banks were regulated by the
states and national banks by the federal government. This dual system was
made more flexible when, on March 3, 1865, Congress enacted legislation
that allowed state banks to convert to national banks, provided that they met the
capital requirements imposed for national banks. This permitted the banks to
choose the regulatory scheme they found most compatible for their operations.
Branching and State Banks
The National Banking Act did not authorize branches for national banks.
Apparently, this restriction was the result of inadvertence rather than design.
This was advantageous for some state banks,23 but state banks converting to
national bank status were allowed to keep their branches, provided that it was
lawful to do so under state law. Some state banks were initially reluctant to
recharter under the original National Banking Act. Among other things, the
state banks were required to change their names and accept a number as their
name (e.g., “The First National Bank”). Many state banks did not want to
give up the goodwill value of their old names. The Bank of North America,
which had been started by Robert Morris, was among the banks that were not
willing to change their names. The Bank of North America argued, somewhat
proudly, that no name change was necessary because it had held a federal
national charter since December of 1781 “which has never been abandoned
or relinquished.”24 The comptroller of the currency accepted this claim and
allowed the Bank of North America to become a national bank without including the word “National” in its title. Additional legislation removed this
concern for other banks.
Jay Cooke organized one of the first national banks—the First National in
Washington. Another early national bank was the First National Bank of New
York. Formed in 1863, it became a particularly large seller of United States
government bonds and would become allied with J.P. Morgan & Co. later in
the century. Soon there were nearly 500 other national banks. Many of those
banks were small institutions, but several large state banks converted into
national banks. The City Bank in New York, the predecessor to the modern
Citibank, received national bank charter number twenty-nine in 1865. It then
changed its name to the National City Bank. In that same year, City Bank
loaned the City of New York $500,000 so that the city could meet its payroll.
The National Banking Act did not stop the growth of state banks, which,
unlike the national banks, could make loans on farm mortgages and on crops.
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The capital requirements of the national banks also made it difficult to open a
national bank in a small community. The minimum capital for a national bank
was $50,000, while state banks could often be chartered with capital as low as
$5,000. Nevertheless, the National Banking Act was the first step in stopping
the issuance of state banknotes. Their complete demise came in 1865 when
Congress imposed a tax of 10 percent on state banknotes that circulated as
currency. The Commissioner of the Internal Revenue was given responsibility for collecting this tax, but there was little tax to collect. The tax stopped
the issuance of state banknotes and, with other legislation, eliminated
shinplaster operations. The upholding of the tax on state banknotes by the
Supreme Court in Veazie Bank v. Fenno25 assured that the federal government
would thereafter define and control the country’s circulating currency. The
nation now had its own currency, and the state banks turned to checking accounts as the primary source for their deposits. It also had some financial
problems.
Wartime Costs
By October of 1865, the debt of the United States was $2.8 billion. About
$650 million of that amount was represented by the 5–20 notes that had been
so vigorously sold by Jay Cooke. Another $830 million was in 7–30 bonds
that Cooke had helped pump out of the federal Treasury. Direct and indirect
costs of the Civil War to both sides were estimated as being as much as $9
billion. Historians have estimated that the North spent as much as $3 billion
dollars in direct costs to defeat the Confederacy. The widespread destruction
and disruption of industry caused by the Civil War, particularly in the South,
would lead historians to debate whether that conflict retarded or spurred
American economic growth. The greater weight of authority seems to hold
that the war accelerated the industrial revolution. The National Bureau of
Economic Research notes that the per capita rate of American economic growth
increased significantly even before the war,26 and growth accelerated even
more during the war. By 1863, the economy of the United States was valued
at over $1 billion, almost twice its prewar level. In the event, the cost of the
Civil War to the North and the South was “enough to buy the freedom of all
the slaves at their 1860 market value, give each slave family 40 acres and a
mule and make $3.5 billion in reparations to former slaves in lieu of 100
years of back wages.”27 At one point during the war, President Lincoln had
actually proposed to buy the slaves’ freedom through the issuance of Union
bonds. The president wanted to offer the southern states $400 million to abolish slavery. In making that proposal, Lincoln noted that the government was
spending $3 million a day on the war. Nevertheless, Lincoln’s plan did not
find approval in Congress.
Corruption was a serious problem during the Civil War. Numerous schemes
were used to defraud the government, and shoddy goods were often sold to
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the army at exorbitant prices. One scandal in the Treasury Department involved bribes made to a clerk to change the order of the bills on file so that
payment would be accelerated. Other problems arose from illicit trade with
the South, resulting in Grant’s infamous “no Jews” order. Lincoln had allowed some cotton purchases in the South on the theory that cotton would
otherwise have to be purchased abroad with gold at a higher price that would
enrich the Confederacy and deplete needed Union gold reserves. One individual was given a permit to obtain cotton and tobacco by trading articles that
would not aid the Confederacy, such as hoop skirts and other ladies’ wearing
apparel. It was found, however, that he had actually been using coffee, salt,
and other things useful to the Confederacy to obtain the cotton and tobacco.
Shipley, Johnson & Co. was among the firms involved in illicit cotton trade
with the South. The sutlers did a considerable traffic in pornography that was
made more attractive by improvements in printing and photography. One batch
of such materials was seized and burned in a bonfire at the front of the White
House. Civil War finance also took some interesting turns. General Philip
Sheridan and others were using a secret service fund during the Civil War to
pay spies. On one rather mysterious occasion in 1863, Abraham Lincoln requested Thurlow Weed, a journalist and politician, to obtain $15,000 for him.
The president could not disclose the reason why he sought this money, but he
stated that it was needed for legitimate purposes and there was no appropriation from which it could be lawfully taken. Weed raised the money from
fifteen wealthy New Yorkers, including Cornelius Vanderbilt, W.H. Aspinwall,
Alexander T. Stewart, Charles Knapp, Russell Sturges, P.F. Forbes, and Issac
Bell. Apparently, these funds were used by Lincoln to defeat peace candidates in Connecticut and New Hampshire.
Finances and Assassination
Jay Cooke would provide one final service to his nation at the end of the war.
After Lincoln’s assassination, Cooke was given carte blanche by the Treasury
to support the market for government securities. Although he bought $20
million of bonds in a week and stopped a panic, Cooke was later able to sell at
a profit when the market recovered. Abraham Lincoln undoubtedly would
have approved of Cooke’s efforts. The president had himself invested in certificates of deposit and Treasury notes during the Civil War. On a bleaker
note, John Wilkes Booth apparently financed his assassination plot by selling
his oil properties in Pennsylvania. On the day he left Canada to begin his trip to
Washington, Booth deposited $455 at the Ontario Bank and purchased a bill of
exchange that he would use while traveling. Some few weeks before the assassination, Booth drew a check for $25 on Jay Cooke & Co., “Bankers.” He had
earlier deposited $1,500 in Jay Cooke’s national bank in Washington, D.C.
Congress authorized the Treasury Department to create a Secret Service in
1865, after the assassination of Lincoln. Claims have been made that Hugh
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McCulloch, the Secretary of the Treasury, had obtained Lincoln’s permission
to create the Secret Service at a cabinet meeting on the day of Lincoln’s assassination, but this was never proved. The Secret Service was largely used to
attack counterfeiting. It would not formally assume the role of protecting the
president until after the assassination of William McKinley in 1901. Fraud
would continue. In 1865, William Foss of Massachusetts sent merchants a
real $5 note along with the prices for counterfeits he was making. The recipients were duped into paying him money in the mistaken belief that the $5
note was a counterfeit and that the notes they would be purchasing would be
of the same quality.
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2 Confederate Finance

Cotton exports were the backbone of the South’s economy before the Civil
War. That commodity accounted for more than one-half of all merchandise
exported from the United States. Not surprisingly, the curtailment of its export by the Union blockade considerably weakened the Confederate war effort. But that was not the only handicap faced by the Confederate states. The
region held only about 10 percent of the nation’s manufacturing capital, which
placed it at a severe disadvantage in the production of war materials. Equally
lacking were financial resources. The total amount of currency in circulation
in the Confederacy at the outbreak of the war was only about $100 million,
compared to the $200 million in banknotes circulating in the North, and Confederate banks had less than $20 million in specie. A small amount of specie,
some $700,000, was seized by the Confederacy from the customhouses and
branches of the federal mint. The federal mint offices at New Orleans,
Dahlonega, and Charlotte were then used by the Confederate government to
mint coins until their bullion was exhausted. The South designed a halfdollar, and four specimens were struck at the New Orleans mint, but the coin
never circulated. A Philadelphia engraver, Robert Lovett Jr., was commissioned by the Confederacy in 1861 to create dies and coins for the Confederate government. He struck a dozen or so coins in one-cent denominations.
Lovett then became alarmed that he would be accused of treason and hid his
dies. That ended efforts to create a southern coinage.
Confederate Taxes
The Confederate government obtained some revenue by enacting a law requiring payment of debts owed to northern creditors by southern merchants
into the Confederate Treasury. This caused outrage on the part of the Union
merchants and was one of the grounds General Sherman would use to justify
his harsh treatment of the South in his march through Georgia. The Confederacy claimed that it was not confiscating the debt owed to northern mer223
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chants. Rather, it was using those debts to create a fund to indemnify Confederate citizens. In application, that measure drew only limited funds into the
Confederate Treasury and was nonrecurring. The Confederate Treasury was
additionally seeking the sale of property belonging to “alien enemies.” The
proceeds were to be used to fund the war effort. A clergyman in Georgia
proposed that collections should be taken up in the churches in aid of the
Confederate government on a “fast-day.” A total of $5,278.88 was raised on
one Sunday through this campaign.
Christopher G. Memminger, the Confederates’ Treasury Secretary, initially
took the position that “in an agricultural country like ours, loans are of limited capacity, both as to amount and period of payment. The crop is the great
resource of the planters for all payments.”28 Memminger, therefore, planned
to raise most of the revenues needed for the war from export duties and direct
taxes. Like the North, the Confederacy faced a problem with a direct tax
because there was no “machinery requisite for collecting it.”29 A survey of
the taxing systems of the various Confederate states disclosed that there were
so many different systems for collecting taxes that they were difficult to classify. Some states valued land without reference to its real value. Some states
imposed a poll tax on each slave while others used an ad valorem tax that was
based on a slave’s market value. To meet this deficiency, Memminger proposed that the states be assessed with a percentage of the taxes they were
raising from their citizens for their own operations. But there was concern
that this would impose too heavy a burden on some states, so an ad valorem
tax on property was suggested as an alternative. The Treasury estimated that
there was $5.2 billion of property in the Confederate states and that a tax of
fifty-four cents on each $100 of property would raise $26 million. To simplify the system, it was determined that only certain property should be taxed,
including slaves, real estate, merchandise, bank stocks, railroad and other
stocks, and money at interest. Memminger noted that slaves were the chief
item of value in southern property, and he thought they best evidenced the
ability of the owner to pay. Memminger believed that the rate of taxation on
slaves should be higher than the rate on other property, since “the origin and
character of the war in which we are engaged would seem to make this species of property more particularly bound for its support.”30
In August of 1861, the Confederacy adopted a war tax of 0.5 percent tax on
real and personal property, to be collected by officials appointed in the various Confederate states. An issue immediately arose as to whether cash was
subject to the tax. A tariff on imports was also imposed. Efforts were made to
raise additional revenues through taxes on naval stores and agricultural products. Securities and business capital were taxed at 1 percent, and licensing
taxes were adopted for various trades and occupations. An income tax was
adopted, under which nonmilitary salaries were taxed at rates that varied from
1 to 2 percent. Salaries were taxed at 1 percent for amounts under $1,500 and
2 percent above. Salaries of less than $1,000 were exempt from the tax. A
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Christopher Memminger (standing, left). Confederate Treasury Secretary and deeply intellectual, Memminger would find that southern financial resources were no match for
those of the North. (From Harper’s Weekly, courtesy of the National Portrait Gallery,
Smithsonian Institution.)

progressive tax was imposed on the income of joint-stock companies and corporations. Deductions were allowed for expenses and repairs. This tax required
joint-stock companies and corporations to set aside funds for dividends, and that
amount was taxed. Individuals and companies were required to file income tax
returns with the Confederacy. Later in the war, the Confederate Congress adopted
a “tithe” tax that required farmers to pay one-tenth of their cotton and tobacco as
a tax in kind. A 50 percent penalty was imposed against those failing to comply.
The tithe tax was extended to profits on additional commodities such as flour,
corn, pork, and other materials needed for the war. This tax did not apply to
profits received in the course of a regular retail business.
The Confederate efforts to impose direct taxes were not successful. The
first tax was imposed in August of 1861 but not collected until 1862. Even
then, the tax was actually collected in only three states. The other states simply advanced amounts due by their citizens to the Confederate Treasury. Secretary Memminger also complained that slaves as property were not being
taxed in amounts sufficient to reflect their value. He noted that, while the war
was being fought over slavery as a property right, the owners of the slaves
were not prepared to pay taxes to defend that claim. Additional taxes were
added in 1864, including a 10 percent business profits tax and a 25 percent
excess profits tax. A 30 percent sales tax was levied, and tax rates on existing
taxes were increased as the South’s financial condition became more desperate. Despite the war fever in the South, there was much objection to these
taxes, and compliance was less than wholehearted. Memminger soon realized
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that taxes were inadequate as a means for funding the war. He noted that “experience has fully established that the expenses of modern war cannot be maintained by the taxes to be levied during a state of war.”31 Indeed, taxes would
provide only 5 percent or less of the revenue needed by the South for its war
effort. Like the North, the Confederate government would be forced to depend
largely on borrowed funds to finance its armed forces. More accurately, most of
the money used to finance the Confederate cause would be raised simply by
printing it. In total, the Confederate government borrowed $2 billion dollars of
the $2.3 billion that it used in its operations during the Civil War.
Money Troubles
Even printing money proved to be a problem for the South. A Confederate
Treasury official noted that the American Bank Note Company had the finest
of engravings and that the South could not duplicate them. He thought that
Confederate notes should be printed in Europe because printing limitations in
the South allowed notes only to be lithographed, which made them easy to
counterfeit. The Confederacy had been able to hire northern printers for the
initial engraving and printing of its bills and notes. The National Bank Note
Company was printing bonds for Alabama after secession. Those services
stopped when war was declared. As a result, the Confederate Treasury was
short almost $12 million in notes in 1861 because it was unable to print them
as rapidly as expenditures demanded. This forced the Treasury to borrow several millions of dollars of banknotes from banks in South Carolina and Georgia at an interest rate of 5 percent. A southern firm, Hoyer & Ludwig, eventually
became the Confederate government’s principal printer. That firm suffered
some embarrassment after its plant was burglarized by an individual who
printed himself a considerable number of $100 notes. Confederate detectives
eventually caught the culprit, and he was hanged.
The Confederacy was forced to search far and wide for paper to print its
notes. A large amount of paper was shipped from England, including five
hundred reams that were sent on the steamship Economist. Lithographic printers and presses were sent, as well as some Scotsmen who were to man those
presses. A large amount of banknote paper that was being shipped to the Confederacy was captured on board the Bermuda. The South seized machinery
and materials from the American Bank Note Company in New Orleans in
order to aid its printing efforts for Treasury notes. A design for the Treasury
notes for the Confederacy became another problem. An eagle on the bonds
was rejected, since that was the symbol being used by the North.
Borrowing to Finance the War
Like the North, the Confederate government initially turned to the state banks
to borrow needed funds. About 30 percent of the South’s war finance came
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from bonds sold to banks. This was a fragile source of support. Only about
250 banks were present in the Confederate States at the outbreak of the Civil
War. That number paled in comparison to the nearly 1,400 banks operating in
the North. The banks in the Confederacy were also the “worst of the noteissuing banks of that period.”32 In Georgia alone, over 1,500 varieties of this
currency had been issued before the Civil War. The southern banks were thinly
capitalized, and they had to suspend specie payments even before Lincoln
took office. Consequently, the Confederate government obtained only small
amounts of specie from its banks. The Confederate Treasury was forced to
borrow banknotes in exchange for its own bonds.
The Confederate government authorized a $15 million “bankers’ loan” on
February 28, 1861, that was to be funded through an export tax of one-eighth
of 1 percent on cotton. The bankers’ loan required the Confederate government to issue 8 percent interest-bearing “stock” that paid interest semiannually in specie. The bonds had a maturity date of ten years, but could be
redeemed at any time after five years, upon three months’ notice. The bankers’ loan ran into difficulty at first because the lack of specie limited the market for the bonds, but the bankers’ loan was eventually fully subscribed after
the Confederate began accepting banknotes as payment for the loan. The bankers’ loan was followed by a $20 million issue of ten-year, 7 percent “call
certificates.” A call certificate was issued upon the deposit of $500 in Treasury notes with the Treasury of the Confederacy. Interest on call certificates
was paid semiannually. In May of 1861, the Confederacy began issuing $20
million in Treasury notes that were convertible into these call certificates,
which could be reconverted into notes. The non-interest-bearing Treasury notes
were redeemable in specie in two years. Although those notes were intended
to be used on a short-term basis, the Confederate Treasury found it necessary
to continue the issuance of Treasury notes as a principal means for funding its
operations.
An additional issue of $30 million in call certificates was authorized with
a 6 percent interest rate. More of those issues followed, but they paid 4 and 5
percent. In total, over $140 million of call certificates were issued by the
Confederate government. The call certificates effectively allowed the holders
of the certificates or Treasury notes to draw or transfer funds from any office
or depository of the Treasury upon demand. This system operated much like
domestic exchange transactions. To facilitate these operations, the Treasury
created a subtreasury system. That system was also needed for other reasons.
The express companies began increasing the charges for transferring money.
They were charging $3 per $1,000 for sending notes to New Orleans from
Richmond, Virginia. Those high fees caused the Confederate Treasury to consider hiring its own agents to transmit funds, but the subtreasury system reduced the need for transporting notes and funds among the Confederate states.
Depositories were established at New Orleans and Charleston, and several
subtreasuries were opened in the Confederate states.
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The Confederate Treasury issued seventy types of notes and bonds during
the Civil War. Their face value totaled some $2 billion. They included the
“Confederate dollars” that circulated as currency. These were simply Treasury notes that promised to pay the bearer a specified amount—for example,
one dollar—“six months after the ratification of a treaty of peace between the
Confederate States and the United States.” These notes were printed only on
one side of the paper and were “Fundable In Eight Per Cent Stocks or Confederate States bonds.” On May 16, 1861, $20 million was authorized for the
issuance of small Treasury notes that were payable in two years and were to
circulate without interest as currency. At the time, there was only a single
banknote engraver in the South and there was no paper to print the notes. This
delayed the issuance of the Treasury notes, but soon they were being produced in great numbers. All of the banks in the Confederate states except
New Orleans agreed that they would receive and pay out the Confederate
Treasury notes as currency, even where their own circulation was impaired.
In order to assure their circulation in New Orleans, the Confederate Treasury
asked the New Orleans banks to suspend specie payments and to use Treasury
notes as currency. This was necessary because Treasury notes could not be
redeemed in coin while banknotes could. It was thought that once the Treasury notes became accepted as currency, they could be used as a permanent
loan. Like the North, the Confederacy recognized that “it is essential to the
security of the Government, and absolutely necessary for our self-defense,
that the Treasury notes should circulate as currency.”33 By 1862, the Treasury
Secretary could boast, “Treasury notes are now money like bank notes.”34
Commodity Currency
A proposal was made as a result of the Union blockade that the entire crop of
the planters be purchased by the government. Another plan was for the government to advance a part of the value of the cotton crop. The payments would
be made by an issue of Treasury notes. The Secretary of the Treasury rejected
such a plan, noting that the “organization of labor” has always resulted in a
disastrous failure.35 The Confederate Congress took other steps to finance the
war. It authorized the issuance of $50 million in twenty-year, 8 percent bonds.
Those bonds could be sold “for specie, military stores, or for the proceeds of
sales of raw produce or manufactured articles.”36 Only some $21 million was
subscribed for this loan. A $100 million “produce” loan was authorized by the
Confederate Congress on August 19, 1861. The Treasury was to accept cotton, flour, bacon, and other commodities for the bonds issued under this legislation. Subscribers to this loan were to place their cotton or other produce in
a warehouse or in a factor’s possession. The produce was then to be sold for
payment in Treasury notes, specie, or foreign bills of exchange. In April of
1862, the Confederate Congress authorized payment for produce loan bonds
in kind of any articles that would be required by the government.
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The Confederate Treasury did not have as much success as it desired in
attracting cotton and other commodities under the produce loan. Subscriptions amounted to only some 400,000 bales of cotton, some 3,500 hogsheads
of sugar, 270,000 bushels of rice, 5,000 bushels of wheat, and 1,000 hogsheads of tobacco. The produce loan arrangement had several weaknesses.
Among other things, these notes did not actually provide for in-kind repayment to the bondholders on maturity. Rather, they were to be paid for with
proceeds from the sales of the produce when it was sold, which raised concerns as to whether a fair price would be received at maturity. Another produce loan was authorized in April of 1862 for $165 million. The Confederacy
sought to buy cotton with these bonds and to sell it in Europe. Only some $2
million of cotton was obtained through those bonds. A Produce Loan Office
was established in the Treasury Department to further the development of a
commodity-based currency and financial system. In actuality, its principal
function was to obtain funds that could be used abroad for purchasing supplies to support the Confederate army. The Produce Loan Office issued bonds
that paid interest in cotton in exchange for Treasury notes. The Produce Loan
Office sought to pay for the purchase of supplies with Confederate bonds
rather than short-term Treasury notes. In April of 1862, the Confederate Congress authorized the issuance of $100 notes that paid 7.3 percent. These “7.30”
notes could be purchased by converting other issues. Over $100 million of
such conversions were made in 1862.
Confederate Notes
The Confederate Treasury divided its long-term notes into “stock” and “bonds.”
Confederate bonds usually paid interest at the rate of a penny a day on each
$100 of principal. Bonds, unlike “stock,” were bearer instruments. Interest
was paid upon presentation of the coupons attached to the bonds. These coupons could be used as money since they were bearer instruments. Confederate “stock” was a noncoupon bond that was registered in the owner’s name
and had to be endorsed to be transferred. Interest was paid to individuals by
checks issued by Treasury offices in each state. Bonds could be converted to
stock at the purchaser’s discretion. Confederate bonds, and their numerous
coupons, had to be hand-signed. The first $5 million of bonds issued by the
Confederate government alone required 46,000 signatures. The Confederate
Treasury determined that a clerk could sign his name 3,200 times during a
day’s work. One individual was able to sign at a rate of 4,000 signatures a
day. Eventually, some 200 clerks were hired to sign these instruments, but
Treasury Secretary Memminger found that the requirement for signing the
notes provided little security because of the large number of people involved.
Memminger noted that counterfeiting by the enemy was common and that
there were organized efforts underway by prisoners and traders to circulate
counterfeit currency. Counterfeit notes in any quantity were being forwarded
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by mail from Chestnut Street in Philadelphia to anyone who wanted them. An
individual in Philadelphia claimed that he had counterfeited $15 million in
Confederate notes. Memminger complained that “the whole country is flooded
with counterfeit treasury notes, and many of them are so skillfully executed
that it is very difficult to detect them.”37
Counterfeiting
Five dollars in hard currency would buy $20,000 in counterfeit Confederate
notes. One difficulty was that the northern engraving for the southern counterfeit notes was often superior to the originals. The money situation was so
bad in the South during the shortage of Treasury notes, and the confusion
caused by the counterfeit paper in circulation, that the Confederate government gave serious consideration to honoring counterfeit certificates. The counterfeiters caused many embarrassments. In Texas, large sums were paid for
beef cattle using counterfeit notes that had been collected by Confederate
Treasury officials. The Treasury tried to hire experts who could identify counterfeit currency. That department additionally sought harsh punishments for
those engaged in counterfeiting, and it proposed to change its plates and use
engraved facsimiles for signatures. Counterfeiting continued. The Confederate Treasury was advised in September of 1862 that large numbers of counterfeit Confederate notes were being found on the bodies of Yankee soldiers
slain in battle, suggesting that the Union government had an organized plan
to circulate counterfeit in the South through its soldiers.
Other problems arose. The printing and engraving of notes had to be moved
from Richmond to Columbia, South Carolina, for security reasons in 1862. In
1863, after Richmond was threatened by Union attack, clerks in the Treasury
Department were called to arms. A Bank of the Confederate States, to be
modeled after the Bank of England, was proposed in April of 1861. This would
have provided some central control over Confederate currency and monetary
policy, but this proposal was rejected. Thereafter, the Confederate government considered creating a national banking system such as that established
by the Union government. That plan was not pursued. The Confederate Congress failed to make its notes and bonds legal tender for private transactions.
As with the Union government, there was some doubt whether the Confederate government had such authority. Unlike the North, the Confederacy resolved the issue by not enacting legal tender legislation. The Confederate
Treasury notes, however, “were to be accepted by the Government in payment of all taxes, except the export duty on cotton.”38 The Confederate Constitution prohibited its constituent states from making anything but gold and
silver legal tender, but the states could issue bills of credit. The states, and
their local governments, issued large numbers of these instruments during the
war. The state of Mississippi, for example, authorized the issuance of $5 million in state Treasury notes in 1861 that were to be paid for in cotton. Georgia
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printed $18 million in bills during the Civil War. North Carolina printed another $8.5 million.
Currency Shortages
Shinplasters (i.e., small denomination notes) found renewed favor in the South.
At the outbreak of the war, there was a shortage of small change in the South.
This resulted in a repeal of state statutes that had sought to stop the circulation of shinplasters. Such notes were issued during the war by cities, turnpikes, insurance companies, savings banks, factories, local governments, and
even private individuals. Railroads issued notes that passed for currency and
could be used for transportation and shipping charges. Many merchants issued scrip, which they promised to redeem in goods or services. The acute
shortage of small coins necessitated other measures, including the use of postage stamps as currency. The states in the Confederacy issued Treasury notes,
warrants, and change bills in small denominations. Alabama, for example,
issued over $3 million in small bills that were redeemable for Confederate
Treasury notes. North Carolina issued large numbers of notes in denominations that ranged from ten cents to two dollars. Georgia was another large
issuer. The City of Richmond issued $300,000 in notes that ranged from twentyfive cents to two dollars. Some states circulated tokens, often of brass and
copper, that were used as coins. Adding to this bewildering array of currency
were the Indian nations allied with the Confederacy. They decided to issue
their own currency. The Cherokee Indians issued scrip in 1862. The Choctaw
Indians issued Treasury warrants that were redeemable with any funds available to the Choctaw Treasury.
King Cotton
The South sought financial support from abroad to shore up its weak financial structure. England was one target of that effort. Fraser Trenholm & Co. in
Liverpool was used as a depository for the Confederacy in England, while
Baring Brothers filled that role for the North. The South had an edge in English financial circles because Britain was dependent on cotton imports for its
manufacturing before the Civil War and that trade made it supportive of the
southern states. In order to control what it thought was its most powerful
weapon, the Confederate Congress prohibited the exportation of cotton, except through seaports of the Confederate states, which it controlled. An informal cotton embargo was imposed against France and England at the outbreak
of the war in order to pressure them to support the Confederacy. Although
there was actually a glut of cotton in Europe in 1861 when the Civil War
broke out, the embargo resulted in something of a cotton famine in Europe for
a time. Soon, however, cotton supplies became available from other sources,
such as India and Egypt. The role of King Cotton then began to weaken.
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A key factor that inhibited the Confederacy from using King Cotton as a
more effective weapon was the Union blockade, which made it impossible to
export large quantities of cotton that could be sold to obtain funding abroad.
The Confederate Treasury Secretary noted in 1863 that initial plans to finance
the war were based on a belief that the Confederacy could sell its products
abroad. “Our products were thought essential to the rest of mankind, and it
was believed that they would come and buy them.” The secretary noted that
this system was based upon sound principles, and if we could have exported our
produce and thereby have procured specie, or its equivalents, the plan would have
effected the objects intended. Unfortunately, the blockade was accepted by neutral
powers, and our just expectations were disappointed. The specie of the world could
not flow in upon us, and when ours was exhausted, we were compelled to pay interest on our bonds and treasury notes . . . paper money rested on other paper, and as
both accumulated, they acted and reacted on each other, until both had been reduced
to the rate at which they now stand.39

The Trent affair had engendered sympathy for the Confederacy, but the
default of the American states on their European debts had made English
investors wary of American securities. As a senator, Jefferson Davis had been
involved in a quarrel with the London newspapers over the issue. He then
urged Mississippi to repudiate its bonds that had been issued on behalf of the
Union Bank. Many Europeans lost money as a result and were suspicious of
Davis’s commitment or desire to pay bonds issued by the Confederacy. To
overcome these concerns, the Confederacy sought to obtain supplies in England and elsewhere in Europe through cotton financing. The Treasury Secretary was authorized to issue certificates for payment of goods that entitled the
holder to receive cotton in payment for purchases by the Confederate government. The cotton certificates required the Confederate government to deliver
the cotton that was subject to the certificate within six months after peace. If
the holder wanted to run the blockade, the Confederate government agreed to
deliver the cotton to any nominated port within its possession.
The Erlanger Loan
Some £60,000 of cotton bonds were issued in England in 1862 in order to
finance the building of a ship for the Confederate navy. The bonds were privately placed. Some cotton bonds that were sold in England gave the purchaser ownership of a particular lot of cotton that was to be valued at “the
expense of purchase plus the fees of agents, plus the amount cotton had appreciated since the date of purchase.”40 Another cotton bond set a specified
price per pound for the cotton that was subject to the bond. Purchasers could
run the blockade and collect the cotton at the port designated on the bond or
certificate. These cotton bonds were not particularly successful. They often
could not be sold at rates greater than fifty cents on the dollar. For that reason,
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most of the certificates were withheld from the market, but some were issued
to meet pressing obligations.
The Confederate government made other efforts to obtain financing in
Europe. John Slidell was appointed as Confederate purchasing agent in Paris.
Slidell was well connected, having held an agency to sell railroad bonds in
London, and he continued to deal in railroad securities during the Civil War.
Slidell’s daughter was married to Emile Erlanger, a French financier who
devised a complex loan arrangement for the sale of Confederate bonds in
Europe. The “Erlanger loan” involved bonds that were to be sold to the European public on an installment basis. The bonds paid 8 percent in interest and
provided for payment at maturity of £100 British sterling, 2,500 French francs,
or 4,000 pounds of cotton, at the purchaser’s option. These bonds also came
in trivalue denominations of £500, 1,250 French francs, or 20,000 pounds of
cotton. The face of the Erlanger bond stated, in part,
The Holder of the Bond . . . will have the option of converting the same at its
nominal amount into Cotton, at the rate of sixpence sterling per pound—say 4,000
lbs. of Cotton in exchange for a Bond of 100 [pounds sterling]—at any time not later
than six months after the ratification of a Treaty of Peace between the present
belligerents.

A sinking fund was established for the Erlanger bonds. Five percent were to
be redeemed each year through a drawing. The idea was that the loan would
be liquidated in twenty years.
The Erlanger bonds, in effect, allowed a purchaser to speculate on the price
relationships among pounds sterling, French francs, and the price of cotton. If
cotton prices dropped, the holder could accept the currency on maturity. If
cotton prices increased, the holder could accept the cotton and resell it for a
profit. As one historian later noted, this “transaction, though ostensibly a loan,
was in fact little more than a scheme for large-scale speculation in cotton.”41
An investment banker, Lindsay and Company, contemporaneously viewed
the Erlanger loan as a speculative transaction in cotton “futures.”42 The purchaser was also speculating on the success of the Confederacy, as the option
could not be exercised until six months after the conclusion of a peace treaty
to end the Civil War.
The Erlanger loan was sold through the markets in London, Liverpool,
Paris, Amsterdam, and Frankfurt. J. Henry Schroeder & Co. was joint manager of the loan, and its agents sold the bonds in Amsterdam. Fraser, Trenholm
& Co., the subsidiary of a Charleston, S.C., firm,43 sold the bonds in Liverpool,
and Erlanger & Co. sold the bonds in Paris and Frankfurt. The Erlanger loan
was oversubscribed within three days and was deemed a success. That optimism was soon curbed. The prices of the bonds in the market began dropping
when confidence in the Confederate cause weakened. Many of the subscribers had paid only 15 percent of the issue price as a down payment, and they
began to default on the rest of their payments as the price of the bonds fell.
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Confederate agents sought to support their price, but that effort failed. The
Erlanger loan raised less than $3 million after all the costs and fees that were
paid to Erlanger. The firm had demanded that the bonds be sold at a 30 percent discount off their face value, and the firm charged a 5 percent commission, a 1 percent commission for handling the sinking funds and interest, and
a further 8 percent discount for handling any installments.
This did not end efforts to obtain European financing for the Confederacy.
Erlanger and J. Henry Schroeder & Co. urged the Confederacy to establish a
Confederate bank in London in 1864. This proposal was not accepted. South
Carolina unsuccessfully attempted to create a bank that would issue notes payable in Paris. The idea was to have French citizens subscribe to these notes in
the amount of some fifty million francs. Another scheme sought to create a
joint-stock company in Europe for the Confederate states that would engage in blockade running. The holders of the shares would be the purchasers of the Confederate cotton bonds. This project was an attempt both to further
blockade running and to support cotton bond prices. It too was unsuccessful.
Inflation
The Confederacy was left with the printing presses at home as its principal
means of paying for the war. The Confederate Treasury Secretary,
Memminger, was forced to recognize that necessity, and the Treasury began
making ever larger loan issues. Among the offerings made by the Confederacy to its citizens was an issue for $250 million in twenty-year, 6 percent
bonds in April of 1863. Interest coupons were attached to these bonds for
payment in Confederate dollars or New Orleans middling-grade cotton. At
the time of the issuance of these bonds, newspapers were claiming that the
value of cotton was at least three times greater than the price set by the
bonds. This would mean that the actual interest received by the holder would
be 18 percent. The principal amount was to be paid in coin, and claims were
made that this too would result in an increase in value over par. By this
time, the Confederate government had saturated the South with bonds and
notes. Only some $2 million was subscribed for this loan, and the offering
was withdrawn from the market in December of 1863. Still desperate for
funds, the Confederate Congress authorized the sale of $500 million of taxexempt 6 percent bonds in 1864. Only a small portion of this loan was sold.
In February of 1864, a $1 billion loan was authorized by the Confederate
government. It was to be used for refunding outstanding Treasury notes, but
this loan was not successful.
The continuing issuance of notes and currency in the South resulted in
steep inflation. The Confederate government was fully aware of the economic effects of its currency issues. Memminger noted that the issuance of
Treasury notes led to inflation and was “the most dangerous of all the methods of raising money.”44 He stated that “[b]y a law as invariable as any law
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of physical nature, . . . prices rise or fall with the actual volume of the whole
currency. Neither skill nor power can vary the result.”45 Memminger proposed a loan to the government of 20 percent of all citizens’ incomes in
order to stabilize prices. The necessary legislation for this measure was not
enacted, and inflation continued. A convention of representatives from about
forty southern banks was held in Augusta, Georgia, in 1863. The convention recommended re-funding the Confederate debt because of the inflation
caused by excessive amounts of currency. The bankers further sought to
have the Confederacy impose a tax rather than issue more treasury notes.46
This plan was not adopted.
From 1861 to 1864, prices rose at a rate of about 10 percent per month in
the Confederacy. As inflation skyrocketed, creditors began to refuse payment in the depreciated currency, and barter transactions increased. A loaf
of bread in Richmond cost five cents when the Civil War broke out. By
April of 1865, its price had risen to one dollar. In North Carolina, shoes
were selling for $600, overcoats were $1,500, and a pound of coffee was
going for $100. Confederate currency depreciated more than 1,000 percent
below gold and silver and more than 400 percent below banknotes that had
suspended specie payments. Milton Friedman, a renowned twentieth-century
economist, stated that the Confederate money supply created a situation in
which “it would be hard to construct a better controlled experiment to demonstrate the critical importance of the supply of money” in relation to price
changes.47 Large numbers of Union greenbacks began circulating in the
South as its own currency depreciated. Confederate currency was not so
well received in the North. During General Robert E. Lee’s invasion of
Maryland in 1862, there was some reluctance on the part of Marylanders
to accept Confederate currency used by the invading soldiers. One merchant stated that the Confederate notes “depreciated the paper on which
they were printed.”48
In an effort to curb inflation, the Confederacy imposed price controls. At
one point, wheat was valued at thirty Confederate dollars per bushel. As
usually proves to be the case, price controls were unable to check inflation.
The controls were often unrealistic; sometimes they were set at only twothirds of the market price for commodities. As another measure designed to
ease inflationary pressures, the Confederate government tried to reduce the
number of Treasury notes in circulation. Outstanding notes were required
to be exchanged for new ones at a three-to-two ratio in February of 1864.
Existing currency, except for small bills, was to be converted into 4 percent
bonds. The Treasury notes were subject to a one-third tax if the holder failed
to convert within three months. Like the conversion scheme used by the
Continental Congress during the Revolution, this effort did little to improve
the financial situation and engendered much resentment. It did result in
increased spending as the holders of the notes tried to get rid of them before
the conversion.
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Private Finance
Private finance in the South was suffering as well. The view of at least some
financiers in the Confederate States before the war was that secession would
create a financial center in the South. They claimed that the war would focus
the cotton trade in the Confederate states instead of New York, where southern cotton was often shipped and financed. War would free the South of Yankee financial domination. One newspaper reported that, before the war, bills
of exchange drawn in northern cities were required to be drawn at six months
instead of at sight. The draft was then discounted by a Richmond bank. “Richmond thus furnished not only the trade on which the New York dealer made
his livelihood, but also the banking capital on which he conducted his business.”49 This complaint did not affect the fact that southern finances were too
weak to fund the war on a par with the North.
A small gold and silver market was operating in Richmond during the Civil
War. Blockade runners traded with Richmond brokers, exchanging their Confederate dollars for gold. In October of 1863, the buying of gold and silver
and the trading in greenbacks and other Yankee debt instruments in Richmond led to the introduction of legislation to prohibit such unpatriotic activities. After the legislature adjourned without action on this legislation, active
trading in “Yankee money” resumed. The Richmond papers were even quoting Yankee gold prices. John Fraser & Co. was shipping cotton to Liverpool,
England, on consignment to Fraser, Trenholm & Co. for sale on the account
of the Treasury Department of the Confederacy. Some trading in basic commodities such as hay, iron, nails, lard, molasses, sugar, tobacco, wheat, and
whiskey occurred in the South during the war. Public warehouses in Virginia
issued tickets or tobacco notes that were endorsed by government inspectors.
These notes were negotiable, and the state required the tobacco to be delivered within ten days after presentation of a note. Commission houses were
selling flour in the South throughout the war. In 1863, corn was sold at $9.25
per bushel, but even that high price attracted only small amounts of corn to
the market. Farmers were holding out for higher prices, which subjected them
to the risk of confiscation should the Confederate government discover that
they were withholding grain.
Securities trading continued in the South during the Civil War, but only on
a limited basis. In contrast, there was a “share mania” on the Bombay Stock
Exchange in India, where companies were booming as a result of the blockade of cotton supplies from the Confederacy. Cotton from India was replacing Confederate cotton in England.50 Insurance, bank, and railroad stocks
were being traded in Richmond, as were securities of the Petersburg Steamship Company and the Old Dominion Trading Company. Virginia state “stock”
was selling at 76, Richmond city bonds at 84, and the stock of the Exchange
Bank was trading at 95 in 1861, but there seemed to be little activity. Indeed,
some securities did not trade at all. Davenport & Co. conducted auctions in
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bank stocks and other securities in Richmond. Lancaster & Co. was selling
cotton bonds, Confederate bonds, sterling bills, gold, banknotes, and bonds
and stocks of “every description.”
Interest coupons on Confederate loans were being sold at auction in Richmond in September of 1863, but trading in corporate shares was weak. Most
transactions appear to have been executed at auction or through private sales.
A Richmond paper reported that “capitalists” were becoming interested in the
Confederate cotton bonds sold by Messrs. Lancaster & Co., and Maury & Co.
They were agents appointed by the Confederate government to conduct the
sale of these bonds. A February 1864 auction conducted by Lancaster & Co.
of bonds and stock “attracted the usual crowd of bidders and lookers on.”51
The auction was for Confederate 7 and 8 percent bonds, 75 shares of Virginia
Fire and Marine insurance stock, 100 shares of Merchants’ Insurance, 50 shares
of the Bank of the Commonwealth, 50 shares of Traders’ Bank, and 20 shares of
Exchange Bank stock. Allen & Co., a firm of brokers, advertised $50,000
of $5 Confederate Treasury notes for sale. Two stock auctions in Richmond in
1864 had to be postponed after a Yankee raid on the city.
On May 12, 1864, a public auction was held at Kent, Paine & Co. by the
Confederate Treasury to sell $5 million in 6 percent thirty-year bonds. The
bonds were secured by a pledge of import and future export duties. Principal
and interest were free from taxation, and coupons could be used to make
payments of duties on imports, which were otherwise restricted to specie. A
10 percent down payment was required on purchase, but the balance had to be
paid within ten days. Payments had to be made in Treasury notes. This bond
sale was part of an effort to reduce inflation by re-funding outstanding Treasury notes and reducing their amount and turning them into long-term obligations. This debt restructuring was the result of Secretary Memminger’s study
of France’s efforts to deal with inflation during the French Revolution.
Confederate Finance Collapses
Secretary Memminger resigned in June of 1864 because of his inability to
convince the Confederate Congress to adopt a financing plan that would place
the Confederacy on a more stable financial footing. He was succeeded by
G.A. Trenholm. Trading in specie and banknotes slowed as the Confederate
economy began to collapse. In 1864, the Richmond banks were refusing fivedollar notes issued by the Confederacy “except upon special deposit.” The
fall of New Orleans showed what was in store for the South after the war. The
use of Confederate money was prohibited by the occupying Union forces.
This caused a shortage of currency in New Orleans. Such things as streetcar
tickets and labels from olive oil bottles were then used as a substitute for
money. In August of 1862, a “street-broker” was arrested in New Orleans for
dealing in Confederate notes. He tried to evade arrest. When that effort proved
unsuccessful, he offered a bribe to the arresting officer, but that too failed.
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The Bank of Louisiana removed its specie before New Orleans was captured. When the bank reopened under the federal military commander, the
Confederate government refused to return the specie to the bank. Instead, it
offered to provide Confederate currency in amount equal to the specie, which
totaled about $2.5 million. By October of 1863, gold was being quoted in
New Orleans, as were legal tender notes issued by the federal government.
But there was little trading in stocks or bonds, and sterling cotton bills were
offered, but not sold. The “outside market” for domestic exchange was quoted,
and transactions were occurring in New York “sight checks” and “unexceptional bills.” The National Banking Act even made an appearance in New
Orleans after that city was captured. The First National Bank of New Orleans
began business in January of 1864. The bank received on deposit and paid out
only United States legal tender notes.
Collection of the Confederate war tax had ceased in Kentucky and Missouri by 1862. Tax collectors were experiencing difficulties in Alabama, where
federal forces had captured Huntsville. Various parts of Arkansas were being
occupied, and North Carolina had been invaded. Several counties in South
Carolina could not collect taxes because of the proximity of federal forces.
Tennessee had been invaded, and several northern counties in Virginia could
not be taxed. The Confederacy tried to protect the cotton acquired under its
various bond schemes from the northern invaders, but the cotton often had to
be burned in order to keep it from falling into the hands of the enemy. Sherman
captured 25,000 bales of cotton when he took Savannah. The markings on the
bales were removed in order to avoid ownership claims by English and other
investors. Cotton speculators quickly appeared in areas captured by the Union
army. The Treasury Department tried to control this trade by issuing certificates that allowed reputable merchants to trade in cotton. This regulatory
effort was not successful in stopping abuses. Jay Cooke also capitalized on
the capture of Confederate territories. He sent his agents to sell Union bonds
as soon as an area in the South was occupied by federal forces. In 1864, in
order to make payments on the Erlanger loan, the Confederate Treasury was
arranging to sell cotton “to parties who will make their own terms with the
United States government in relation to the blockade.”52
In February of 1865, gold was selling in Richmond at the rate of fifty-five
dollars in Confederate notes for one dollar in gold. One thousand dollars in
gold would purchase $5.5 million in Confederate Treasury notes. Near the
end of the war, one Confederate military department “paid off its soldiers in
greenbacks in place of Confederate notes, at a ratio of one to fifteen.”53 Inflation in the South was reaching 9,000 percent at the end of the war. The Confederate government was authorizing sales of cotton into the North for specie
in order to obtain desperately needed funds. The South was also driven to
seek supplies from raids on Union depots. The men under the command of
John Hunt Morgan, the Confederate raider from Kentucky, robbed a bank in
Mount Sterling, Kentucky, to supply their wants. Confederate raiders in Ver-
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mont robbed the St. Albans bank in an attempt to gain specie and spread
terror. Those heists had little effect on the Confederacy’s finances or its war
effort. The North continued to place economic pressure on the South as port
after port was seized and Confederate supplies and captured food sources were
destroyed. Sherman’s march to the sea was made as much to instill economic
terror in the population as it was to destroy the Confederate armed forces.
Mayer Lehman of Lehman Brothers was appointed by the Confederacy in
1864 to head a committee that was to raise funds for prisoners held in the
North. The committee proposed the shipment of $500,000 of cotton through
enemy lines to New York. This was approved by Confederate president
Jefferson Davis, but General U.S. Grant of the Union army refused to supply
safe conduct passes for this effort. Prisoner exchanges broke down ostensibly
over the issue of exchanging escaped slaves who were serving in the Union
army. In actuality, it appeared that Lincoln’s Secretary of War, Edward Stanton,
stopped those customary exchanges in order to put further financial pressure
on the South. The South would be required to feed the Union prisoners, draining its scarce resources. The North could afford to replace its captured soldiers, but the Confederates could not replace the Confederate prisoners being
held in the North. The actual result was to expose prisoners to unspeakable
hardships. The Chicago Board of Trade was among those protesting the treatment of federal prisoners in Andersonville, Georgia, to President Lincoln. At
the same time, thousands of Confederate prisoners were dying of smallpox
and other causes in prisons such as Camp Douglas in Chicago.
In the end, the South simply could not match the resources of the North.
Throughout the war, contemporary descriptions of Confederate soldiers inevitably describe them as emaciated, lacking proper uniforms, and often barefoot. In their march to Gettysburg, for example, many of the Confederate
troops were described as “ragged, shoeless and filthy,” but all were “well
armed and under perfect discipline.”54 “ ‘The Yankees did not whip us in the
field,’ said a distinguished leader of the Confederacy. ‘We were whipped in
the Treasury Department.’ ”55 That may have been an overstatement, but the
shortage of men and money spelled defeat, despite the many victories of the
southern armies. It was, though, a close-run thing. Secretary of War Stanton
was telling his Union generals early in 1865 that the war had to be concluded
quickly because the currency had depreciated so much that the government
was facing national bankruptcy. General Henry Halleck wrote General Grant
on February 15, 1865, to warn him of the dire financial situation. Halleck
noted that troops had not been paid for as long as eight months, that the Quartermaster Department was $180 million in debt, that future supplies were in
doubt, that the railroads were threatening to stop running their trains for want
of payment, and that financially these were the “darkest” days of the war.
Jefferson Davis tried to cash a check at a bank for United States coins
before fleeing Richmond. He was refused. At that time, the total amount of
specie in the Confederate Treasury was only about $500,000. Nearly all of the
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southern banks went out of business after the surrender at Appomattox. Most
of them were left holding worthless Confederate securities they had exchanged
for their gold. The banks in Richmond were burned when the Confederates
evacuated the capital. The Bank of Old Dominion was saved by its clerk, who
hid its specie from advancing federal forces. After the war, the clerk returned
the gold and silver to the bank, which was one of the few banks that survived
in Virginia. In Georgia, the Union victors broke into the banks and burned the
Confederate money and bonds held in their vaults. Only a few banks remained
in Georgia after the Civil War. The specie and bills of the Northern Bank of
Tennessee were taken to New Orleans and shipped to England. The money
was later retrieved, and the bank was reopened after hostilities ceased. The
Bank of North Carolina was liquidated. It paid only one-fourth of its creditors’ claims in gold, and the University of North Carolina lost $200,000 in the
liquidation. Some southern banks were able to adjust to the Union victory,
and national banks were established in Richmond and other southern cities
shortly after the end of the war.
Confederate Note Holders
The holders of Confederate debt were not spared from loss by the Union
victors. The Fourteenth Amendment to the Constitution stated that the United
States would not be liable for any debt or obligation that was incurred in the
aid of insurrection or rebellion against the United States. This meant that
Confederate debts would not be honored. The foreign loans of the Confederacy met the same fate. The federal government refused to pay those debts
because they were said to be incurred by “illegal corporations”—that is, the
Confederate States of America—which were unauthorized and unknown to
the law. Nevertheless, the Erlanger bonds were being quoted at eleven pounds
after the collapse of the Confederacy in 1865 in expectation that the individual states would redeem the bonds. That hope was not realized, but interest was renewed in the Erlanger bonds some fifteen years after the Civil War
when a rumor was circulated that the Confederacy had kept large amounts of
specie in the Bank of England. Speculators tried to buy up the bonds in the
hope that they could be redeemed from those funds. The rumor proved unfounded. Even had such funds been unearthed, the United States government
would have been a competing creditor. In fact, the federal government instituted a series of actions abroad to recover Confederate property after the war.
The government lost one such case in France, however, and had to borrow
money from Baring Brothers in London in order to post security with the
French court.
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3 Wartime Speculation

The stock market dropped sharply in the weeks following the election victory
of Abraham Lincoln that split the nation. Having already been discounted for
the coming war, however, securities prices declined only another 2 percent
after the firing on Fort Sumter. Thereafter, stock prices rose and fell in response to victories and defeats of the Union armies. Particularly disrupting
was the fallout from the capture of the British vessel Trent in November of
1861, which threatened to bring England into the war on the side of the Confederacy. This caused a near panic on Wall Street and provided an opportunity for “bear” raids on the market. The danger passed after the Union
government complied with British demands and released the Confederate commissioners who had been traveling as passengers on the Trent. The New York
Stock and Exchange Board, which changed its name to the New York Stock
Exchange (NYSE) in 1863, suspended trading in securities of the states that
seceded when the war commenced. The NYSE additionally prohibited its
members from selling government bonds short, and it proscribed dealings in
gold, which were really speculations on the Union’s war effort. While laudable for its patriotism, this prohibition resulted in the formation of competing
markets that traded in gold and other securities.
War and the NYSE
NYSE membership sold for less than $500 in 1861, down from a high of
around $4,000. To protect the value of its memberships, the NYSE adopted a
provision in its constitution that allowed it to suspend any member dealing in
listed securities off the NYSE floor. The NYSE continued to restrict the number of its members. This not only invited, but assured, further competition as
market activity increased. That competition began undercutting trading on
the NYSE. Trading volume on the exchange at one point was only about
1,500 shares per day. The NYSE was suffering other competitive disadvantages. It continued its practice of calling stocks on rotation, once in the morn241
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ing and once in the afternoon. Stocks on the “regular” list were called in
rotation based on categories of miscellaneous stocks, railroad stocks, and
bonds. Securities on the “free” list were called only at the request of members. This trading system was too confining to meet the demands of wartime speculation. It unduly restricted traders in their ability to buy and
sell quickly in a fast-moving market. The NYSE added an annex in
“Goodwin’s” room where quotations could be heard and repeated from
the main trading room. Brokers who were not members of the NYSE could
also listen to the quotations through a keyhole for a payment of $100. The
bulk of the increased securities trading activity engendered by the Civil
War moved to the curb or other exchanges that allowed continuous trading. A curb market had been operating during the day on William Street
even before the Civil War. Trading began on other streets of New York
after specie payments were suspended by the banks in 1861. The action
in the streets was so great that traders blocked the sidewalks, and the
police were called in to keep the crowds moving.
Exchange Competition
Additional competition was appearing for the expanding wartime securities business. Some ten exchanges were created between 1861 and 1869.
One new exchange, known as the Coal Hole, operated out of a basement
at 23 William Street. Stocks listed on the NYSE, as well as unlisted stocks
and gold, were traded there by brokers who were not members of the
NYSE. The Coal Hole did not last long. It was closed in 1863, and that
business moved to William and Beaver Streets. Several individuals formed
the Open Board of Stock Brokers in 1863. They traded initially at a location on Broad Street. Later, in December of 1865, George W. McClean
and others were able to lease the ground floor of the building in which the
NYSE traded. This was called the Long Room, and trading on the Open
Board took place there between calls on the NYSE. The Open Board allowed the public to witness its members trading, which the NYSE refused to do. Brokers in the Long Room maintained a continuous market,
while trading on the NYSE continued to be by call or rotation. The Long
Room competed directly with the NYSE in the same building and traded
many of the same securities. It was a serious rivalry. Trading volume in
the Long Room grew to exceed that of the NYSE.
Securities were being traded in other places in New York. That trading,
as well as speculation in gold, began early in the morning and continued
until late at night. Gallagher’s Evening Exchange, a hotel located on Fifth
Avenue, provided a venue for trading gold and securities until midnight.
Gallagher had other operations. He ran a Petroleum Board in the street on
Broadway and leased the Republican headquarters for trading. Gallagher
constructed a building for a permanent evening exchange in 1865. He had
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competition. At one point during the Civil War, seven evening exchanges
were operating near Fifth Avenue and Twenty-third Street. Their trading
started at 8:30 P.M . and lasted until 10 P.M . Speculation was crossing the
gender line at the evening exchanges and other locations. In 1862, a correspondent for the Philadelphia Inquirer wrote, “Women are interested
largely in these gambling operations as well as men. The dear creatures,
it is true, do not appear in the crazy crowd propria persona but moderately sharp optics may discover them any day in close carriages or in
back offices near by anxiously waiting to hear the latest reports from the
Board.”56 “A Ladies’ Board, it is said, has actually been inaugurated in
one of the Broadway hotels.”57
Gallagher’s was forced to close after the firm of Ketchum, Son & Co.
failed on August 15, 1865. That firm’s losses were caused by fraudulent signatures on about $1.7 million in checks from the Bank of New York. The
Ketchum forgeries were blamed on speculative excesses that were personified by the evening exchanges. The Ketchum failure destroyed Graham &
Co. The reputation of the evening exchanges was further diminished by the
so-called Mumford failure in August of 1865. The owner of that firm, Peter
Mumford, was arrested for drawing a worthless check on the Mechanics’ Bank.
The unsavory reputation of the evening exchanges, as well as the competitive
threat they posed, caused the NYSE to prohibit its members from dealing on
those markets. The Open Board and the Gold Exchange, which had been
formed to conduct futures transactions in gold, followed suit. This was the
death knell for the evening exchanges.
Gold and Oil Sales
Prices of government bonds (which were referred to as “public funds”)
were closely connected to changes in gold prices. In February of 1863,
gold was selling at $155 in Philadelphia, 6 percent railroad bonds at $114,
and United States 6 percent securities were selling at $97. Mining shares
were another popular wartime speculation. Subscriptions for a gold company stock was oversubscribed 200 percent in fifteen minutes. “It mattered not whether the aforesaid gold mines had an earthly existence or
not. The people did not care apparently whether they were located in
Colorado or in the clouds.”58 A “petroleum mania” broke out in 1863.
Numerous oil companies were formed, and their shares were sold to the
public. “Shares were sold so rapidly that one new company disposed of
its entire issue in just four hours.”59 Land speculators had already caused
enormous increases on prices of land that might hold oil. In Pennsylvania, a section of land was sold for $2 million. When the oil gave out years
later, it went at auction for $4.37.
A Mining Board in New York had failed in the Panic of 1857, but it was
succeeded in 1859 by the New York Mining Exchange. Around 1861,
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Charles Kowalski, the treasurer of the Mining Board, committed suicide.
It was discovered that he had used the board’s funds to cover his personal
trading losses. Thereafter, until 1864, mining shares were traded on the
NYSE. Mariposa was a popular mining stock during that period. In 1864,
forty-one individuals formed a new entity called the Mining Board of
New York. Trading on the Mining Board was conducted in Gilpen’s News
Room after a group of gold traders moved out of that location. The Mining Board permitted its members to trade in listed stocks of the NYSE.
This angered the NYSE, and its members were barred from trading on the
Mining Board. The NYSE opened up a competing unlisted trading department. This move allowed speculative securities to be traded on the
NYSE, but the exchange then began restricting the stocks that were eligible for unlisted trading. The curb market in the securities denied unlisted trading privileges then grew rapidly.
The New York Petroleum Stock Board was organized in 1865. Renamed
the Petroleum & Mining Board in 1866 when it combined with the Mining Board, this exchange initially listed eleven stocks, including mining
shares and petroleum company shares. The Petroleum & Mining Board
traded alongside the Open Board in the building where the NYSE was
located. Some of the speculators on this Board were Ulrich de Tomelu, J.E.
Morris, E.C. Stedman, and Colonel Turner. The number of stocks listed on
the Petroleum Board soon expanded to thirty-five. Popular stocks included
Shade River and Oil Creek. The Petroleum & Mining Board was a speculative market where “corners were frequent, and large sums exchanged hands
in the dexterous manipulation of value.” 60 One of the stocks manipulated
was Excelsior. Another corner was conducted in the stock of the Napoleon Oil Company, and its price rose from $2 to $32. Other manipulations
occurred in the shares of the New York & Nevada Gold & Silver Mill &
Mining Company, the New York & Washoe Mining Company, and the
New York & Reese River Company. These companies were later found to
have had no assets.
Country Trading
Stock market activity was occurring outside of New York. The Baltimore
Exchange had been trading stocks since 1838. The Philadelphia Stock
Exchange and the Boston Stock Exchange continued their operations; indeed business was sometimes enormous on the Boston Stock Exchange
during the Civil War. Several “Stock Boards” were formed in California
during the war, in Sacramento, Virginia City, Gold Hill, and Reese River.
The San Francisco Stock and Exchange Board, organized in 1862, dealt
in local stocks and in buying and selling currency. The Pacific Board of
Brokers and the San Francisco Board of Brokers were organized in 1863,
the latter with eighty members. Some 2,000 mining companies were in-
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corporated in San Francisco during the Civil War. Trading volume on the
San Francisco Stock and Exchange Board sometimes exceeded that of
the NYSE. In some instances, shares of mining companies were sold in
feet, a figure that was based on the frontage of the claims held by the
company. Trading in mining shares was often done on margin. In 1864,
money was being loaned at 1.5 to 2 percent per month in San Francisco,
while brokers were paying 2 to 3 percent per month interest per month on
their stock loans. Prices of mining shares rose and fell as the litigation in
which most of the companies were embroiled wound through the courts.
Trumped-up lawsuits were often used to manipulate prices. The San Francisco Stock and Exchange Board adopted rules governing time sales in 1867.
A Chicago exchange began operation in 1865. Gold mining stocks, as
well as gold and grain contracts, were being traded on that exchange. It
did not fare too well. The Chicago exchange died out until later in the
century, when it was reorganized as the Chicago Stock Exchange. Its success was then due largely to the fact that it could maintain communications with the New York Stock Exchange, so that prices there could be
followed and made the basis for trades.
Stock Market Communications
Communications in the securities markets had been primitive until the introduction of the telegraph in 1844. Before that device, “pad shovers” were
used to distribute securities quotations on Wall Street. These clerks literally shoved pads with stock quotations under the noses of the brokers. One
of the more colorful pad shovers was William Heath. He was called the
“American Deer” because he would move so quickly between offices. Heath
had to give up his trade with the introduction of the telegraph, which allowed information to be transmitted across Wall Street, and the country,
within minutes of an event. As always, information in the securities business could be used for profit. Telegraph operators were sometimes bribed
for advance information on battles during the Civil War for use in gold and
other speculations. By the end of the Civil War, the principal telegraph
companies were Western Union, the American Telegraph Company, and
the United States Telegraph Company. Western Union was the dominant
company, owning over 60,000 miles of telegraph lines.
Although the express companies would be succeeded in the twentieth
century by the likes of Federal Express and United Parcel Service, they
played an important role in finance and communications during the Civil
War. The Adams Express Company sold its assets in the South during the
Civil War to Henry B. Plant for $300,000. Plant had worked for the Adams
Express Company in Georgia since 1854 and took over the Adams Express business so that it would not be lost during the war. Plant then formed
the Southern Express Company. The express companies grew rapidly
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during the war as they transmitted correspondence and packages to soldiers in the field from their families. The express companies were used to
move bodies from the battlefield, as well as to send money. Another
method for sending small sums of money long distances was created by
Congress when it authorized the postal money order in 1864. Within fifteen years, the post office was selling over $100 million in postal money
orders. To prevent forgeries, postal money orders could be cashed only at
a designated post office, which was advised of the amount of the order by
separate mail.
The information available to the financial community in America was
expanding. The Journal of Commerce was shut down temporarily during
the Civil War because it was publishing news about troop movements and
criticizing the conduct of the war. That journal evolved from a publication founded around 1827 by Samuel Morse of Morse code fame. Morse
intended it to be a newspaper that would criticize sin and the burlesque
business, but it became a business publication before the Civil War. The
Journal was shut down by Lincoln, but it resumed publication. It was
still being published at the close of the twentieth century by its current
owners, the Economist Group in London, who changed it to a tabloid
format in 1999. Lewis Tappen, a former silk merchant and editor of the
Journal of Commerce, 61 had created one of the first credit rating agencies
in 1837. His firm, which faltered in the Panic of 1837, was acquired by
Robert Dun in 1859. Dun’s firm became Dun, Boyd & Co., and it provided credit and financial information on the “character, capacity and
pecuniary condition of persons asking credit.”62 Dun, Boyd & Co. had
offices in eighteen cities when the Civil War broke out, and it was “an
indispensable adjunct to the trade of the country” and the “great conservator of credit.” 63 In 1864, Dun’s reported that the average profit for businesses ranged from 12 to 15 percent. Another credit reporting agency,
Bradstreet’s, was founded in 1849 by John M. Bradstreet, an attorney.
The Bradstreet firm would merge with the Dun agency in 1933.
Railroad Finances
The railroads proved to be an important mechanism for communications,
providing rights of way for telegraphs, transporting supplies, and speeding troop movements during the Civil War. The usefulness of the railroads caused Congress to provide funds, despite other pressing demands,
to spur construction of even more track. The federal government purchased some $64 million in bonds issued by various railroad companies.
Congress granted large land rights to the railroads in order to assist their
development. In total, the federal government made land grants of 148
million acres to the railroads during and after the Civil War. Railroads in
the South were not so fortunate. They were being paid by the Confederate
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government at half their normal rates and were taking payment in Confederate bonds. The Union Pacific Railroad was one of the most ambitious joint governmental and private projects ever attempted. Incorporated
in 1862, it was the first corporation to be granted a charter by Congress
since the second Bank of the United States. Congressional land grants to
the Union Pacific totaled ten square miles for each mile of track that was
laid. Two years later, the size of these land grants was doubled by Congress. In total, the Union Pacific was given some 12 million acres of land.
Congress additionally loaned the Union Pacific $16,000 to $48,000 for
each mile of completed track. The size of the loans depended upon the
degree of difficulty in construction. Extra curves would be added to the
Union Pacific Railroad Line to take advantage of these provisions. Despite these generous benefits, the reception for stock of the Union Pacific
Railroad was not overwhelming. Stock sales for the corporation were
advertised in twenty-four cities, but only twenty shares were sold. The
Union Pacific also had difficulty in selling its bonds to the public. In
order to make the company’s bonds more marketable, Congress subordinated the government’s first liens on the railroad’s assets to the holders
of Union Pacific bonds.
The building of the Union Pacific is itself an epic story of finance. The
economic welfare of whole towns, counties, and even states was tied to
the path of the rails that were being laid. Speculation in land adjoining
the company’s rights-of-way was often furious. Abraham Lincoln, while
president, was involved in a real estate investment syndicate that sought
to have the Union Pacific locate a terminal on its property at Council
Bluffs. Congress did not limit its largess to the Union Pacific Railroad.
The Northern Pacific Railroad Company was given a federal charter in
July of 1864 and provided with grants of public land that stretched from
Lake Superior to Puget Sound. The Northern Pacific was to receive sections of land along the railway right-of-way. Congress agreed not to sell
the adjoining land for less than $2.50 per acre. Once again, despite this
government munificence, the company’s success was not assured. In fact,
the Northern Pacific’s difficulties would set off a devastating national
panic in 1873.
Stock Manipulations
Railroad stocks were the subject of much speculation. Corners in railroad
stocks included the Harlem Railroad in 1863 and 1864, the Michigan
Southern in 1863 and 1866, the Prairie Du Chien in 1865, the Erie in
1866, 1867, and 1868, and the Chicago and Northwestern in 1867 and
1872. Those manipulations were facilitated by the fact that railroad securities were often sold for future delivery. At one point, over four times the
number of the outstanding shares of the Harlem Railroad were sold in
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such a manner. The Harlem was having other difficulties. John M. Corbin
cornered its stock in 1863. He purchased the entire capital stock of the
railroad and ran up the price from $40 to over $150. Later, working with
Cornelius Vanderbilt, Corbin ran the stock up to $285. Speculators in the
stock markets during the Civil War included two brothers, Leonard and
Addison Jerome. Addison Jerome was said to have made millions of dollars through speculations on the Open Board in 1863. He bought stocks
after Union defeats on the theory that the federal government would be
forced to issue more greenbacks after each defeat, which would cause
inflation and increase prices. The theory proved to be very sound, and he
made large profits. Addison Jerome became known as the Napoleon of
the Public Board, but he was bankrupted in a failed corner in the Michigan & Southern Railroad. Henry Keep, another speculator, broke the corner in the Michigan & Southern Railroad. Keep was said to be the first
speculator to use a blind pool to manipulate a market.
Leonard Jerome was a member of a group that cornered the Hudson
Railroad in 1863. He began buying the stock in the middle of a bear raid
until he owned most of the capital stock of the company. The bears were
caught short, and the price of the stock went from about $112 to $180.
Jerome lost money in a manipulation of the stock of Pacific Mail in 1867.
Apparently, Brown Brothers & Co. had driven down the stock price by
having the company cut its dividend. Nevertheless, Jerome left Wall Street
for Europe with a large fortune, and his daughter, Jennie, married Lord
Randolph Churchill. Their son, Winston, would later famously state in an
address to a joint session of Congress during World War II, “I cannot help
reflecting, that if my father had been American and my mother British,
instead of the other way around, I might have got here on my own.”64
Churchill was also a descendant of the Duchess of Marlborough, who had
made a profit of £100,000 during the South Sea Bubble and kept it.
William H. Marston, a cashier for an Illinois bank, and Henry Keep
cornered the market in the stock of Michigan and Prairie du Chien Railroad in 1865. The price of the “Prairie Dog’s” stock was driven from $57
to $275 and back down to $110. The corner occurred after a group of
traders created a large short interest. Marston and Keep then forced up
the price of the stock. A settlement was reached with the shorts that ranged
from $110 to $210 per share. One “banking-house paid $125,000 to escape.” Marston made $1.5 million in the Prairie du Chien corner. He manipulated the stock of two or more railroads in 1867, but lost $600,000 in
another foray. This resulted in a “Marston Panic,” which caused stock
market prices to collapse. Anthony Morse was another individual specializing in the cornering of railroad stocks. Morse and Thomas C. Durant,
an individual who would later become embroiled in the Crédit Mobilier
scandal, worked together to manipulate the stock of the Chicago & Rock
Island Railroad in 1863. Morse then, unsuccessfully, attempted a similar
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operation in the stock of the Pittsburgh, Fort Wayne & Chicago Railroad.
The corner was frustrated by the action of the Secretary of the Treasury,
Salmon P. Chase. The secretary had determined to sell gold in New York
in order to push up greenback prices. Morse was concerned that this action would drive down stock prices, and he offered to buy all the gold that
the government wanted to sell. Chase then sold $9 million in gold and withdrew from circulation the greenbacks that he received in payment for the
gold. This caused the money market to tighten, and margin loans were called.
Morse & Co. failed when it could not meet margin calls for the stock of the
Pittsburgh, Fort Wayne & Chicago Railroad, which dropped rapidly during
this monetary crisis. That failure caused other stock prices to plunge, resulting in the so-called “Morse Panic.” Twelve other firms failed during this panic.
Another corner was attempted in the stock of the Michigan Southern & Northern Indiana Railroad in 1863. It too failed. Morse would die penniless, but
there were other speculators to take his place. Henry Peet made millions by
trading the securities of the Michigan Southern, the Chicago & Alton, and the
Chicago & Northwestern. He made over $2 million from one operation conducted over an eight-month period.
Foreign Investment During the War
Trade and financial relations between the Union and Britain were strained
during the Civil War. The business of Alexander Brown & Sons was almost
destroyed during that conflict. Nevertheless, some speculative ventures involving English investors were attempted. The British and American Exchange
Banking Corporation Ltd. was one such enterprise. Formed under the British
Limited Liability Companies Act in 1862, this enterprise was created for the
purpose of engaging in a “profitable” exchange business, including the purchase and sale on commission of securities in New York and London. The
firm was to engage in exchange operations in which bills of lading were attached to bills of exchange as collateral, making exchange operations more
than “usually safe.” The company planned to handle gold shipments. The
company’s prospectus stated that the shipment of gold involved scarcely any
risk, and that shipments of specie from New York over the prior year had
amounted to nearly £40 million. The stock of this company soon became the
subject of intensive speculation.
Peace Causes a Market Downturn
A downturn in the gold market occurred once the Confederacy’s defeat was
certain. That decline caused prices of United States government bonds to fall.
Secretary of the Treasury McCulloch authorized purchases of up to $10 million in government bonds in order to support the market. His efforts met only
mixed success, but a panic was avoided. The NYSE was closed for more than
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a week after President Abraham Lincoln was assassinated. The death of the
president resulted in a drop in gold prices, to the chagrin of speculators who
bought in anticipation that his death would cause a drop in the national credit.
On June 14, 1865, the buttonwood tree under which the NYSE was purportedly founded toppled over in a storm. It has been suggested by some historians, however, that the Buttonwood agreement was actually named for the
stump of a tree chopped down by the British during the Revolution and around
which securities dealings were conducted. In the event, the NYSE moved to a
new address at 10–12 Broad Street at the conclusion of the Civil War. The
exchange’s new location was “a grand, hundred-foot tall marble palace on
Wall Street”65 where trading was conducted on the second floor in the “Board
Room.” In order to control membership, the NYSE would blackball undesirable applicants. Eleven black balls from the 500 or so members were needed
in 1865 to deny election. Critics charged that the NYSE had become “a club
of the elite, guarding its prerogatives jealously and admitting few new members.”66 Yet changes were being made. The public was allowed to witness NYSE
trading sessions in 1865. Admission was being granted to the lower hall of the
NYSE. Fifty dollars entitled the holder to watch trading from the gallery.
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4 The Robber Barons

A new breed of financier was replacing the aristocracy of southern planters
and northern merchants that had ruled American finance in the colonial era.
The identity of these “robber barons” was barely discernible in the early 1800s,
but these brawlers would dominate finance by the end of the Civil War. None
of these financiers was to the manor born. Cornelius Vanderbilt had to leave
school at age eleven to help his father. Daniel Drew was born on a farm, and
Jay Gould was paid two dollars a week as a blacksmith’s assistant.
John Jacob Astor
John Jacob Astor, the first of this new group of Wall Street titans, emigrated
to America from Waldorf, Germany, in 1783 at the age of twenty. He started
his career selling flutes but became rich from the fur trade, which he expanded to the Pacific Northwest by following in the steps of Lewis and Clark.
Astor obtained a charter for the American Fur Company in 1808, which he
was able to capitalize with $1 million. Astor increased his wealth even more
through the China trade. His ships carried furs and Hawaiian sandalwood to
China. They returned with tea that provided profits of as much as $100,000
for a single cargo.
Astor’s role in finance began as an offshoot of his China trade. The tea he
imported was often sold for “grocer’s notes,” an early form of commercial
paper. Astor even earned money from the large government duties due on the
tea. Those duties could be deferred for as long as eighteen months, which
allowed their interest-free use until payment was required. In another scheme,
Astor evaded the embargo in effect in 1809 by claiming that a Chinese government official needed to return to his homeland. This individual was actually a Chinese dockworker who was used as a pawn by Astor to convince the
president of the United States to allow Astor’s ship to leave port. When the
ship returned, Astor made a profit of $200,000. Another part of Astor’s business was foreign exchange, which often involved purchasing sterling bills in
251
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London. Astor expanded his dealings to include Treasury notes issued by
the United States during the War of 1812. He bought and sold those notes
at discounts that ranged from 3 to 9 percent. The firms that Astor dealt
with included Biddle & Wharton in Philadelphia, Henry Payson & Co. in
Baltimore, and William Payne in Boston.
Astor joined with David Parish and Stephen Girard to rescue the national government during the War of 1812 by purchasing the balance of a
$16 million loan that the federal government could not sell. This arrangement was said to be one of the first American investment syndicates. In
another rescue, Astor saved the New York Life Insurance Company after
its entire capital surplus was stolen. These were not acts of charity. John
Jacob Astor was an always shrewd, sometimes cold, businessman. He
received advance word of the Treaty of Ghent, which concluded the War
of 1812, and managed to sell his goods at wartime prices before the news
broke. One Astor coup involved his purchase of the Morris Estate in New
York, which had been confiscated from British Loyalists during the Revolutionary War. Astor determined that the Loyalists had only a life estate
and that the residual interest was owned by Americans who were not so
tainted. Although some 700 families had settled on the land after its confiscation, the courts upheld Astor’s claim. Astor also made a nice profit
from the purchase of Aaron Burr’s New York property, which had to be
sold after Burr killed Alexander Hamilton. Astor subdivided the property
into 400 lots. His fortune grew even more from his investments in Manhattan real estate, where he lent money on mortgages. The borrowers frequently defaulted, allowing Astor to keep the property for speculation.
Astor eventually became one of the largest landholders in New York. At
the time of his death in 1848, John Jacob Astor had accumulated a fortune
estimated to be more than $20 million.
Stephen Girard
Stephen Girard was another member of the new class of financiers that evolved
into the robber barons. A Frenchman born in 1750, Girard ended up in America
after his sloop was captured by American privateers. He took up business in
Philadelphia, selling general merchandise on North Water Street and as a privateer and smuggler of contraband cargoes. Girard had acquired a fortune by
1790, but his entrance into finance was, at first, reluctant. As a ship’s captain,
Girard was heard to remark, “May the devil carry off all the paper money.”67
In one misadventure, Girard sold some £45,000 in drafts on Barclay & Co. in
London. That firm failed and Girard assumed responsibility for the losses on
the drafts. That act marked him as a financier of some importance. Seeking
financial relationships with greater financial stability, Girard became associated with the Baring Brothers firm in London. He also invested in Amsterdam,
using Hope & Company as bankers.
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Girard set up a private banking
business in the United States in
1812, after the first Bank of the
United States had lost its charter.
Like others, Girard recognized
that the demise of the Bank of the
United States created an opportunity for private commercial banks.
Girard purchased the assets of the
first Bank of the United States and
occupied its former offices. He
was a financial patriot. Girard subscribed to $3 million of the stock
of the second Bank of the United
States that had remained unsold,
and he loaned the state of Pennsylvania $100,000 in 1829 to save
the state government from bank- Cornelius Vanderbilt. The premier robber
baron, Vanderbilt was a self-made man who was
ruptcy. Girard was worth over $6 ruthless in finance. (Portrait by Nathaniel
million when he died in 1831. Jocelyn, courtesy of the National Portrait GalGirard also left $7 million to lery, Smithsonian Institution.)
Philadelphia for the purpose of creating a school for orphan boys. He left
another legacy. In 1835, the Girard Bank was founded by Benjamin Woods
Richards, who named it after Stephen Girard.
Cornelius Vanderbilt
Another self-made man who would assume a domineering position in finance
was Cornelius Vanderbilt, the “Commodore.” He was the epitome of the robber baron. Indeed, the term “robber baron” may have originated in a newspaper article that criticized Vanderbilt by comparing him to the old German
barons who raided ships on the Rhine and demanded tribute from passengers.
Vanderbilt began humbly enough. In 1810, at age 16, he started a business
hauling goods by small boat between New York and Staten Island. Vanderbilt
later became a ferryboat captain for Thomas Gibbons, who was fighting the
steamboat monopoly of Fulton and Livingston. In 1826, Vanderbilt began
running a steamer service between New York and Philadelphia. Travelers were
lodged overnight at Trenton and were carried twenty-five miles overland to
continue their journey. By the age of forty, Vanderbilt owned several vessels
of his own and was given the honorary title of “Commodore.” He confirmed
his claim to that title by establishing a ship line from New York to California
in 1849. Passage involved a crossing of Lake Nicaragua, which substantially
decreased the amount of time needed to reach California.
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Vanderbilt was ruthless in financial matters. Charles Morgan and
Cornelius Garrison found this out
the hard way. They were officers of
the Accessory Transit Company,
which was formed to build a proposed canal across Nicaragua. Morgan and Garrison refused to pay
Vanderbilt what he thought they
owed him from a business arrangement. Vanderbilt then issued his famous warning: “Gentleman: You
have undertaken to cheat me. I
won’t sue you, for the law is too
slow. I’ll ruin you.”68 True to his
word, Vanderbilt began driving
down the value of their company’s
stock. Still not satisfied, Vanderbilt
lowered rates to California by establishing a line that ran through
Panama and was faster than the Accessory Transit Company’s route Daniel Drew. Speculator and charlatan, Drew
personified the abuses that plagued the secuthrough Nicaragua.
rities markets. (Photograph by William R.
Vanderbilt was somewhat rudely Howell, courtesy of the National Portrait Galintroduced to the railroads. He was lery, Smithsonian Institution.)
on board the train that was involved in America’s first serious train wreck.
Several passengers were killed, and Vanderbilt was thrown down a thirty-foot
embankment. He sustained serious injuries, including broken ribs and punctured lungs. After this incident, it took a few years for Vanderbilt to appreciate the investment value of the railroads, but he was investing heavily in the
railroads by the 1860s. The Commodore soon learned that railroad finance
was frequently the work of unscrupulous men. In 1854, Robert L. Shuyler,
the president of the New York and New Haven Railroad, fled the country after
issuing fraudulent shares of stock that he had used as collateral for a loan
obtained from Vanderbilt. The Commodore became a director of the Harlem
Railroad in 1857. He gained control and quickly improved its financial condition. Vanderbilt proved himself a formidable financier in the process, but he
also received assistance from Addison Jerome.
Daniel Drew
Daniel Drew was another individual involved with Vanderbilt in his efforts to
obtain control of the Harlem Railroad. Unfortunately, as Vanderbilt would
discover, Drew was a financial villain who operated with an audacity that was
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beyond belief, and often outside the law. Daniel Drew had escaped his boyhood farm by joining a traveling circus, which he left to become a cattle
driver. Cattle was sold by the pound, and Drew developed the practice of
feeding salt to the livestock just before they were weighed. This caused the
cattle to drink large quantities of water, upping their weight considerably.
Drew later applied this practice to create “watered stock” in corporations—
that is, corporate stock was issued for inflated assets and resold at par to an
unsuspecting public.
Daniel Drew received his initial schooling in finance in the steamboat business, where he became acquainted with Vanderbilt and where competition
was often rough. The steamboat companies slashed haulage rates, carried
passengers for free, and even kidnapped passengers in their efforts to drive
each other out of business. Steamboats from competing lines raced each other
recklessly. In the course of those races, potshots with rifles were sometimes
taken at the opposing captains. With this grounding in cutthroat competition,
Drew formed the brokerage firm of Drew, Robinson & Co. It specialized in
trading steamboat and railroad securities. Drew employed every conceivable
sharp practice in his security dealings. Inside information was considered a
necessity. Drew stated that to speculate on Wall Street without inside information would be “like buying cows by candlelight.”69 He often manipulated
stock prices, driving them up and down, “making two fortunes out of the
campaign.”70 Drew even used the old Dutch trick of dropping what appeared
to be a secret note giving fictitious instructions to buy a large amount of
stock, which would cause prices to increase dramatically. Drew would then
sell stock he already owned at the inflated prices caused by the purchases of
the individuals he had duped. On one occasion, the note was dropped where it
would be found by some speculators who had been taunting Drew. The speculators formed a pool to take advantage of their discovery and bought 30,000
shares at ever increasing prices. In the meantime, Drew was happily selling
his stock to them at a handsome profit.
Skulduggery
Vanderbilt gained control of the Harlem Railroad, and he acquired a franchise
from the New York City government to run its rails across Manhattan. This
resulted in a sharp increase in the price of Harlem stock. Charges were made
that bribery had been used to obtain the franchise. Drew then entered into a
scheme to drive the price of the stock of the Harlem down, while he was
selling it short. Drew convinced William M. Tweed (“Boss Tweed”) and members of the New York City Council that they could make a fortune repealing
the Harlem franchise and selling its stock short. Drew failed to reckon with
the tenacity of Cornelius Vanderbilt, who learned of this plan and kept on
buying stock until the bear crowd had sold more stock than there was in existence. The price of the Harlem stock had started at $50 and reached $179. The
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aldermen lost a million dollars, and their cohorts in crime lost millions more.
The bears were trapped and had to settle on Vanderbilt’s terms, at exorbitant
prices.
Daniel Drew was unfazed and in short order launched another assault on
the Commodore. Drew discovered that the Harlem Railroad would have to
obtain permission from the New York legislature before it could complete its
route across Manhattan. Drew then began a second bear raid on the Harlem
while he was bribing members of the state legislature and bringing them in on
his short-selling operation. Drew found fertile ground for this scheme. The
New York legislature was a hotbed of bribes and skulduggery. One state senator made a speech that drove the stock of one railroad upward in price. The
senator then sponsored legislation that had the effect of undercutting its
price. In the meantime, he had sold short. That individual was later expelled
from the Senate. Drew and his band of state legislators were joined in this
bear raid on the Harlem by Addison Jerome, the erstwhile ally of Vanderbilt,
who had just failed in an attempt to corner the stock of the Michigan Southern and Northern Indiana Railroad. Vanderbilt responded to this raid in much
the same way as he did to the first. Vanderbilt bought all the Harlem stock
that was offered, and the result was the same. The shorts suffered huge
losses. “We busted the whole legislature,” Vanderbilt was heard to crow.
Drew lost $1.5 million in this plot and coined the oft-quoted jingle that is
attributed to him: “He that sells what isn’t his’n, must buy it back, or go to
prison.”71
Vanderbilt acquired control of the Hudson River Railroad after he was led
to believe that he had the support of enough members of the New York legislature to pass legislation to effect his plan of consolidating the Harlem and the
Hudson. Several members of the legislature were, however, secretly shorting
the stock of these railroads in anticipation of a downturn in price when they
defeated the legislation needed for consolidation. The Commodore responded
by purchasing shares of the Harlem until he had the right to several thousand
more shares than were in existence. The Commodore used a ploy in which he
asked the leading “bear” houses to “turn” the stock by giving him an option to
buy shares. This gave the appearance to the bears that Vanderbilt did not have
cash to buy the actual stock and that he had been weakened. At the same time,
Vanderbilt was secretly buying all the stock that was being sold by the shorts.
The bears then found there was no Hudson stock to be obtained to meet the
options held by Vanderbilt. The bears and members of the legislature who
tried to cover their positions found themselves trapped. Vanderbilt finally let
the shorts off the hook by settling for less than what was actually owed.
Vanderbilt still made millions of dollars from his routing of the shorts, and he
gained control of the Hudson.
Vanderbilt turned his guns on the New York Central Railroad, which was
competing with the Hudson. The Commodore sought to curb the New York
Central by refusing to carry Central passengers who were connecting through

THE ROBBER BARONS

257

on the Hudson River Railroad. Once it became clear that Vanderbilt could
cause serious damage to the Central, a group of Central investors became his
allies. They included William G. Fargo, a founder of the Wells Fargo express
company, Edward Cunard, John Astor Jr., John Stewart, and others who represented over 13 million shares of stock. Vanderbilt took their proxies, voted
himself president of the New York Central, and consolidated it with the Hudson.
The Commodore then declared a stock dividend of 80 percent on both railroads. He was accused of having “watered” the company’s stock because new
shares that he issued were not supported by any new capital. The bears held a
mock ceremony in the long room in the New York Stock Exchange building
in which they unveiled a statute of Vanderbilt holding a watering can.
The Erie Gang
Vanderbilt ignored those jibes and continued his quest to build a railroad
empire. Daniel Drew had persuaded Vanderbilt to become an Erie Railroad
director in 1859. By the end of the Civil War, however, Vanderbilt had acquired the New York Central and Hudson railroads, which were in competition with the Erie. The Erie then became a takeover target for Vanderbilt.
Daniel Drew had obtained control of the Erie in June of 1857 by endorsing
Erie notes so that it could obtain bank loans. Drew took a mortgage on all of
the railroad’s property and began to use the railroad as his personal candy
store. He frequently sold Erie stock short, and he sold “calls” on the stock for
good measure. In March of 1857, Drew sold 5,000 shares of Erie stock short
through E.D. Stanton & Co. The Erie stock plunged from $63 to $30. Vanderbilt
and others tried to squeeze Drew in the midst of one of Drew’s short-selling
campaigns, thinking that Drew could not deliver. They did not know that
Drew had an ace in the hole. He had loaned the Erie $3.5 million and was
given Erie stock as security for this loan, as well as $3 million in bonds that
could be converted into common stock. Drew converted the bonds and broke
the effort to squeeze him.
As a result of Drew’s depredations, the Erie was not strong financially. It
had failed to meet interest payments on its first, second, third, fourth, and
fifth mortgages. In time, Drew’s activities at the Erie led it to be called the
“Scarlet Woman of Wall Street.” The Erie Railroad issued convertible bonds
that were convertible at any time back and forth between stock and bond.
This was said to be “unique” in Wall Street history—a “perfect speculative
vehicle.”72 Drew used these and other devices to manipulate Erie stock for
his own advantage. He aroused Vanderbilt’s ire again when the Erie began
slashing rates to compete with Vanderbilt. Vanderbilt then attempted to take
over the Erie in a battle that, in intensity and sheer knavery, would be unmatched in American history. Vanderbilt would lose that war. His adversaries
were Daniel Drew, James Fisk, and Jay Gould, who had joined with Drew in
looting the Erie. They became known as the legendary “Erie Gang.”
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Jay Gould was described by some
as the “Skunk of Wall Street.”
Gould, in his youth, attended a seminary where he wrote an essay on
“honesty is the best policy.”73 Early
in his career, Gould tried to corner
the local supply of leather hides in
Pennsylvania. Gould’s partner,
Charles Leupp, committed suicide,
purportedly after he learned that
Gould had used Leupp’s name in
several speculative operations that
Leupp had not authorized. A fight
then ensued over ownership of the
tannery where Gould’s speculative
operations had been conducted.
Gould gathered a group of thugs and
took over the tannery after a gun
battle in which three people were
wounded. The victory was shortlived. Gould was later ejected from Jay Gould. One of America’s most daring
the tannery. Undaunted, Gould be- speculators, Gould was constantly manipulatgan acquiring control of small rail- ing markets, and his attack on the gold marstands even today as an epic in finance.
roads in the 1860s, including the ket
(Photograph by A. Bogardus, courtesy of the
Rutland and Washington Railroad, Collections of the Library of Congress.)
whose mortgage bonds were selling
at ten cents on the dollar. After taking control, Gould was able to push the
bond prices up to par. Gould purchased stock in the Cleveland and Pittsburgh
Railroad, which he manipulated upward from $70 to $120. In 1861, Gould
became a partner in the brokerage firm of Smith, Gould, Martin & Company.
It specialized in trading the stocks of the Erie Railroad.
The third member of the Erie Gang was James Fisk. He began accumulating his fortune when he sold blankets to the government during the Civil War
and helped smuggle cotton out of the South. In 1864, Fisk went to New York
to become a broker. Quickly ruined, he then became involved in the Erie
Railroad. Jay Gould had used Fisk as his broker in some of his speculations.
Fisk soon became a constant companion in Gould’s speculations. Fisk was a
truly colorful individual who dressed in a most flamboyant manner. After the
Erie Gang acquired control of the Erie, Fisk moved the offices of that railroad
into the opera house because he liked music. The Erie Gang sought to thwart
Vanderbilt’s takeover of their railroad by issuing large amounts of Erie shares
as Vanderbilt was buying. Drew, Gould, and Fisk were also selling the stock
short. Vanderbilt responded with his usual tactic of buying all the stock being
sold, but he soon realized that the Erie Gang could print as many new certifi-
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cates as they liked. Vanderbilt then
obtained a court injunction to prohibit such activity. This illuminated
a phenomenon associated with many
of the railroad battles of that era—
that is, the use of corrupt New York
Supreme Court justices to issue injunctions to frustrate opponents. “At
that time when corruption pervaded
the judiciary, one retained a judge as
well as a lawyer.”74
Vanderbilt’s judge of choice in his
battle over the Erie was George G.
Barnard, a member of the Tweed Ring.
Barnard enjoined the Erie directors
from the further issuance of securities
and ordered them to return one-fourth
of the shares that had recently been
issued as well as $3 million of conJames Fisk. Ever a colorful character, Fisk
vertible bonds. Drew was suspended made a mockery of high finance during his
from his position as treasurer and was reign on Wall Street with other members of
prohibited from trading Erie stock the Erie Gang. (From Harper’s Weekly, couruntil he returned securities he had re- tesy of the National Portrait Galley, Smithsonian Institution.)
ceived as collateral for a loan in prior
years. Once again, it appeared that the mighty resources of the Commodore would
break the shorts, but then the Erie Gang began retaining their own judges. In
addition to Judge Barnard, the judges involved in the Erie wars included Ransom
Balcom, Jasper Gilbert, Albert Cardozo, and Daniel P. Ingraham. The judges
hired by the Erie Gang began issuing counter injunctions. Drew, Fisk, and Gould
hired over forty lawyers to represent their interests in this war.
The Erie Gang took other steps to frustrate Judge Barnard. They grabbed
$10 million of newly issued Erie convertible bonds and assigned them to a
broker who was not covered by Judge Barnard’s order. The Erie Gang then
had the bonds converted into stock. In a more outrageous act, Drew hired a
messenger boy to carry the Erie stock books to an independent custodian as
ordered by Judge Barnard. On his way, the messenger was robbed by Jim
Fisk, who took the books and used them to issue shares that were then sold
through the market to Vanderbilt. Fisk was quoted as saying with reference to
Vanderbilt that, “if this printing press don’t break down, I’ll be damned if I
don’t give the old hog all he wants of Erie.”75 In total, over $10 million of
newly and fraudulently minted securities were dumped onto an unsuspecting
Vanderbilt. Even Vanderbilt’s massive financial resources were strained by
this onslaught. He was forced to turn to the banks for additional loans on his
Erie stock. They refused until he threatened to sell his Central stock at a price
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that would “break half the houses on the street!”76 The banks relented under
that threat and loaned the Commodore the money.
Judge Barnard ordered the arrest of Drew, Gould, and Fisk, but those three
characters fled from New York, taking with them the remaining unissued Erie
shares and over $6 million of Erie funds. The Erie Gang holed up in Taylor’s
Hotel in Jersey City. It was soon being called Fort Taylor because three twelvepound cannons were brought in to guard the Erie Gang against attack. At least
four dozen men equipped with Springfield rifles were hired to repel an expected
assault from Vanderbilt. These defenses were needed. The Commodore sent over
a band of forty New York thugs to grab the Erie Gang. He offered a prize of
$25,000 for their kidnapping, but the Erie Gang’s defenses held firm.
From their New Jersey bastion, the Erie Gang worked to push legislation
through that would allow them to reincorporate the Erie Railroad in New
Jersey, in case they were to be permanently exiled from New York. The Erie
property was still in New York, however, and Jay Gould was assigned the task
of bribing the New York legislature to legalize the shares sold to Vanderbilt.
Gould was initially offering $1,000 per vote, but the price rose sharply.77
Gould reportedly spent a half million dollars or more on bribes. The New
York Legislature responded favorably to these welcome gifts. Legislation was
passed in 1868 that effectively legalized the machinations of Drew, Fisk, and
Gould. By this time, the battle had become too costly even for Vanderbilt, and
he was forced to reach an accommodation with the Erie Gang. The settlement
required a sale of stock and bonds at negotiated prices. The Erie Gang agreed
to pay Vanderbilt $2.5 million plus another $1 million for an option on 50,000
shares of Vanderbilt’s stock. A further $1.25 million in bonds were to be paid
to the Commodore. Vanderbilt still lost about $1.5 million in the affair. He
was later quoted as saying that it “learned me it never pays to kick a skunk.”78
Commodore Vanderbilt was not through suffering at the hands of Gould.
In the 1870s, a rate war broke out. Vanderbilt decided to attract all of the
Erie’s livestock traffic by charging one dollar per carload for beef and hogs,
and sheep were hauled for a penny apiece, from Buffalo to New York. Soon
the Erie was carrying no livestock. Vanderbilt then discovered that Fisk and
Gould had bought all of the available livestock and shipped it to New York on
the Central at its low rates, garnering a large profit. The Commodore sailed
on despite these tribulations. Among other things, he obtained control of the
Lake Shore and Michigan Southern Railroad from LeGrand Lockwood, a brokerage house that had been bankrupted in another Gould affair in 1869. Vanderbilt
financed the transaction by borrowing $10 million from Baring Brothers.
The Erie Gang Splits Up
Inevitably, the members of the Erie Gang turned on each other. In 1868, Gould
and Drew attempted another corner of the Erie stock, but Gould double-crossed
Drew. The result was that Drew lost a half million dollars. Seeking revenge,
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Drew caught Gould short in Erie stock and began driving the price up dramatically. Drew then offered to enter into a truce with Gould under which
they would again join forces. Gould, slippery as ever, agreed and promptly
took Drew for another million dollars. Another battle occurred in August of
1869. Jay Gould had sold Erie shares short and the market price dropped from
$70 to $46. Gould pushed the stock prices even lower by issuing gloomy
predictions on Erie’s financial condition. It was then that Daniel Drew started
selling short. Drew sold 70,000 shares of Erie at $40, and the price sank even
lower to $35. Gould then struck. He began buying the stock back. The Erie
stock climbed back to $61, and Drew was trapped.
The war between these two former partners in crime continued. Fisk and
Gould caught Drew short again during one of their periodic run-ups of Erie
stock prices. Drew asked for more time on his contracts to deliver, but Fisk
and Gould refused. Drew was able to make his deliveries, however, by purchasing shares with a special English issue of the Erie that he had acquired
unbeknownst to Fisk and Gould. Gould and Fisk then lost several million
dollars. Fisk and Gould eventually removed Drew from control at the Erie.
They also convinced the New York legislature to require election of directors
for the Erie Railroad only every five years instead of annually. This entrenched
Fisk and Gould in the management of the railroad, and they used their positions in any number of ways to plunder it. One example of Gould’s abuse of
his position involved the United States Express Company, which had a large
contract with the Erie Railroad. Gould told the express company that the Erie
was increasing its annual charges by $500,000. The Express Company refused this demand, and Gould terminated the contract. He stated that Erie
would conduct the business itself. This caused a sharp drop in the price of the
United States Express stock, which Gould promptly bought. He then negotiated a new contract with the company and sold out his shares at a significant
profit. Fisk and Gould had the Erie provide funds for their “India rubber”
bribery account.
Gould took some $12 million from the Erie’s treasury for his own use. He
was later jailed for misappropriating Erie funds, but was bailed out for $1
million by some of his fellow speculators. Gould then agreed to resign from
the Erie. Before doing so, Gould bought Erie shares heavily in anticipation of
a rise in their value when his resignation was made public. Gould had agreed
to pay damages to the Erie, provided all suits were dropped against him. Gould
supplied what was said to be $9 million worth of securities. The securities
that he turned over in this settlement, however, turned out to be worth only
about $200,000. The depredations of Fisk, Gould, and Drew left the Erie Railroad a wreck. It paid no dividends for almost seventy-five years.
Daniel Drew did not prosper after his ouster from the Erie. His brokerage
firm, Kenyon Cox & Co., failed in the Panic of 1873. Drew continued to lose
money thereafter, including nearly a half million dollars in a fight over the
Wabash Railroad. He declared bankruptcy in 1874. Jay Gould continued his
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speculations. As will be seen, his corner with Jim Fisk of the gold market
shocked the nation and continues to amaze students of finance. Jim Fisk did
not experience similar good fortune. His demise was ignominious. Fisk was
killed by the lover of his mistress, Helen Josephine Mansfield, a well-known
actress. “Josie” and her other boyfriend had been blackmailing Fisk. This was
great theater, and thousands watched Fisk’s funeral cortege.
Jay Gould
Jay Gould fought on in the speculative wars. He was the essence of the robber
baron. “He was not a builder, he was a destroyer.” He was said to be “the most
hated man in America.”79 James Keene, a famous speculator in his own right,
contended that Gould was “the worst man on earth since the beginning of the
Christian Era.”80 Daniel Drew said of Gould that “his touch is death.”81 Yet
even Gould’s critics recognized that he had “a genius for making combinations.”82 Gould gained control of the Wabash Railway, the Union Pacific, the
Missouri Pacific, and the elevated railways in New York City, as well as numerous other enterprises.83 In one speculation, Jay Gould and Russell Sage
obtained control of the Manhattan Elevated Railway. Sage, who would become a great speculator in options contracts, had previously been found by
the Supreme Court to have engaged in an elaborate fraud scheme. In that
instance, Sage and his business partners arranged to defraud the creditors of
an individual by purchasing a valuable asset at a favorable price. Sage then
turned on his partners and cheated them as well. In another foray, Gould and
Sage convinced Cyrus W. Field, who had laid the Atlantic cable, to join the
Manhattan Elevated Railway. Field tried to reduce fares, but Gould did not
like that idea. He convinced Field to buy more shares, and then Gould nearly
ruined Field by cutting the price of the stock almost in half. In another battle
waged by injunctions and corporate chicanery, Gould sought to obtain control of the Albany and Susquehanna Railroad. This fight led to violence and a
train collision between thugs from the opposing forces. The militia had to be
called out to quell the violence. In the 1870s, Gould became involved in the
affairs of the Union Pacific railroad, purchasing large amounts of its stock.
Gould then began efforts to strengthen the railroad’s finances. In this, he was
successful. Gould later gained control of the Kansas Pacific by using Union
Pacific stock in an exchange on a one-for-one basis, even though the Kansas
Pacific had no earnings. Gould had bought Kansas Pacific stock at nominal figures before the announcement of the takeover and then made a great profit after
the announcement. By then, Gould controlled vast railway routes in the West.
Gould had other interests. He purchased the New York World as a speculation, which he later sold to Joseph Pulitzer. Gould had additional uses for
newspapers. The New York Tribune became a place in the 1870s for Gould to
plant articles to aid his stock manipulations. The owner had bought control of
the paper with the assistance of Gould. Gould found time to attack the West-

THE ROBBER BARONS

263

ern Union Company, which controlled most of the telegraph lines along the
railroads in the East. The Union Pacific, however, had its own telegraph company, the Atlantic and Pacific Company. Gould was soon in a rate war between the Atlantic and Pacific Company and Western Union. Gould was able
to sell the shares of the Atlantic and Pacific to Western Union at a handsome
profit. However, one disgruntled speculator, who had apparently been whipsawed by Gould’s transactions in Atlantic and Pacific shares, caught Gould
on the street and beat him severely. Undeterred, Gould mounted another attack on Western Union by forming the American Union Company as a competitor. In another instance, Gould and Russell Sage began buying the stock
of the Western Union. After being denied admittance to the board, Gould
began shorting Western Union stock. William Vanderbilt, the Commodore’s
son, was a member of Western Union’s board of directors. He soon surrendered and brought Gould into the company’s management. Gould then obtained control of Western Union. Gould was also profiting by selling Western
Union stock short and then buying it up before it rebounded in price.
Apparently for want of something better to do, Gould manipulated the price
of the stock of the Pacific Mail. At the same time, Gould launched an assault
on the Chicago and Northwestern Railroad, but he ran into trouble when James
Keene, an equally bold speculator, appeared to do battle. Gould survived that
fight, but was nearly brought to ground in 1882 when a messenger employed
by Gould was kidnapped and replaced by a spy who reported on Gould’s
plans, causing Gould great losses. Reports were soon circulating that Jay Gould
was facing bankruptcy. To prove otherwise, Gould publicly displayed over
$50 million in securities. He offered to bring out another $30 million but that
was found to be unnecessary. Despite that bravado, Gould’s railroads were
falling apart, and the value of his stock was declining as the result of unrelenting bear raids. Gould approached the bears in 1884 and pleaded for mercy.
Behind the plea was a threat. If the bears refused a generous settlement, Gould
would place himself in bankruptcy. That action would send Wall Street stock
prices plummeting to the bottom and ruin even the shorts. The bears retreated,
granting Gould terms that ensured his survival. Gould then cornered the Missouri Pacific again and trapped the shorts. In 1887, the New York Times reported that Jay Gould and Russell Sage were conducting a bear raid on Western
Union, the Missouri Pacific, and the Manhattan Elevated, all of which were
referred to as “Gould stocks.” Cyrus W. Field and Henry S. Ives were the big
losers in this raid.
The stock market went up when the news of Gould’s death was announced
in 1892. Unlike many of his fellow speculators, however, Gould died a multimillionaire. His fortune was estimated to be almost $80 million. Gould’s
death was preceded many years before by that of Cornelius Vanderbilt, who
died in 1877. In the period between their deaths, the railroads had been overbuilt and their capital stock was largely “water.” The railroads had been financed principally by bonds whose owners incurred all the risks and received,
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at best, only interest in return. The stockholders, who contributed little or
nothing in the way of capital, had received all the profits. Investment bankers
appeared to replace the robber barons and restructure the finance and operations of the railroads. The investment bankers would provide professional
management and stabilize the chaotic condition of the railroads. That transfer
of power occurred over an extended period of time, but its passage was clearly
marked in 1879 when William Vanderbilt, the Commodore’s son, sold $45
million of his stock in the Central Railroad. The sale was handled by a syndicate that included J.P. Morgan & Co., Drexel, Morgan & Co., Belmont & Co.,
L. Van Hoffman & Co., Morton Bliss & Co., and Winslow Lanier & Co.
Other participants in that sale included Cyrus W. Field, Jay Gould, and Russell
Sage, but the presence of the last two only signaled their waning power.
The Robber Baron Creed
Although the sale of Vanderbilt’s stock opened the door to the investment
bankers, that transaction did not soften William Vanderbilt. He had inherited
the mantle of a robber baron from his father, the Commodore, and William
remained a hard-nosed businessman. When asked why he was stopping a fast
mail service used by the public, Vanderbilt replied that, if the public wanted
the mail service, they should use it and pay for it. He was then asked whether
he was working for the public or for his stockholders. Vanderbilt replied,
“The public be damned! I am working for my stockholders.” That phrase
would forever characterize the era of the robber barons. Yet, lest we forget,
the robber barons have another legacy: “[m]any of the country’s great hospitals, churches and schools were built by the robber barons.”84
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5 Commodity Markets and the Gold Corner

Derivative transactions and their attending abuses are not an American invention.85 As already noted, a form of futures contract was used in ancient societies 4,000 years ago. As early as 1390, in Venice, government obligations were
being sold on a deferred basis, which has been likened to bond futures. Futures contracts were common on the Amsterdam Exchange by 1610. Futures
and options were prime culprits in the Tulip Mania that arose around 1636
and nearly caused the Dutch economy to collapse after a number of traders
defaulted on their contracts. The futures that were sold on tulip bulbs were
called windhandel contracts. This trade was being conducted through promissory notes for future bulbs, and fractions of bulbs could be purchased. The
painter Jan van Goyen was among those speculating in tulip bulbs. He bought
some bulbs for 900 guilders and two paintings just before the crash. He died
a pauper many years later.
Derivatives in America
By the 1690s, puts and refusals (call options) were being traded in London.
As already noted, commodity speculation in the form of forestalling, engrossing, and regrating was an early practice in England that was transferred to
America. In the 1700s, the East India Company issued “warrants,” which
were warehouse receipts for goods that it imported. The warrants were sold
and a trade began in these instruments that would lay the groundwork for the
warehouse receipts that still form the basis for a great deal of commodity
trading in America. The concept of hedging—that is, protecting against price
risks—was well established in London by 1697.86 A broadside published
anonymously then noted that put options were being used to limit the amount
that London merchants could lose on securities.
Despite these antecedents, commodity trading grew only slowly in the colonies. It was largely a haphazard affair. A corner occurred in the wampum
market in New York around 1666. Something called “The Exchange” was
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operating around 1691 in New York at Broad Street, where commodity trading was conducted by several traders. The Meal Market was created in New
York in 1727. Grain, fuel, and other commodities were traded there. A “Royal
Exchange” replaced the Meal Market but it was closed as the Revolution
approached. Merchants then began meeting in coffeehouses. Associations of
merchants were sometimes formed in an effort to organize the market in particular commodities. One such group was the Virginia Merchants, who petitioned the Board of Trade in London to reduce tobacco duties, exchanged
market information, and attempted to fix prices. These groups had little success with either the Board of Trade or the creation of a formal market.
Commodity speculation grew in popularity in America during the Revolution to the point that it sometimes disrupted the war effort.87 Speculative activity increased with the War of 1812 and, at times, seemed to be an integral
part of the conflict. Advance news was an important part of these operations,
as exemplified by the fact that word of peace reached Washington, D.C.,
through an “express” that was sent as part of a speculation in flour. The Supreme Court gave currency to commodity speculation when it concluded in
1817 that a tobacco trader could legally profit from advance word of the signing of the Treaty of Ghent, which caused a sharp rise in tobacco prices. Chief
Justice Marshall held for the Court that a purchaser need not disclose information to his counter party that might influence the price of a commodity: “It
would be difficult to circumscribe the contrary doctrine within proper limits,
where the means of intelligence are equally accessible to both parties.”88 In
1816, Niles Weekly Register reported on manipulations of flour prices in Baltimore and false rumors about the crop situation in England. Such speculation
continued for many years as flour prices rose and fell with rumors of conditions in Europe. A flour speculation in 1832 drove the price of flour from $6
to $15 a barrel. It was claimed that flour and grain merchants were cornering
the market. A riot ensued in New York. Forty persons were convicted of crimes
which occurred during the riot and were sent to Sing Sing.
Commodity Exchanges
The mechanisms for commodity trading and speculation in America remained
limited and unwieldy. For reasons that are not entirely clear, commodity exchanges in America did not develop in tandem with the stock exchanges. The
Merchants’ Exchange building in New York, completed in 1827, was a venue
for trading grain and other commodities, but it was not a formal exchange.
Flour and grain were also traded informally at the corner of Broad and South
Streets in New York in the 1840s. Auctions, where prices fluctuated wildly,
were the principal means used to dispose of large amounts of commodities
until the 1830s. The auctions then began to lose popularity as the result of
improved marketing channels and widespread reporting of crop conditions
and commodity prices in the newspapers.
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Trading in receipts for grain stored in warehouses and elevators occurred
in Buffalo in the 1840s. This practice spread to Chicago. A need remained for
a centralized exchange to price basic commodities. Such institutions were not
new to commerce. Merchants had long gathered at fairs and markets to trade
commodities. The Tower of the Winds was an “elegant and complete” exchange in ancient Greece.89 In America, chambers of commerce and boards
of trade would build centralized exchanges. But they too were not American
inventions. A chamber of commerce had already appeared in France by the
time Columbus sailed. It later assumed governmental status. In England, the
chamber of commerce was a private body of merchants, while the Board of
Trade was a governmental organ that administered the colonies. In America,
the New York Chamber of Commerce was operating by 1768 and received a
royal charter in 1770. It was formed to encourage commerce and settle commercial disputes. The Baltimore Board of Trade was formed in 1821. The
Philadelphia Board of Trade was established in 1834. The Boston Chamber
of Commerce appeared in 1836. More monumental was the creation of the
Board of Trade of the City of Chicago (CBOT) in 1848. It began with eightytwo members and was more of a social club at first than a market. In order to
encourage attendance, free cake and ale were offered at its meetings. Gradually, the CBOT became a centralized market for a broad range of commodities, including grain, hides, wines, alcohol, wood, lead, brick, lumber, and
salt. Grain quickly began to dominate trading on the CBOT, and it was that
commodity that gave rise to the development of futures contracts.
The CBOT
Before the creation of the CBOT, the Chicago market was flooded with grain at
harvest time. Prices would then drop dramatically to the point that grain would
be left to rot in the streets. When those surpluses were consumed, prices rose
rapidly and shortages developed. This boom-and-bust cycle imposed hardships on farmers and users of the grain. In order to even out the flow of grain
to the market, a delivery arrangement was used that was derived from eighteenth-century shipping agreements between Europe and America called “to
arrive” contracts. The Chicago Daily Journal was quoting prices of corn sold
on a to-arrive basis in 1848. The to-arrive or “time” contracts provided for
deferred delivery of the commodity or goods being shipped—that is, payment was made on “boat to arrive basis.” The to-arrive contracts were intended to be commercial contracts. Professor Stanley Dumbell concluded,
however, that in practice to-arrive contracts were used as speculative mechanisms that were “frowned upon by the more reputable merchants and brokers,”90 perhaps because the to-arrive contract was sometimes settled by paying
the difference between the contract price and the market price at the time of
the settlement. A person believing that prices were going to rise could buy a
to-arrive contract, hold it until those prices increased, and then sell the con-
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tract to someone else. Short selling was conducted in these contracts by traders who believed that prices were going to fall.
To-arrive contracts came to be called “forward” or “deferred delivery”
contracts in Chicago. Despite their speculative associations, forward contracts
had a strong commercial basis. They allowed the grain user to contract with a
producer or middleman to have grain delivered at a time when it would be
needed for production. The terms of the forward contract could be agreed
upon in advance of delivery, and samples or certificates could be used to
assure quality. The forward contract provided an incentive for middlemen to
build storage facilities (“elevators”) to hold the grain until it was needed for
delivery under the contract. This system had the advantage of avoiding a flood
of grain on the market at harvest time. Forward contracts had other advantages. They allowed a more stable pricing system. They could be financed by
the banks.
The forward contract evolved into “futures” contracts on the Chicago Board
of Trade.91 A principal distinction between the forward and futures contract
was that the latter had standardized terms. That uniformity allowed futures
contracts to be more easily traded and even offset with other contracts. The
futures contract could be sold to a third party, if the grain was no longer
needed or could be obtained from a more convenient source. This invited
speculation as prices rose and fell, but futures contracts proved to be useful
instruments: “credit needs were sharply reduced and the future delivery contracts tended to stabilize prices.”92
The first commodity contract was traded on the Chicago Board of Trade on
March 13, 1851, but the nature of its terms is unclear, and forward contracts
were still dominant for some years afterward. In 1854, transactions in corn in
Chicago were still being reported in newspapers as being “afloat,” “on board,”
“in lots from depot,” “on the track,” and “delivered to the warehouse.” Other
transactions were being reported at prices that were based on delivery within
ten days or “within fifteen days, at seller’s option upon 3 days’ notice.”93 The
newspapers in Chicago in 1855 were still reporting prices for spring delivery
under forward contracts, but trading in wheat futures contracts were established by that date. A Chicago paper was then reporting that most transactions
in corn on the Chicago Board of Trade were being conducted for future delivery.
Commodity Exchanges Proliferate
Although the Chicago Board of Trade was given a charter from the Illinois
legislature in 1859,94 the courts held that it was merely a voluntary organization. As such, the exchange soon became a hotbed of speculation, particularly
with the inflation that accompanied the Civil War. Commodity markets developed elsewhere, although they did not always trade futures contracts. The
Milwaukee Exchange of Commerce created an exchange for trading in 1851.
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The Commercial Exchange of Philadelphia was started in 1854. Boards of
trade were founded in Louisville and in other cities during the Civil War to
provide centralized locations for commodity transactions. The Toledo Board
of Trade, for example, had a seed futures market that was trading during the
war. The New York Commercial Association, which had been organized in
1862, became the New York Produce Exchange in 1868. The New York Corn
Exchange was operating in 1852. Its members founded the Corn Exchange Bank
in order to finance their commodity trading. The Commercial Exchange of
Philadelphia began trading in 1854. Pudds Exchange was founded in 1868 in
Chicago. It became the Open Board of Trade in 1880 and changed its name in
the twentieth century to the MidAmerica Commodity Exchange. Futures contracts were being traded on the Merchants’ Exchange in St. Louis. That exchange had been founded in 1837.
Cotton exchanges in New Orleans, Mobile, Galveston, Savannah, Charleston, Memphis, and Houston were formed in the 1870s. However, those exchanges mostly traded cash cotton. Only the New Orleans Cotton Exchange
conducted much futures trading. The New York Board of Cotton Brokers was
organized in 1868. It became the New York Cotton Exchange in 1870 and
was incorporated in 1871. Futures trading in cotton was occurring in 1869 on
this exchange, and volume had grown to a considerable size by 1875. The
New York Cotton Exchange became a center for the cotton trade. Among the
founding fathers of that exchange were members of the Lehman family, who
had started their careers in the cotton business in Alabama during the Civil
War. Speculation was occurring in other commodities during and after the
Civil War. A grandson of Thomas Jefferson was able to make a fortune in the
summer of 1862 by buying commodities of every description in anticipation
of increased prices. He soon found himself with profits of over $100,000. Jay
Cooke’s partners were speculating in coal oil and cotton during the Civil War.
Although the conclusion of the war led to a drop in commodity prices, speculation continued. Phillip D. Armour in Chicago was one of the first to perceive the success of General Grant’s strategy in Virginia. Armour went to
New York and began to sell pork short. After the peace at Appomattox, pork
dropped from $40 to $28 a barrel, providing a profit of some $2 million to
Armour. He then began establishing a meatpacking empire in Chicago. Others were not so lucky. Over 100 lawsuits were filed against Simon Draper in
connection with his cotton speculations that followed the conclusion of the war.
The Gold Market
The gold market in New York became a hotbed of speculation during the
Civil War. Even though specie payments had been suspended, large quantities of gold poured into New York and were traded there on exchanges. Gold
was being sold on 10 percent margins. Lawyers, doctors, clergymen, clerks,
and newspaper reporters were all trading gold. The larger gold operators had
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correspondents in Louisville, Washington, Baltimore, and other cities. Gold
prices fluctuated wildly. In 1862, gold double-eagles were selling for $134 in
greenbacks. Their price rose to $172 by the end of February 1863, climbed
from there to $241, and reached $285 in the summer of 1864. Gold was traded
briefly on the NYSE during the Civil War, but that activity was stopped for
patriotic reasons. The exchange was uncomfortable with the political implications of speculating in gold because its price rose and fell with Union defeats or victories. The curb market was not so punctilious, and the Coal Hole
was trading in gold in 1862. Gold traders later operated out of Gilpin’s News
Room, where anyone could trade for an annual fee. A board with a dial located outside on the street was adjusted to reflect the price of gold. The gold
market was later moved to a room leased by E.O. Read and John Bloodgood.
They charged $200 for admittance for a one-year period.
The New York Gold Exchange was formed in October of 1864. Within two
years, it had over 500 members and associates. About half of those individuals were members of the NYSE. A large room (the “Gold Room”) in the
building where the NYSE was located was set aside for the gold traders. Philadelphia and other cities had their own gold boards, but the Gold Room in New
York soon became a center for speculation. Prices rose and fell on the outcome of Civil War battles. Bulls cheered and sang “Dixie” in the Gold Room
when a Confederate victory caused gold prices to soar. The bears responded
by chanting “John Brown.” The profit that could be gained from advance
knowledge of a battle inspired “some crafty manipulators to find news before
it reached the Street. A favorite ploy was to bribe a telegraph operator or war
office clerk.”95 Wall Street speculators were even paying spies in the Confederate high command in order to learn about battle plans that would aid their
speculation.
Other schemes were employed to manipulate prices. Edward Ketchum and
Pierpont Morgan bought almost $5 million of gold on margin in 1863 and
shipped $1 million of that amount to Europe in order to raise prices. They
made $160,000 in this venture. On May 18, 1864, the New York World and the
Journal of Commerce published a purported proclamation of Lincoln’s announcing the drafting of 400,000 more men into the service. This caused a
sharp rise in the price of gold. In fact, the proclamation was false and was
published in order to drive up gold prices. The newspapers were shut down
and the editors were arrested, but only for a short time.
Salmon Chase and Jay Cooke charged that the gold bulls were reducing the
value of the greenback by pushing up gold prices. The gold traders on Wall
Street were unkindly referred to as “General Lee’s left wing.”96 President
Abraham Lincoln responded more forcefully, stating, “I wish every one of
them had his devilish head shot off.” Cooke took more direct action by conducting bear raids on the bulls when the greenback was pushed down too far.
He was assisted by sales of gold from the Treasury. This activity made large
profits for Cooke. In April of 1864, Secretary of the Treasury Salmon Chase
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personally supervised the sale of some $11 million in gold in an effort to curb
speculators. Chase kept the proceeds of his gold sales in the subtreasuries.
This drove down gold and stock prices and created stringency in the money
market because the funds were “locked up.” That action caused a panic in the
gold market and knocked down gold prices, which had been rising rapidly.
Several firms had to suspend when the market dropped, but the Treasury Department continued to sell into the marketplace in order to foil the speculators.
More forceful action was sought through legislation. The New York legislature prohibited banks from lending on gold in 1863. In March of 1863, a
federal tax was imposed on time sales of gold for future delivery. Margin
loans using coins as collateral were restricted. A year later, Congress went
even further and prohibited gold futures contracts. This action apparently was
taken in response to a raid that pushed greenback prices down to disastrously
low levels and helped force Salmon P. Chase from the Treasury. The legislation prohibited any banker, broker, or other person from making contracts for
the purchase or sale of gold coins or bullion or foreign exchange at any place
other than their ordinary place of business. It proscribed the purchase or sale
of foreign exchange that was to be delivered at any time beyond ten days
subsequent to the making of the contract. Further prohibited were contracts
for the sale of gold coin or bullion in which the person making the contract
did not own the gold.
This first legislative effort by the federal government to establish regulatory controls over speculative trading activities was short-lived. The gold futures legislation was repealed on July 2, 1864, some two weeks after being
enacted. Its operation was said to have been a disaster: “Within a week after
enacting the law the price of gold had risen thirty percent.”97 Gold prices
fluctuated from $95 just after its passage to $149 over the next few weeks.
Congress adopted a tax on gold transactions in 1865, but it would not make
another attempt to impose substantive regulation over commodity futures again
until the 1920s.
The gold market was encountering other problems. Deliveries on the New
York Gold Exchange were effected initially by deliveries of bags containing
$5,000 in gold coins. Most messengers could carry only two bags, and the
messengers fell prey to robbers. To avoid these problems, a gold depository
was created by the New York Gold Exchange and the Bank of New York in
December of 1864. The Bank of New York provided gold accounts on which
checks in the amount of $5,000 could be certified and used for delivery on the
gold exchange. These accounts could be opened for a charge of $1,000.
The Ketchum Forgeries
The bank depository curbed robberies, but it provided an opening for fraud.
On August 15, 1865, the firm of Ketchum, Son & Co. failed. Its losses were
caused by fraudulent signatures on about $1.7 million of gold checks drawn
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on the Bank of New York by Edward Ketchum.98 He was the partner of J.P.
Morgan in the gold export scheme, and he used Morgan’s name on some of
the forged checks. Ketchum had lost heavily following the drop in gold prices
after Sherman’s march to the sea and was desperately trying to remain afloat.
His failure caused a sharp drop in the market. Ketchum had stolen an additional $3 million in securities from his father’s bank. Ketchum was sent to
Sing Sing prison. At about the time of the Ketchum failure, a default occurred
at the Phenix Bank, and a teller, Henry D. Jenkins, was arrested for stealing
from that institution. Thereafter, the New York Gold Exchange Bank was
formed to act as a clearinghouse for the gold exchange. The gold exchange
allowed gold certificates issued by the United States Treasury to be used to
make delivery on gold contracts.
The Epic Gold Corner
Gold speculation continued and became a focus of national interest. Gold
indicators were posted in brokerage firms across the nation. They showed the
current price of gold as transmitted from New York through the telegraph.
Secretary of the Treasury Hugh McCulloch, replacing Salmon P. Chase, began intervening in the gold market periodically to keep the price of gold down
after the Civil War. The Treasury Department sought to regulate the gold
market by selling gold and purchasing government bonds. Gold sales became
a mechanism for the government to implement monetary policy. In May of
1866, McCulloch ordered P.M. Myers & Co. to sell unlimited amounts of the
Treasury’s gold for export to London after Overend Gurney & Co. failed in
England. That failure touched off a panic and caused gold prices to soar. The
Bank of England set its minimum discount rate at 10 percent, a “panic figure”
that caused a sharp sell-off of American securities by English investors.
McCulloch sold gold to stem the panic, saving the Bank of England from
suspension and preventing “New York from then becoming the principal financial city of the world.”99
Initially, the Treasury’s gold sales were conducted through private sales.
This method provided secrecy, but had a negative side. It disrupted the gold
market because of the uncertainty engendered as to the government’s intentions. To alleviate those concerns, Congress required the Treasury in 1868 to
announce gold sales in advance and to sell the gold by public auction to the
highest bidder. The Treasury Secretary was required to announce the planned
gold sales at the beginning of each month and the amount of bonds that would
be purchased. The Treasury Department then began selling gold and purchasing bonds in the open market through its assistant treasurer at New York. This
was done through bids invited from the public in newspaper advertisements.
The purchase of bonds took place on Wednesdays and sales of gold occurred
on Thursdays. However, merchants and bankers convinced the Treasury Department to refrain from selling gold in 1869 in order to aid exports of the
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large crop harvested that year. This set the stage for one of the most audacious
speculations in human history. As might be expected, an affair of such magnitude could be the product of only one person—Jay Gould. He was aided by
Jim Fisk.
Gould bought $7 million worth of gold in April of 1869, pushing the price
from $130 to $140. Gould claimed that he was buying gold to benefit the
farmers by increasing the value of their crops. Actually, Gould intended to
corner the entire gold market and push the price of gold to $145. Fisk and
Gould steadily forced the price of gold upward, often using “calls” to put
buying pressure on the market. Gould utilized the treasury of the Erie Railroad and the Tenth National Bank, which he controlled, to finance his operations. Gould had the bank certify checks for him far in excess of the balances
in the accounts on which the checks were drawn. At the time, there was only
about $15 million of gold in circulation. The unknown factor was what would
happen if the $90 million in gold held by the Treasury Department was placed
on the market. An announcement of the government’s intentions to resume
gold sales would frustrate Gould’s corner. Gould sought to have McCulloch
announce his policy for two or three months in advance of the government’s
gold sales and bond purchases, but the secretary refused to do so. Gould then
attempted to neutralize the Treasury through the president of the United States,
Ulysses S. Grant.
Gould used Abel Corbin, the president’s brother-in-law, to gain access to
Grant and influence his views on government gold sales. Corbin provided
additional aid by having a malleable appointee placed in the job of Assistant
Secretary of the Treasury in New York, where the government’s gold sales
were conducted. The individual selected was General Daniel Butterfield, the
son of a founder of the American Express Company, who had won a Congressional Medal of Honor during the Civil War as well as authoring the music for
“Taps.” Gould promptly loaned Butterfield $10,000 to assure his loyalty and
was said to have bought $1.5 million of gold that was to be given to the
general when the gold corner succeeded. Gould tried to purchase $500,000 in
gold for Horace Porter, President Grant’s secretary, but Porter refused this
offer. Leaving no stones unturned, Gould and Fisk may have been buying
gold for Mrs. Grant. A mysterious package containing either $25,000 or $250
was sent to the first lady by the Adams Express Company. The writing on the
package was illegible and the amount was uncertain. Defenders of the president and his wife have asserted that Corbin had only given a watch to Grant
and that the newspapers had sensationalized it into a bribe of $25,000. But the
package was suspicious, and Gould’s hand was suspected.
President Grant was no easy target for Gould to importune. Grant believed
that the fluctuations in gold values were “detrimental to the interests of trade.
It makes the man of business an involuntary gambler, for, in all sales where
future payment is to be made, both parties speculate as to what will be the
value of the currency to be paid and received.”100 Corbin, however, sought to
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convince the president to give an assurance that the Secretary of the Treasury would not sell gold. Corbin made sure that Gould and Fisk had access to the president so they could continue to argue that selling gold
would only hurt the farmers.
The Corner Is Broken
On September 23, 1869, Gould and Fisk held calls on $100 million of gold,
which was $85 million more than there was in circulation outside the United
States Treasury. As the conspiracy reached its peak, the president was urged
to vacation at a small, out-of-the-way town in Pennsylvania. The conspirators
hoped that, in this isolated village, the president would be shielded from news
of a gold corner that Gould was arranging in New York. Fisk, however, gilded
the lily a bit too much. He had Corbin write a letter urging the president not to
sell gold. This letter was sent by special messenger to the president at his
retreat in Pennsylvania. The letter seemed to have finally aroused Grant’s
suspicions, and he ordered Corbin to disengage himself from the New York
gold speculation. Even more forcefully, Grant decided to break the corner by
having the government sell gold and buy bonds.
Gould got wind of Grant’s decision to sell gold before a public announcement was made. Gould was tipped by Corbin’s information that the president
was annoyed with his speculations. Gould also observed that Joseph Seligman,
General Butterfield’s personal broker, was selling gold. Gould surmised that
Butterfield was selling out his position in anticipation of gold sales by the
government. Gould then began secretly selling massive amounts of gold; apparently, he did not even tip his partner in crime, Jim Fisk, with this information.101 Although they were sharing the same offices and Fisk was frantically
buying gold at any price, Gould was selling with an equal determination, but
much more quietly. Fisk actually seemed to have lost control of himself in the
frenzy and pushed prices up to unheard-of levels. On “Black Friday,” September 24, 1869, gold was bid up to $160. Fisk’s broker, Albert Speyer, continued to buy gold, pushing the price up even while Gould was selling elsewhere
in the Gold Room. The storm broke when the Treasury announced that it was
going to sell gold. Prices plunged.
Jim Fisk lost some $70 million, but he was not one to absorb a loss quietly.
Fisk repudiated his obligations, including the contracts made by his broker,
Albert Speyer. Fisk claimed not to have given the orders, and since there was
no writing, he was not held responsible. This caused Speyer to fail. Speyer
owed creditors $37 million. He paid them nothing. Fisk received further aid
from the corrupt Tammany Hall judges, who stayed legal proceedings against
him. Jay Gould had not been able to liquidate all of his gold contracts, and his
firm owed some $13 million. New York Judge Albert Cardozo, however,
granted an injunction to restrain the gold exchange from selling gold to pay
Gould’s obligations. Cardozo appointed a friendly receiver for the Gold Ex-
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change Bank, which was facing insolvency, and entered injunctions that protected Fisk as well as Gould. In the cases before Cardozo, Fisk argued that the
contracts were null in that it was impossible for the clearinghouse to settle
them because transactions in gold and greenbacks on Black Friday exceeded
the total amount of those items in the country. Fisk argued that there was an
implied rule of actual delivery that could not be met, which made the contracts unenforceable wagers.
The Gold Room suspended all dealings for a week after Black Friday, and
there were several failures as a result of the suspension of the Gold Exchange
Bank. Among those failing in the aftermath of the gold corner was the brokerage firm of Lockwood & Co. Firms dealing in the gold market on Black
Friday in 1869 included Hallgarten & Co. and G. & W. Sullivan & Co. Some
market participants, like Fisk and Gould, found convenient ways to avoid
losses. Harris Fahnestock was Jay Cooke’s New York agent. Fahnestock gave
gold trades that were profitable to Cooke & Co. The firm’s customers received the losing trades. At the time, Jay Cooke was making a nice profit by
selling bonds to the Treasury after its announcement that it would be selling
gold and buying bonds. One gold broker, Solomon Mahler, went home and
killed himself after the market broke. Some additional casualties were incurred in this debacle. General Butterfield was required to resign his Treasury
post. Albert Cardozo was forced to resign as a New York Supreme Court
judge after a legislative committee recommended that he be impeached for
his actions in granting injunctions to protect Fisk and Gould. Cardozo’s son
Benjamin would redeem the family name by becoming a famous judge in the
New York Court of Appeals. In that position, he rendered several decisions
that imposed high fiduciary duties on corporate officers and directors in business transactions. Benjamin Cardozo was later appointed to the Supreme Court.
The Tammany Hall Tweed Ring was broken up in 1871. Although Jay Gould
provided $1 million to bail William Marcy Tweed out of jail, Boss Tweed was
later convicted and sentenced to twelve years in prison for his depredations.
Tweed fled the country, but was recaptured and died in jail. Representative
James Garfield, who would become president in 1881, conducted a congressional investigation of the gold corner. He concluded that the gold corner
would not have been attempted “if the value of the greenback had not been
divorced from that of gold.”102

Chapter 5
The Panics

1

Financial Growth and the Panic of 1873

The Civil War raised some new concerns for insurance companies, but they
would not be integrated into the mainstream of finance until the next century.
At the outbreak of the Civil War, the New York Board of Underwriters advised its members that marine insurance policies in the states that were about
to secede should be referred for rates to its Committee of Risks and Premiums. The New York Life Insurance Company continued the policies of
southerners who had attempted to make payments during the war. The company even sent correspondence about two insurance policies into Norfolk
under a flag of truce. In one case, the Supreme Court held that life insurance
policyholders living in the Confederacy were entitled to the equitable value
of the policy for the premiums paid prior to the war. The Court took a rather
sophisticated view of the nature of life insurance:
The insured parties are associates in a great scheme. This associated relationship
exists whether the company be a mutual one or not. Each is interested in the engagements of all; for out of the coexistence of many risks arises the law of average,
which underlies the whole business. An essential feature of this scheme is the mathematical calculations . . . on which the premiums and amounts assured are based.
And these calculations . . . are based on the assumption of average mortality, and of
prompt payment and compound interest thereon.1

The Mutual Life Insurance Company of New York was offering policy war
risk waivers for soldiers engaged in fighting for the Union. Those soldiers
were charged 5 percent in excess of the normal premium while on duty in the
North. Union soldiers serving in the South were charged 10 percent. The Atlantic Mutual of New York lost over $800,000 from claims for damages by
Confederate raiders in 1863. The Civil War provided opportunities for others.
The National Life Insurance Company of the United States had a congressional charter. It was organized by Jay Cooke. The Travelers Insurance Company was created in 1864 to provide accident insurance for travelers. Its founder
was James G. Batterson, a friend of Abraham Lincoln. Batterson visited London to examine English insurance methods. On his return, Batterson ran into
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a banker who wanted to know what it would cost to be insured until he reached
home for lunch. The premium was two cents, and those two pennies were still
on display at the company in 1995. The Travelers Insurance Company did not
cover deaths by dueling or travel through many of the Confederate states.
Later exclusions were made for injuries or loss of life caused by Indians.
Growth of the Equitable
Almost fifty new insurance companies were created nationwide between 1867
and 1869, bringing their total to over 100. New York was a leader in new
insurance companies. Their number increased from fourteen in 1860 to sixtynine by 1870. The assets of New York insurance companies multiplied eleven
times during the decade after the Civil War. The growth of the insurance industry was spurred by an increased acceptance of insurance as an important
method to protect loved ones. The Reverend Dr. Henry Ward Beecher of the
Plymouth Church in Brooklyn even declared in 1863 that the purchase of a
life insurance policy was a moral duty. The amount of life insurance in force
in the United States in 1865 nearly tripled the prewar amount. The Massachusetts Mutual Life Insurance Company alone had insurance outstanding in excess of $10 million. The largest insurance company in America was the Mutual
Life Insurance Company of New York until it relinquished that role to the
Equitable Life Assurance Society of the United States. The Equitable was
started by Henry B. Hyde, who had previously worked for the Mutual Life
Insurance Company. Hyde took the name of the Equitable from the English
company, the Society for Equitable Assurances on Lives and Survivorships,
that was founded in 1762. Another growing giant was the Prudential Insurance Company, a descendant of the Widows and Orphans Friendly Society.
The Prudential would be advertising before the end of the century that it
had the “strength of Gibraltar.” That company would have over 200,000
policyholders by 1883. Two years later, the Prudential would write its
one-millionth policy.
Henry Hyde’s Equitable Life Assurance Society was a stock company, which
allowed it to make large amounts of money from lapsed policy premiums.
The Equitable moved to the top of the list in insurance sales within ten years
after Hyde raised commission rates for agents. Sales were further aided in
1868 when Hyde began the promotion of tontine schemes that rewarded policyholders who kept their policies in force for a specified period. Qualifying
policyholders were paid the face value of the policy plus dividends and a
portion of the lapsed policy accumulations.2 The Equitable initially sold four
kinds of tontine policies in 1868 with dividend deferment periods that ranged
from five to fifteen years. These schemes soon became popular, touching off
a frenzy of competition from similar plans by other insurance companies. By
1905, four companies using tontine insurance polices had contracted for almost $6 billion in business, which was about two-thirds of all life insurance
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outstanding. Those policies had their critics. Elizur Wright, the Massachusetts
insurance commissioner, called tontine schemes “life insurance cannibalism.”3
Henry Hyde was credited with introducing aggressive sales practices by his
army of insurance agents. Although the abusive tactics of some insurance agents
would give insurance a bad name, the commission-based nature of the business
encouraged their use. Agents were receiving up to 10 percent of the first year’s
premium and 5 percent on renewals during the 1840s. Those figures were increased to levels that varied from 14 to 20 percent in the 1860s for new business
and to 80 percent in the 1870s. By 1900, as much as 100 percent of the initial
premium was given to the agents. Competition often caused agents to offer premium rebates to customers in order to gain their business from rivals. Some
insurance companies were taking promissory notes as partial payment of premiums for insurance in order to encourage purchases during the 1860s.
Insurance Regulation
Efforts to regulate insurance on a federal level in the late 1860s were unsuccessful. In Paul v. Virginia,4 the Supreme Court held that insurance was not interstate
commerce and could be regulated by the states. That case involved the regulation
of insurance agents. In 1886, the Supreme Court again held that the issuance of a
policy of insurance was not a transaction in interstate commerce.5 This meant
that insurance was not subject to federal regulation and that the states could regulate such business within their own borders. The states gradually expanded their
regulation, and the insurance companies then tried to obtain federal legislation
that would preempt state jurisdiction. Those efforts failed.
Massachusetts enacted legislation in 1861 to prevent insurance companies
from requiring forfeiture of accrued dividends in mutual companies for nonpayment of premiums. This law was supplemented by an act that fixed the
cash surrender values of whole life insurance policies. Massachusetts was, in
1873, the first state to adopt a standard fire insurance policy form as a regulatory requirement. The Massachusetts insurance commissioner, Elizur Wright,
was a leading advocate of reform. Many states responded to Massachusetts’s
lead by creating insurance commissions. The National Association of Insurance Commissioners was created in 1871 to coordinate their regulation of
insurance companies. One of its first acts was to develop a uniform financial
reporting system. The industry was engaging in its own self-policing and rate
setting. The National Board of Fire Underwriters that was organized in 1866
sought to establish adequate rates and proper insurance contracts and forms.
It adopted a standard policy for use by the industry and set industry-wide
premium standards. The New York State Association of Supervising and Adjusting Agents was organized in 1872. It was followed by other underwriting
associations that sought to improve professional standards for insurance companies. Underwriting improvements were needed. Sixty-eight insurance firms
went bankrupt after the Chicago fire in 1871, which caused creditors many
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problems because the records of their debts were destroyed. This presaged
the Y2K millennium concern with computers and the year 2000.
Expansion of Coverage
Although the New York legislature authorized the formation of fidelity insurance companies in 1853, the first such company was not formed until 1875.
Thereafter, several fidelity companies were organized. They included the
American Surety Company, the Fidelity and Deposit Company, the United
States Fidelity & Guaranty Company, and the National Surety Company. The
first real estate title insurance company was created in Philadelphia in 1876.
Industrial life insurance was another product that emerged after the Civil War.
These policies were used to cover the cost of the insured’s funeral and burial.
They had small benefits and small premium payments that were often collected weekly in door-to-door campaigns. One early form of insurance in
America was the burial societies used by black communities. They included
the Free African Society of Newport, Rhode Island, which was founded in
1780, and the Free African Society of Philadelphia, which was created in
1790. After the Civil War, insurance companies were insuring the lives of
blacks on an equal basis with whites. In 1881, however, Prudential published
a mortality study that showed that the mortality rates for blacks were significantly higher than for whites. Thereafter, most insurance companies reduced
the benefits paid to blacks or raised their premiums to reflect this higher risk.
Some insurance companies refused to insure blacks at all.
Consumer Credit
Finance was expanding in other areas. A small loan service was advertising in
the Chicago Tribune in 1869. By 1872, there were numerous such businesses
in that city. During the Civil War, businesses were selling “open-market” notes
to the large banks through brokers. These notes were used to fund the operations of many commercial firms. In the years following the Civil War, “bank
credit shifted . . . from loans on ‘one-name’ paper to discounts of ‘two-name’
paper.”6 “Storekeeper’s credit” continued in the South. Cotton farmers there
were buying supplies on credit and pledging their crops for that credit to the
storekeeper. The storekeeper would mark up the prices on goods sold on credit
from 20 to 50 percent. This often resulted in the cotton grower becoming
enslaved to the storekeeper. Banks in California were charging 3 percent a
month on overdrafts during the Civil War.
Bank Failures
Between 1864 and 1879, the number of national banks increased from some
500 to over 2,000, and their capital expanded from about $86 million to $454
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million. From the Civil War until the end of the century, 352 of those banks
failed. The depositors in those failed banks were not protected by government
account insurance. By 1898, the only banking system in the world using a
guarantee fund was Canada’s. Bank failures did result in a call for better regulation in the form of additional disclosures concerning bank finances. Although the National Banking Act required national banks to file periodic
financial reports, those statements were too vague to provide reliable information. This spurred Congress to require additional disclosures concerning
the assets and liabilities of national banks. That legislation required five reports annually by national banks, along with greater detail. The scope of national bank examinations was expanded by the Comptroller of the Currency
to include review of assets and liabilities, the fitness of bank officials, the
bank’s prudence in conducting its business, and the character of the bank’s
loans and discounts. A serious gap remained in the bank examination process.
The National Banking Act required examinations of national banks by persons appointed by the Comptroller of the Currency. The salaries of those examiners were paid by assessments on the banks. The bank examiners also
asked the banks they were examining for an “honorarium,” a practice that did
not lend itself to rigorous examinations. The result was that these examinations often served to “lull stockholders into a false feeling of security.”7
Other flaws existed in the national banking system. No provision was made
to allow the creation of branches by larger banks. This meant that a community which did not have sufficient resources to raise $50,000 of capital could
not have a national bank or even a branch of a national bank. As noted by one
study, bank capital in nearly every other country was dispersed through branch
offices. In the United States, however, the banking system was characterized
by an “immense number of banks of lower capitalization, and the absence of
institutions of large capital with branches.”8 The payment by banks of interest on deposits was raising concern. In 1867, the Comptroller of the Currency
began criticizing New York banks over this practice. He contended that these
interest payments attracted money from the interior of the country where it
was needed for commercial operations and that the money was being loaned
in New York for speculative purposes. Some banks in New York were lending
up to half of their assets on “call” and receiving securities as collateral.
Margin Transactions in Stock
United States government securities and high-grade corporate railroad bonds
could be used as security to obtain a loan of up to 90 percent of their value.
Speculative stocks with high dividends and good investment features had a
loan value of 80 to 90 percent. More speculative securities had a loan value of
up to 70 and even 80 percent. Stockbrokers were heavily dependent on the
call money market for short-term funds to finance their margin sales to customers. The availability of call money encouraged speculation and caused
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problems during market declines because the banks called their loans or demanded more security during such events. Those demands would force additional security sales, which added further downward pressure on an already
troubled market. Despite such concerns, the payment of interest on deposits
would not be halted until the next century. That suspension, while lasting
several decades, would only be temporary, and the payment of interest on at
least noncommercial deposits was renewed as the millennium approached.
Certified Checks
Checks were originally “certified” by the banks in order to prevent the need
for carrying money through the streets. The certification was supposed to
represent that the funds were on hand in the check writer’s account at the
bank. Initially, a certified check did not bind the bank, and the account of the
drawer was not charged until presented for payment. Banks in New York,
however, began certifying checks for customers to evidence that the checks
would be honored upon presentment. Certification was further expanded to
guarantee the contracts of stockbrokers with their customers. Banks sometimes certified checks for their customers even when the customers did not
have sufficient deposits on hand. This effectively permitted the banks to make
unsecured loans that were not identified as such on the bank’s books. In 1869,
concern with such practices led Congress to prohibit the certification of checks
drawn on national banks unless the drawer actually had the funds on deposit
in the bank. This legislation did not stop malpractices, and another statute
was passed in 1882 that imposed penalties on bank officers who illegally
certified checks. In August of 1883, the Comptroller of the Currency discovered an overcertification of checks amounting to $200,000 for a firm of brokers by the Wall Street National Bank. A teller at the bank was indicted for the
overcertification.
Lockups
Another speculative innovation was the “lockup,” which was used to manipulate stock prices. A lockup involved the withdrawal of greenbacks from
the banks. This contraction of the money supply caused the banks to call in
loans, which required brokers and speculators to sell stocks. Those sales, in
turn, caused the stock market to fall and drove up interest rates. Certified
checks were sometimes used to squeeze the money supply in such lockups by
withholding the checks from deposit. Since the banks were required to keep
the funds in their vaults in order to cover the checks, those funds were locked
up and unavailable in the market for other traders. Sometimes the banks would
loan funds on the certified checks, which allowed the manipulator to lock up
even more funds.
Lockups took other forms. In one instance, a director of the Tenth National
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Bank of New York called in $4 million in personal loans he had made. The
director asked the president of the bank to put the checks through the clearinghouse on the following day. Instead of keeping the funds in his account,
however, the director removed the funds from the bank in order to cause a
tightening of the money market, which drove down the price of stocks. In one
bear raid on the Erie Railroad, Daniel Drew, Jay Gould, and Jim Fisk presented $14 million in checks to various banks for payment in greenbacks.
This locked up those funds and created a money shortage, which caused a
decline in share prices, including those of the Erie that were being shorted by
these bears. In 1868, Jay Gould withdrew massive amounts of greenbacks
from circulation in another classic lockup.
In 1869, Congress prohibited the loaning of money as collateral security
for the purpose of contracting the currency in a lockup. Nevertheless, in 1871,
almost $5 million was withdrawn on checks deposited by a single customer.
The manner in which this was accomplished effected a lockup, but did not
violate the statute. In 1875, Daniel Drew and Russell Sage attempted another
form of lockup in which they purchased gold from the banks and removed it
from the market. Their intent was to lower bank reserves and cause the banks
to reduce their call loans. That action in turn was intended to cause a sell-off
in stocks and a depression in the stock market from which profits could be
made by short sales. In all, Drew and his cohorts acquired some $11 million
worth of gold in furtherance of their scheme. Russell Sage sold out his gold
from underneath his partners, however, when it appeared that the money supply was too great at that time to be affected by the scheme.
New Financial Figures
Three of the richest men in America died in the 1870s. They were Cornelius
Vanderbilt, William Backhouse Astor, and Alexander T. Stewart. The latter
had an income of $1.8 million at the time of his death. Cornelius Vanderbilt’s
income was only $680,728. Stewart owned the Marble Dry Goods Palace on
Broadway, where retail sales totaled $8 million by 1865. Among his customers were Mary Todd Lincoln, who decorated the White House using his goods,
and Julia Grant, the general’s wife. A boom in California after the Civil War
and the building of the intercontinental railroad produced many other millionaires and financiers, including Collis P. Huntington, Leland Stanford,
Darius O. Mills, Charles Crocker, Mark Hopkins, James C. Flood, James G.
Fair, W.S. O’Brien, William Sharon, and John T. Jones.
Investment banking firms were growing. Fisk & Hatch dealt in Central
Pacific Railroad bonds and other securities. It was a major dealer in government securities, along with Henry Clews & Co. and Vermilye & Co. Other
important investment bankers were Babcock Brothers & Co., Richard Bell &
Co., John J. Cisco & Sons, and Winslow, Lanier & Co. These firms dealt in
government securities and other investment banking operations, as well as
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railroad securities. Other brokerage firms included Hallgarten & Co., Rug &
Co., Robinson, Coss & Co., Wood, Campbell & Co., and M.K. Jessup & Co.
The largest corporation in the United States at the close of the Civil War was
the Pennsylvania Railroad, which had some 30,000 employees. Success in
American business is not eternal. The Pennsylvania Railroad would file for
bankruptcy a century later. Some 30,000 miles of railroad tracks were laid
between the years of 1865 and 1873. This roughly doubled the number of
miles of railroad track in the United States. That construction required massive financing, and railroad securities continued to dominate the securities
markets in the East. They had replaced government securities as the most
popular form of investment by the 1870s. Numerous small investors were
induced to buy railroad securities in order to support their communities’ efforts to obtain a railroad.
Prior to 1865, most railroad bonds were payable in paper currency. At the
conclusion of the Civil War, however, railroads began issuing bonds that were
payable in gold. Railroads often retained their own investment bankers to
handle these and other offerings. The Chesapeake and Ohio used Fisk & Hatch.
The Dubuque & Sioux City used M.K. Jessup & Co. The Evansville, Terre
Haute & Chicago Railroad used Winslow, Lanier & Co. The Missouri, Kansas & Texas used Morton, Bliss & Co. and Drexel, Morgan & Co. The Atlantic and Pacific used J. & W. Seligman & Co. The Seligman firm had started in
California as a group of eight brothers who were peddlers. It began trading
gold on the New York gold market in the 1850s, but withdrew just before the
Panic of 1857. The firm then began investing in clothing factories and made
a fortune during the Civil War. The firm was paid in greenbacks, which were sold
abroad in Frankfurt and Amsterdam in order to obtain specie. J. & W. Seligman
& Co. became a fiscal agent of the United States State Department and was a
leading international banking firm. The firm was involved with Jay Gould and
Daniel Drew in their war with Vanderbilt over control of the Erie railroad.
European Investment
Even with the growing influx of investment bankers, capital remained scarce
in America. European investors were willing to make up the shortfall. They
found American securities to be of interest again once the Civil War was
concluded. European investors were especially attracted to American railroad securities. Foreign sales of railroad bonds increased from $50 million in
1866 to almost $250 million in 1869. Jay Cooke asserted that over $1 billion
of United States bonds were held abroad in 1869, including a large amount in
south Germany. He was in a position to know. Jay Cooke & Co. was the
leading investment banker at the conclusion of the Civil War. Cooke’s firm
popularized the use of syndicates for financing by forming a worldwide group
of bankers to conduct an exchange of United States government bonds after
the war. The syndicate included some of the best-known banking houses in
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the world, such as R. Raphael & Co., Bischoffsheim & Goldschmidt, Clews
Habicht & Co., the Behrens firm in Hamburg, the Bleichroeder house in Berlin,
the Lippman firm in Amsterdam, the Wertheims in Amsterdam, the Erlanger
office in Frankfurt, the Montagu house in London, the Oppenheim branch in
Brussels, Fisk & Hatch, Henry Clews & Co., and Clark, Dodge & Co.
J. & W. Seligman & Co. opened branches in London and Paris to market
railroad securities. Kidder Peabody & Co. established relationships with Baring Brothers in London, with Mendelssohn & Co. in Berlin, and with Perier
Frères in Paris. In 1880, J.S. Morgan & Co. set up a transfer system in London for New York Central securities. Bonds sold by the railroads abroad were
payable in London, Amsterdam, or Berlin. The coupons were often payable
in United States dollars, British sterling, or Dutch florins. For example, the
$1,000 bonds issued by the Denver & Rio Grande Railroad provided for periodic interest payments to bearer of 35 dollars in New York, 7 pounds, 4 shillings sterling in London, or 86 florins in Amsterdam. A forgery of railroad
stock occurred at White & Company in 1868. Losses totaled some $10 million. Speculation continued in the securities market, particularly in railroad
securities. Horace Clark, David Dowes, John F. Pracey, Amasa Stone, John
Steward, James H. Banker, and Alexander Mitchell were among the top speculators in the stock market in New York in 1870.
Women Investors
Women were still operating in the market. They were called “mud hens.” A
more exotic addition to Wall Street arrived in 1870. With Commodore
Vanderbilt’s assistance, Tennessee Claflin and her sister, Victoria Claflin
Woodhull, formed a brokerage firm—Woodhull & Claflin & Co. The streets
around their office were blocked with crowds to view the novelty of a brokerage firm owned by women. Woodhull’s firm was said to have made $700,000
during one bull market. The firm published a weekly newspaper that, among
other things, advocated free love and the abolition of marriage. Victoria
Woodhull ran for the presidency on that platform. Another woman attracting
attention on Wall Street was Hetty Green, the “Witch of Wall Street,” who
was thought to be the richest woman in the world. Green was somewhat eccentric. She threatened Collis Huntington, a railroad baron, with a gun. Green
dressed herself in witch-like black crepe and black gloves. It was claimed that
this multimillionaire wrapped herself in papers to keep warm in the winter.
Her investment philosophy was to “buy cheap and sell dear, act with thrift
and shrewdness and be persistent.”9 It was said that Hetty Green increased a
$1 million inheritance to $100 million over a fifty-year period. She invested
largely in railroads and real estate, but was also an original investor in the
Hathaway Manufacturing Company, which later became Berkshire Hathaway.
It would be used by Warren Buffett, perhaps the most successful investor in
the twentieth century, as his principal investment vehicle. Later in the cen-
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tury, Martha Matilda Harper began one of the first international franchising
operations, which grew to include some 500 hair and skin care parlors.
The NYSE
Seats on the NYSE were selling for $8,000 in 1868. NYSE members were
fined $10 for throwing paper darts at each other. Smoking a cigar on the
exchange floor resulted in a fine of $5. The Long Room at the NYSE building
was closed in 1868 as the result of a quarrel over whether individuals who
were not members of the NYSE or the Open Board of Stock Brokers should
be allowed to trade there. The Long Room was later reopened, but only members of the two exchanges were allowed to trade. More momentous was the
merger of the NYSE with the Open Board of Stock Brokers and the Government Bond Department in 1869. The latter entity had been formed two years
earlier by NYSE members and traded only United States government securities. The merger resulted in a near doubling of membership from 533 to 1,060.
A loan market was created on the NYSE in 1869. Previously, margin loans
had been arranged informally among NYSE member firms, commercial companies, and banks. The loan market on the NYSE streamlined the loan process. It further encouraged the use of call loans to trade stocks on margin.
Another reform involved a requirement that all shares of NYSE-listed companies be registered at a bank or other agency. This requirement sought to
stop the issuance of fraudulent or “watered” stock that had no capital backing. The NYSE required these transfer offices to be located south of Chambers Street in New York. This requirement was called the “Chambers Street
rule.”10 The Erie Railroad refused to comply with the rule and was delisted
from trading on the NYSE. The Erie directors retaliated by organizing the
National Stock Exchange to provide a market for Erie stock. This exchange,
which was informally called the “Erie Board,” quickly failed. The Erie was
readmitted to the NYSE after agreeing to comply with exchange rules.
Stock values on the NYSE plunged by some $100 million during the gold
market crisis engineered by Jay Gould and Jim Fisk. Cornelius Vanderbilt
supported the Central, Hudson, and Harlem Railroad stocks during that crash.
Vanderbilt also used the stock market decline to buy shares of the Lakeshore
Railroad Company. The stock ticker that had been invented by Edward A.
Calahan in 1867 proved unable to keep up with volume during the gold corner. An improved version was developed by Thomas Edison after he saw the
effects of the Black Friday panic in 1869. There was no immediate need for it.
Trading volume on the NYSE was cut in half for the next year. The transatlantic cable that was completed in July of 1866 led to the rapid publication of
price quotations from the London exchange. Arbitrage was later conducted
between the London and New York exchanges. Stocks were listed on a “numerical call board” on the NYSE in 1871. The exchange dropped its rotation
system for trading stocks in that year. NYSE traders then began making a
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continuous market in the securities traded on the floor. Dealers in a particular
stock started to remain at one location on the trading floor. They were the
genesis of the modern-day “specialist.” On December 1, 1872, trading hours
on the NYSE were set at 10 A.M. to 3 P.M. Monday through Friday and Saturday from 10 A.M. to noon. The NYSE created a Gratuity Fund in the 1870s to
pay the families of deceased members the amount of $10,000. Stock was then
being sold in the regular way on the NYSE, which meant that delivery of
stock being sold would be made on the day following the trade before 2:15
P.M. Alternatively, stock could be sold at the option of the buyer or seller. A
buyer’s option meant that the purchaser had the right to require delivery of
the stock upon any day within the period covered by the option. A seller’s
option allowed delivery at the option of the seller. Where an option extended
more than three days, interest of 6 percent had to be paid from the date of sale
to the date of delivery. Either party could call for margin, usually 10 percent,
during the period of the option.
The stock market remained volatile and posed risks to investors. In 1870,
nine out of ten customers who were speculating in the securities markets lost
money. A stock market panic occurred in October of 1871 after the great fire
in Chicago. Seven stock exchange firms were ruined. The house of Charles T.
Yerkes & Co. failed in Philadelphia, as did several others. Another brief panic
occurred in September of 1872. The fire that ravaged Boston in 1872 had a
sharp effect on the stock market in that city. The Massachusetts legislature,
thereafter, allowed trustees to invest in mortgages for the repair or replacement of buildings in order to finance reconstruction of Boston. An Unlisted
Securities Market was formed in 1869 in New York. It did not last long, but
the curb market continued to operate at William and Beaver Streets until it
was moved to Broad Street near Exchange Place in the 1890s to accommodate the increase in the number of brokers. Mining stocks remained popular
in California after the Civil War. The San Francisco Stock and Exchange Board
listed some six streetcar companies by 1870. Lehman Brothers, which started
as a general store in Montgomery, Alabama, had opened an office in New
York in 1858. The firm had to retreat back to Alabama when the Civil War
broke out. Lehman Brothers became a successful cotton firm after the Civil
War, and it returned to New York, where the firm expanded its activities.
Mayer Lehman was one of the founders of the New York Cotton Exchange,
the Coffee Exchange, and the Petroleum Exchange in New York. Lehman
Brothers began dealing in securities. It became a member of the NYSE in
1887.
Hallgarten & Hartzefelt and Gentil & Philipps were already each handling
over $160 million dollars in securities transactions. Another financial giant
was growing. Abraham Kuhn had started a dry goods business in Cincinnati
with his brother. They were joined by Solomon Loeb. The partners made a
large fortune during the Civil War by selling uniforms and blankets to the
federal government. After this introduction to finance, they started a private
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banking firm in New York in 1867. It was named Kuhn, Loeb. The firm became a financial power house in 1875 when Jacob H. Schiff joined the firm.
The Crédit Mobilier
Railroad scandals continued. The Crédit Mobilier debacle involving the Union
Pacific Railroad and a number of prominent politicians further undermined
confidence in the market. The original Crédit Mobilier was a French commercial firm that was founded in the 1850s. It operated as an investment trust
and was used to build railroads in France. The Union Pacific’s Crédit Mobilier,
which would be forever associated with financial fraud and intrigue, was a
construction company set up to finance the building of the Union Pacific
Railroad. It provided limited liability to its shareholders, unlike the case for
shareholders in the Union Pacific Corporation. The Crédit Mobilier made
profits of some $44 million from Union Pacific construction projects. It was
given shares in the Union Pacific at one-third par for its work on the railroad.
Those securities were estimated to be worth $7 million. A number of these
shares were given to Congressman Oakes Ames of Massachusetts in order
that he could put the shares where they would do the most good.
In 1868, the Crédit Mobilier “cut a melon,” which was a dividend of securities and cash equal to about $3,500 for each $1,000 invested.11 When it
appeared that the Crédit Mobilier had sold more bonds than were necessary
to build the road, a congressional investigation was threatened. Seeking to
stymie that inquiry, the Crédit Mobilier provided “cheap” stock at below market
prices to several politicians. Cash was given to other government officials to
certify falsely completion of parts of the railroad that were still under construction in order to receive loan payments authorized by Congress as a subsidy to aid completion of the railroad. An enormous outcry arose when these
machinations were revealed. Representative Ames was expelled from Congress, as was James Brooks of New York, for accepting bribes. Several congressmen were censured, and a motion was entered to impeach Vice President
Schuyler Colfax. Numerous other politicians were found to have been involved in this affair, including James A. Garfield. The Navy Secretary and the
Secretary of War were among those receiving kickbacks. Tammany Hall Judge
George Barnard was found guilty of having acted improperly in connection
with efforts to challenge the relationship of the Union Pacific Corporation
with the Crédit Mobilier.
The Central Pacific Railroad, which was racing to meet the Union Pacific
line in order to complete a transcontinental connection, paid some $80 million to the Contract & Finance Corporation. That company was the railroad’s
purchasing agent and was granted the sole right to carry out construction of
the Central Pacific Railroad. That company was to have been named the California Crédit Mobilier, but the French Crédit Mobilier imploded, giving rise
to bad publicity in the interim, so the Central Pacific directors decided to call
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their new company the Contract &
Finance Company. It was estimated
that almost half of the construction
costs charged to the railroad were
squandered or looted by individuals
controlling the Contract & Finance
Corporation. There seemed to be no
scarcity of scandals. The Brooklyn
Bridge was financed through the
New York Bridge Company. It was
partially owned by the City of New
York and Brooklyn, contributing respectively $1.5 million and $3 million to the company. Boss Tweed of
New York City was given 560 shares
of the company’s stock with a par
value of $40,000. He was given a
further bribe of $65,000 in cash. The
project began in 1870 and was completed in 1883.
Underwriting Develops

Jay Cooke. Cooke saved the Union through
his bond sales during the Civil War, but he
nearly bankrupted the nation when the failure of his firm set off a panic in 1873. (Courtesy of Archive Photos.)

In 1869, Jay Cooke was a leader in
one of the first joint syndicate operations for underwriting securities sold to the public. Jay Cooke & Co. and
E.W. Clark & Co. sold some $2.5 million of bonds for the Lake Superior &
Mississippi Railroad in that operation. Cooke introduced the firm underwriting commitment approach to selling securities in America in 1870 when his
firm acted as lead underwriter for the Pennsylvania Railroad. In a firm commitment underwriting, the syndicate agrees to purchase any unsold securities
for its own account. Eight other firms participated in this syndicate. They
bought the $2 million offering “on joint account” and agreed to share advertising expenses. Profits were divided in proportions equal to the amount subscribed. The bonds were purchased from the Pennsylvania Railroad Company
at $90 and offered at $92.50. Brokers who sold the bonds for the syndicate
were given a one-quarter percent commission.
Surpluses after the Civil War allowed the government to retire over $600
million of its debt by 1873. The 6 percent bonds that were issued during the
Civil War began selling at a premium when interest rates dropped after the
war. The Secretary of the Treasury then called those bonds and replaced them
with bonds paying lower interest rates in 1871. This saved the government
about $20 million in interest payments. Jay Cooke continued his involvement
in the government securities business during this refunding by acting as an
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underwriter. Initially, the Treasury had used the investment bankers as agents,
which meant that they were given only a commission for bond sales. The
investment bankers were not allowed to purchase the bonds themselves at a
discount and then resell them for a larger profit. The initial attempt at selling
the bonds in this manner was not successful and only about half of the issue
was sold. Cooke then formed a syndicate to sell the remainder of the bonds,
making a profit of some $3 million.
In 1873, the federal government conducted another refunding. Jay Cooke
& Co. was chosen to lead a syndicate to sell $150 million in this refunding,
but Baring Brothers, Morton Bliss, and J.P. Morgan, who was then a relatively unknown financier, led a syndicate that was selling another $150 million. This broke the Cooke monopoly on government bonds. Cooke, thereafter,
had to share the government refunding business with the Morgan firm and
Baring Brothers. This was a blow to Cooke’s pride, as well as his pocketbook.
Worse was in store for him, and the nation.
Jay Cooke had declined participation in financing the Northern Pacific
Railroad in 1866 because he did not want to neglect his government securities business. A year later, Cooke refused the appointment as special agent for
the Union Pacific Railroad. John J. Cisco & Co. accepted that appointment in
Cooke’s stead. As special agent, Cisco sold $10 million of Union Pacific securities in less than six months. This apparently caused Cooke to reconsider
his position. On January 1, 1870, Jay Cooke & Co. agreed to serve as the
financial agent for the Northern Pacific Railroad, the post he had declined a
few years earlier. The Northern Pacific was authorized to issue $100 million
of thirty-year bonds bearing interest in gold at a rate of 7.3 percent. The bonds
were to be sold to Jay Cooke & Co. at $88, which assured Cooke a considerable profit if the bonds were resold at their $100 par value. As an additional
bonus, Cooke was to receive $200 of stock for every $1,000 of Northern
Pacific bonds sold by his firm. This was not entirely a free lunch. Cooke
agreed to advance $500,000 to the railroad for construction.
Cooke was supported by a pool of prestigious investors who all had a large
stake in the railroad. The members of the pool were to receive a bonus of $3.4
million for each one-twelfth interest they held in the railroad. Among the
members joining the pool were Schuyler Colfax, the vice president of the
United States, and Governor John W. Geary of Pennsylvania. General Horace
Porter, President Grant’s private secretary, was another member of the pool.
Horace Greeley was invited to join the group, as was Henry Ward Beecher.
Chief Justice Salmon Chase turned down his invitation.
Jay Cooke used some 1,500 salesmen and placed advertisements in over
1,300 newspapers to sell bonds of the Northern Pacific Railroad. This did not
stop the newspapers from calling attention to some of the doubtful claims
being made about the railroad. They derisively called it “Jay Cooke’s Banana
Belt” because of advertising claims describing the region through which the
railroad would pass as having such a fine climate and such luxurious vegeta-
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tion that it was almost tropical. The maps distributed showing the route of the
line were also banana shaped in their shading of the land to be developed by
the railroad. As a result of this criticism, Cooke had trouble selling the bonds
of the Northern Pacific. Another problem was that the market had been flooded
with bonds for transcontinental railroads. Bonds for even completed railroad
lines were selling at a sharp discount. Moreover, the stock market was becoming unstable.
The Panic of 1873
In September of 1873, a panic began in the securities markets. The New York
Warehouse and Security Company and Kenyon, Cox & Co. suspended. A
partner in the latter company was Daniel Drew, the infamous robber baron.
The failure of Kenyon, Cox & Co. was caused by losses in the Canada Southern Railroad. Fisk & Hatch suspended after rumors that it was holding a large
amount of Central Pacific Railroad and Chesapeake and Ohio Railroad securities that were dropping in value. An even greater disaster struck when Jay
Cooke & Co. closed its doors on September 18, 1873. Cooke had allowed
drafts to be drawn on his business that he hoped to cover from the Northern
Pacific bond sales. Those sales turned out to be inadequate, and Cooke was
unable to meet his obligations. President Grant had just finished breakfast
with Jay Cooke when the announcement was made that the Cooke firm would
have to suspend. Cooke, who had done much to finance Grant’s great victories, now faced defeat on the financial battlefield. Cooke’s firm would not
recover and was placed in bankruptcy by its creditors.
Many people could not believe that Jay Cooke and Co. had actually failed.
“A policeman arrested a newsboy shouting the headline of the day.”12 When
the suspension of Jay Cooke & Co. was announced on the floor of the NYSE,
a “monstrous yell went up and seemed to literally shake the building in which
all these mad brokers were for the moment confined.”13 A sharp downturn in
the market was inevitable after this announcement. “Western Union lost ten
points in ten minutes.”14 The prices of many of the more popular stocks in
New York fell as much as thirty and forty dollars a share. The firm of Howe
and Macy had to suspend. Henry Clews & Co. suspended after paying out
over $1.25 million in cash to its clients. Numerous other brokers failed. J.P.
Morgan described the ensuing panic as a “cyclone, which came upon us without an hour’s warning.”15
The stock market panic was aggravated by the filing of a petition in bankruptcy against George B. Grinnell and Co. Horace Clark, a speculator, had
been a special partner in that firm. Runs occurred on the Fourth National
Bank, and the Gold Exchange Bank could not effect its clearances. The National Trust Company had to suspend. The First National Bank of Washington
failed, as did the National Bank of the Commonwealth in New York. The
National Gold & Trust Co. in San Francisco suspended. It was one of the so-
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called gold banks operating in California which issued “gold notes” that were
supposedly backed by gold. After the failure of the National Gold & Trust
Co., these notes became distrusted in California. The panic was particularly
hard on the savings banks. Over 100 failed. Some savings banks fended off
runs on their deposits by requiring thirty to sixty days’ notice before paying
out any large amounts. Another victim of the Panic of 1873 crash was the
Carolina Life Insurance Company. Its president, the former Confederate president, Jefferson Davis, lost his life savings in the insolvency of that firm. The
E.W. Clark & Co. firm that had been Cooke’s original firm suspended. There
were others. “Five thousand commercial firms and fifty-seven Stock Exchange
firms were dragged down in Cooke’s maelstrom, a cataclysmic experience
for a generation of Americans.”16 The panic caused a suspension of cash payments in New York for forty days. A run on the Fidelity Trust Company in
Philadelphia was stopped by handing over $1 million in cash to depositors.
This institution had been linked with Jay Cooke & Co. Twelve other firms
were forced to suspend in Philadelphia. The firms that failed were holding
large amounts of railroad stocks. Fifty-five railroads went into default on
their loans. More than half of the banks in Pittsburgh failed, but the Mellon
Bank remained open. Judge Thomas Mellon, the Pittsburgh banker, noted
that, as a result of the Panic of 1873, “[m]oney immediately disappeared from
circulation and values of all kinds subsided rapidly. Credit was gone, payment in money imperative but no money for the purpose.”17 Immediately
after Cooke’s failure, the New York Times asserted that the Secretary of the
Treasury could restore liquidity to the market by drawing upon the $44 million in reserves set aside for outstanding legal tender obligations of the government. Although the secretary indicated that he would not be making any
immediate drafts upon those reserves, the government did purchase some
$12 million in bonds with excess reserves in order to supply specie to the
market. These were purchases of 5–20 bonds at par in gold. The government
eventually expended some $25 million. President Grant authorized the Treasury to place $26 million in retired greenbacks in circulation in order to increase the money supply, but the government’s efforts had little effect. The
New York Clearing House Association authorized clearinghouse certificates,
a favorite remedy during the Civil War in times of money stringency. The
clearinghouse issued $20 million in certificates within a few days after the
panic started, but this too failed to stabilize the situation.
The NYSE had to close its doors on September 20, 1873, because its settlement system had broken down. The exchange had relied on certified checks
for settlement instead of cash. These checks turned out to be less than reliable, once the banks began suspending payments. This was apparently the
first suspension by the NYSE because of financial reverses in the market. It
did not reopen for ten days. The Union Trust in New York closed after Jay
Cooke suspended. Its difficulties were due to the speculations of Cornelius
Vanderbilt’s son-in-law, who had taken bonds of the bank, hypothecated them,
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and used the proceeds for his own speculations. Horace Clark, the speculator,
and his broker had been using the Union Trust Company as a source of funds
for their speculations, and there was fraud on the company by a minor bank
official. Vanderbilt offered to put up $10 million to save the Union Trust
Company, if President Grant would authorize the Treasury to unfreeze an
additional $30 million of gold held by the Treasury so that the panic could be
curbed. President Grant refused, and the Union Trust failed. Cornelius
Vanderbilt would later pay for his son-in-law’s debts, and rumors were circulated by Cornelius Vanderbilt’s brokers that the Commodore was buying stock
during the panic. Vanderbilt refused to rescue the brokerage firm of Barton
and Allen even though the partners in this firm were his nephew and a grandson. The Commodore was of the view that they had speculated too heavily.
Money Market Concerns
A prime culprit in the Panic of 1873 was the call money market. As noted, call
money was attracted to New York because the New York banks would pay
interest on such deposits. The banks in turn lent the money at higher rates to
the stockbrokers and their customers for speculation. Some $60 million in
call loans were outstanding when the crash came. These loans were called as
market prices dropped, which placed even more selling pressure on the market. One firm of brokers rendered insolvent by the panic was in debt by $15
million. The firm had borrowed on stock held for speculation. Critics later
noted that a large commercial firm could not borrow $24,000 for its financially sound business before the panic, while this broker had been loaned $15
million for his speculations. After the Panic of 1873, the Secretary of the
Treasury urged the banks to stop interest payments on deposits and to limit
collateral loans to 10 percent of their capital. President Grant sought legislation that would have prohibited the payment of interest on deposits. The president asserted that injurious speculation and gambling had occurred because
money was accumulating in New York as a result of paying interest on deposits. “Banks paying interest on deposits cannot afford to hold the money idle;
hence gambling in fancy stocks, millions of which, as an investment, would
not support a family even in the most economical manner; the building of
railroads that are not wanted, and which cannot for years pay running expenses, etc.”18 Congress responded by adopting legislation that prohibited
interest payments on balances held as bank reserves. In addition, three-fourths
of bank reserves were required to be kept in cash. Grant then, inexplicably,
vetoed the legislation.
As always, there were those who could profit from adversity. Jay Gould
was said to be a big buyer during the Panic of 1873, apparently picking up
bargains. J.P. Morgan made a profit of $1 million during 1873, despite the
panic. Even Jay Cooke survived the debacle. He later invested in the Horn
Silver Mine in Utah and teamed up with Jay Gould and Sidney Dillon to
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extend a railroad line to the mine. This effort was eventually successful, and
Cooke was able to sell his interest in the mine for $1 million. Others were not
so lucky. The Panic of 1873 was followed by a depression that lasted from
1873 to 1879, the longest depression in the nation’s history to that point. This
period was called the “Great Depression” until that title was superseded by a
future depression. Wages dropped 25 percent in the depression that followed
the Panic of 1873. The price of oil fell to forty-eight cents a barrel, which was
less than what it cost to haul water.
Between 1873 and 1877, there were almost 30,000 failures of business
firms. In 1878, 10,000 companies failed. The Northern Pacific Railway was
not completed until 1883. Several insurance companies failed, causing a large
decline in the amount of outstanding insurance. As a result, New York required insurance companies it was regulating to report on their unearned premium liabilities. A safety fund law was adopted in New York that sought to
protect policyholders in the event of the failure of their insurer. The hardships
engendered by the depression that followed the Panic of 1873 had other effects. That event resulted in a cry for monetary expansion and gave rise to the
populist movement, which would dominate political debate in America until
the end of the century.
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2 The Panic of 1884

A “farmers’ movement” was attacking the railroads for high shipping charges
and low commodity prices. Concern with such criticism, and the lingering
effects of the Panic of 1873, were undercutting confidence in railroad bonds
as an investment. Some investor interest was restored in 1880 after the Chicago, Rock Island and Pacific Company paid a “scrip” dividend of 100 percent, as well as its regular cash dividend of 7 percent. In that same year, the
Louisville & Nashville Railroad paid a 60 percent dividend. Following those
events, an “orgy of speculation in rail securities raged” that was “induced by
the return of prosperity after the six years of dark depression following the
Panic of 1873.”19 The recovery of the economy allowed the railroads to resume their expansion. Over 20,000 miles of railroad were built between 1880
and 1882, but not all of those lines were needed. The Nickel Plate Railroad,
for example, was constructed to follow the route of the Lakeshore Railroad.
Such parallel lines were referred to as “blackmail” railroads because they
were constructed for the purpose of forcing the original railroad to buy the
newcomer in order to avoid destructive competition. Overbuilding of other
lines was causing financial problems. Sixty-five railroads were closed in 1879
by their mortgage holders. By 1880, 20 percent of the railroad mileage in
America was owned by bankrupt railroads. Foreign investors were particularly hard hit by these bankruptcies.
Speculation and Syndicates
Speculation continued. The New York Times charged in 1877 that “corporate
property in our country to-day is at all times in danger of being treated by its
managers . . . as an instrument of speculation, which in essence and purpose is
nothing else than gambling.” The Times proposed that directors of corporations be subjected to some “effectual and independent inspection, calculated
to make . . . ‘doctoring’ of accounts practically impossible” and that “gambling in the stocks of their own corporations—by which we mean that form of
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betting on changes in the value of stock involved in dealing on ‘margins’—
ought to be, if not illegal, at least a practical disqualification for Directors’
positions.”20 That plea would go unheeded for another half century. Rumors
were often circulated that caused sharp price changes in stock values. Speculators would sell the stock short before spreading the rumor and would buy
the stock back at a bargain before the rumor was determined to be unfounded.
One such scheme was under way in April of 1877 in the stock of the Chicago,
Rock Island Railroad. A false rumor was circulated that the company had
been hypothecating 40,000 shares of stock held in its treasury. This raised
concern with the integrity of the stock and drove its price down, resulting in a
loss of $1 million in value. Stock price manipulations took other forms. One
spectacular manipulation occurred in September of 1881 when the stock of
the Hannibal & St. Joseph Railroad was pushed up to $350.
Daniel Drew, Jay Gould, and other predators continued their raids on the
securities markets. Henry Villard joined their ranks after completing a financial coup in the shipping business. He had obtained a four-month option for
$100,000 on several steamships. Villard incorporated the Oregon Railway
and Navigation Company and used the option as its principal asset. Villard
then convinced the Farmers Loan and Trust Company of New York to execute
a mortgage against the properties that were under option. The proceeds of the
mortgage were used to exercise the option and to purchase the steamships,
which were later valued at $10 million. Villard pushed up the price of the
Oregon Railway and Navigation Company by giving a “bonus” to some Wall
Street traders. In order to block the Northern Pacific from entering the area
where the Oregon Railway and Navigation Company was operating, Villard
used a blind pool to buy a controlling interest in the Northern Pacific Railroad. He obtained $20 million from a group of wealthy investors without
disclosing what he was going to do with the funds. Villard then engaged in a
battle over the Northern Pacific with Drexel, Morgan & Co. and Charles
Woerish, who made several millions of dollars by selling the Northern Pacific Railroad short while Villard was seeking to increase its price. Villard
persevered and was able to obtain control of the Northern Pacific. That railroad line was completed in 1883, but it was deeply mired in debt.
In 1880, Drexel, Morgan & Co. and others formed a large syndicate that
underwrote $40 million of 6 percent gold, general mortgage bonds for the
Northern Pacific railroad. This was the largest railroad bond issue in history
to that date. The syndicate received a 10 percent commission. J.P. Morgan
formed another syndicate to sell 250,000 shares of New York Central stock
for William H. Vanderbilt. The syndicate included August Belmont & Co.,
Morton, Bliss & Co., and Jay Gould. The shares were purchased at $120 and
sold for $130 in London, with little effect on the market. Morgan was able to
turn a profit of $3 million in this transaction. Morton, Bliss & Co. was heavily
involved in railroad financing in the 1870s. Its clients included the Illinois
Central. Morton, Bliss engaged in transatlantic private banking in order to
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take advantage of the fact that Europe continued to be a significant source for
American finance. Foreign holdings in American securities increased by over
$100 million in 1876. By 1877, United States bonds were being traded on
every exchange in Europe. United States railroad securities were even listed
on the London Exchange, and several firms in London specialized in American securities. In 1875, a £550,000 offering of New York real estate first mortgage bonds was made in London by English investment banking firms. This
scheme was viewed as novel at the time, and it proved a failure because the
London public was unable to understand it. Other efforts to sell mortgages
abroad continued. The United States Mortgage Company was operating in
Paris in 1879.
Reconstruction Finance
The Civil War ended slavery in its traditional form. But freedom was a relative thing. Sharecropping was used as a substitute for slavery. Sharecroppers
did not own the land, but they gave the landlord a lien on their crop in return
for a “furnish,” which was a credit for seed, tools, food, and clothing at stores
that were often owned by the landlord. This became another method of slavery for black rural families and grew to include white farmers as well. Reconstruction witnessed other financial setbacks. The credit of individual
American states remained questionable. Minnesota and Michigan were having difficulties with their debts. The carpetbag governments in the South that
followed the Civil War borrowed over $150 million, bankrupting several states.
The funds from those loans were often misused and, in many cases, looted. In
North Carolina, special tax bonds had been sold in a “reckless and gambling
manner, and some of them at prices from ten to thirty cents.”21 In several
instances, government bonds were issued to support railroads whose officers
squandered or stole the funds. After racking up those huge debts, the Reconstruction governments were ousted from their positions by the electorate and
otherwise. Repudiation of Reconstruction debts then followed. Henry Clews,
a well-known Wall Street financier, was among those experiencing losses
after Georgia repudiated its debts. North Carolina disavowed $26 million of
its $30 million in outstanding debt in 1870. Several other states repudiated
large amounts of their debt during this period, including Alabama, Florida,
Virginia, Mississippi, South Carolina, Louisiana, Tennessee and Arkansas.
Those repudiations led to a loss of confidence in municipal and state finance
and resulted in state laws and constitutional amendments to restrict local governmental borrowings.
Credit Agencies
Dun, Boyd & Co. was using some 10,000 correspondents to conduct credit
examinations of businesses. Dun would become even bigger in the next cen-
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tury after it combined with the Bradstreet Agency, its principal competitor, to
form Dun & Bradstreet. Dun’s correspondents had included some rather prominent people, such as U.S. Grant, William B. McKinley, Grover Cleveland,
and Abraham Lincoln. Credit assessments were sometimes not completely
accurate. It was reported in 1863 that John Rockefeller was “not much of a
businessman.”22 Henry Varnum Poor was another participant in the growing
financial information services industry. Editor of the American Railroad Journal from 1849 to 1863, Poor published the History of the Railroads and the
Canals of the United States, which became Poor’s Manual. Published annually, it was used to determine the value of railroad company shares. He began
publishing Poor’s Handbook of Investment Securities in 1890.
Stock Tickers and Transfers
On September 4, 1882, Thomas Edison electrified four city blocks in the Wall
Street district. The center of this lighting ceremony was the offices of J.P.
Morgan & Co. The first home to be electrified in New York was also that of
J.P. Morgan. He had his own generator. Over 1,000 stock tickers were operating in New York by 1882. The Commercial Telegram Company was then
created to expand their use. By 1886, it had hundreds of tickers operating in
several major cities.
Brokerage firms were loaning securities to allow third parties to deliver on
short selling requirements by others. Where securities were loaned, the borrowing broker gave the lending broker a cash deposit equal to the current
market value of the securities. Stock transfers were receiving increased attention. Each company listed for trading on the NYSE was required to appoint a
“registrar,” who had the duty of assuring that there was no issuance of stock
beyond the amount legally authorized by the corporation. A “transfer agent”
was required to transfer and issue new certificates when shares were bought
and sold. The transfer agent sent the new and old certificates, and any supporting documentation, to the registrar. The registrar signed the new certificate and canceled the old one.
Unfortunately, the stock transfer process did not always stop fraud. Robert
Schuyler, the transfer agent for the New York and New Haven Railroad, issued a large number of unauthorized certificates in 1884 to his own brokerage
firm that were then fraudulently sold to innocent investors. Alexander Kyle,
the corporate secretary for the Harlem Railroad, issued unauthorized stock in
the amount of some $300,000. The NYSE required stock certificates of companies listed for trading to be decoratively engraved in two colors in order to
discourage counterfeiting. Common themes on security certificates were engravings of the issuing companies’ products along with depictions of Indians
and voluptuous women in various stages of undress. The American Bank Note
Company had procured a virtual monopoly on this engraving. The New York
Bank Note Company sought to break this stranglehold. It was frustrated by
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the fact that the American Bank Note Company was closely connected with
the NYSE and the banking houses that controlled the larger securities issues.
The Telephone Arrives
The telephone appeared on the NYSE floor by 1879, only a few years after its
invention. Within a year, most brokers had telephones linked to the trading
floor. The electric annunciator board was installed on the NYSE in 1881. It
was a form of pager that allowed exchange members to be located without
having to shout their names on the floor. Brokers were expected to report to
their telephones when their numbers were displayed on the annunciator board.
The NYSE increased its membership to 1,100 in 1879 in order to obtain funds
to expand its building. Annual trading volume on the NYSE in 1881 was over
100 million shares. Speculative opportunities beyond railroad securities and
oil certificates were appearing. James R. Keene was speculating heavily in
mining shares and made millions in profits during 1879 and 1880. He and Jay
Gould made a profit of over $1 million in Western Union stock. R.M. Smythe
& Co. was formed in 1880 to specialize in obsolete securities, profiting on
defaulted debts of foreign governments and on bonds and other securities
thought to be worthless, but which actually had some value. Florida land
speculation was becoming popular. Henry Flagler, a Standard Oil executive
and a coinvestor with John D. Rockefeller, was a leading real estate developer in that state. Flagler would later marry Mary Lily Kenan, after he had his
first wife declared insane and had special legislation passed in Florida so that
he could divorce her. His second marriage led to the funding of one of the
nation’s leading business schools, the Kenan-Flagler Business School at the
University of North Carolina.
The Panic of 1884
The stock market became unstable in 1884 after a receiver was appointed for
the New York & New England Railroad and for the North River Construction
Company. The Oregon & Transcontinental Company was having difficulties.
A series of price breaks on the NYSE caused the failure of a number of speculators, which led to a heavy liquidation of securities and the “embarrassment
of several over-capitalized railway companies.”23 The failure of James Keene,
a well-known speculator, caused more concerns, and foreign orders to sell
securities caused a brokerage firm to fail. Then, within little more than a
week, several frauds of unprecedented proportions were uncovered. The most
astonishing of these events occurred at Grant and Ward, a firm in which U.S.
Grant, the former president, was a partner. It was said by the Nation that the
failure of Grant and Ward was “the most colossal that ever took place among
merely private firms in the United States and one of the most disgraceful.”24
A part of the problem at Grant & Ward arose from the hypothecation of secu-
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rities, which involves the pledging of customer securities by a brokerage firm
as collateral for a loan. Ferdinand Ward of Grant & Ward had taken the hypothecation process a few steps further by obtaining several loans on the same
securities. This was considered improper, if not highly illegal.
Ward was running another confidence game in which he would invest a
sum for a client and then return to him a much larger amount. This induced
the client to invest even more funds. Ward was paying investors some 20
percent and more a year to attract their investments. In fact, Ward had “simply borrowed from Peter to pay Paul”—that is, he kept borrowing money at a
high rate of interest “to pay debts previously contracted.”25 One investor,
Captain E. Sticer Jr. loaned Ward $50,000 after Ward promised the captain a
profit of $5,000 in a period of about three months. Ward had obtained loans
from other investors by claiming that he controlled certain lucrative government contracts. Ward was actually placing funds meant for the firm in his
own account. A $150,000 loan to General Grant from William H. Vanderbilt
was another illegal addition to Ferdinand Ward’s personal account.
Ward was sent to Sing Sing prison for over six years for his frauds. Expresident U.S. Grant was not involved in Ward’s fraud, but the general had
stated in a letter in 1882 that he thought investments with Grant & Ward were
safe. “And I am willing that Mr. Ward should derive what profit he can for the
firm that the use of my name and influence may bring.”26 Grant had been
admitted to the firm of Grant & Ward with a $50,000 capital contribution. He
was to be given one-seventh of the profits. In the end, Grant lost some $500,000
as a result of the failure of Grant & Ward and had to surrender his sword to his
creditors, a feat that even the South’s best generals could not accomplish.
This sad state of affairs arose because Grant had pledged his war souvenirs to
Vanderbilt as collateral for the money that he had borrowed to support Grant
& Ward and the Marine National Bank. Grant insisted that Vanderbilt take all
those possessions. Vanderbilt did so but arranged for the souvenirs to be sent
to the Smithsonian. Grant sought to recover financially from the failure of
Grant & Ward by publishing his memoirs. In a race with death, General Grant
finished that work only shortly before he succumbed to throat cancer.
Fifteen NYSE member suspensions followed the Grant & Ward failure.
The Marine Bank failed after it improperly certified a check for Grant &
Ward. Several others had to suspend, including the Atlantic State Bank in
Brooklyn, Hotchkiss & Burnham, Hatche & Foote, Nelson Robinson & Co.,
Donnell, Lawson & Simpson, Goffe & Randle, J.C. Williams, C.K. Garrison,
and M. Morgan’s Sons. The Newark Savings Bank suspended after the failure
of Fisk & Hatch. Apparently, Fisk & Hatch had taken $1 million of the bank’s
securities and substituted them for securities worth considerably less in value.
The bank had had prior problems in 1877 when it bought $2 million in Chesapeake and Ohio Railroad bonds that declined sharply in value. O.M. Bogart
& Co. suspended. The firm dealt in commercial paper for dry goods firms and
had almost a monopoly on that business. In addition, it was a large dealer in
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importers’ acceptances. The Bogart firm’s problems were due to its speculations in stocks. John C. Eno, the president of the Second National Bank, was
discovered to have taken $3 million in securities from the vaults of that bank.
Shortly after the Eno debacle was revealed, the Metropolitan Bank suspended.
George I. Seney was the man behind its downfall. Seney had made his fortune
in railroad securities. He watered their stock, puffed their value, and used
wash sales to push the value of the stock upward. He used the Metropolitan
Bank and the Brooklyn Bank, which he controlled, to fund his railroad speculations, which lost heavily in the Panic of 1884. An insurance company that
had loaned money to Seney, and which took Metropolitan Bank stock as collateral, was rendered insolvent.
Bank Runs
These tremors set off an earthquake of financial problems. Bank depositors
panicked and began “runs” on their bank deposits. In such runs, the depositors were all demanding their money at once. Since most deposits were out on
loan, the banks did not have sufficient funds on hand to meet depositor demands. The banks had to call in their broker loans to obtain cash. This only
exacerbated the situation because the brokers had to sell stocks, which pushed
prices even lower. Many banks simply could not meet their depositors’ demands and either suspended or failed. Some 11,000 bank failures followed
the Panic of 1884, accompanied by the demise of a large number of brokerage
firms. The New York Clearing House Association issued clearing certificates
to provide liquidity to the banks as currency demands from depositors increased. Some New York banks converted large blocks of securities into legal
tender notes in order to have cash to meet runs by depositors on the banks’
reserves. Over $3 million in bills with denominations of five to fifty dollars
were obtained from the government for that purpose. The Second National
Bank of New York was among those that had to face a run by depositors.
Speculators Suffer
Prices on the oil exchanges fluctuated violently during the Panic of 1884.
Options, which were a popular instrument for enticing public investors into
the market, proved to be a source of losses during the panic. Russell Sage, the
“King of Puts and Calls,” lost several million dollars. Sage, a former congressman and cohort of Jay Gould in various raids, had developed “conversions” and “reverse conversions” that were based on relationships between
the price of a stock, its option price, and interest rates. This allowed a methodology for pricing options. Despite his sagacity, Sage sold a large number of
puts in a declining market in 1884. He was soon hit with exercise notices for
the puts that he had written. Rumors were circulating that Sage had suspended
payments, but he stated to the crowd gathered before his office that he was
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only requiring the holders of privileges to give twenty-four hours’ notice of
their intention to put stock as required under the terms of the option contracts.
Sage then took the stocks put to him at a “glacial pace” until closing time
could let him shut his doors.27 Through such stratagems, Sage managed to
survive.28 Sage had other problems. He was badly injured when an anarchist
blew himself up in Sage’s office after Sage’s refusal of the anarchist’s demand for $1 million.
Call Money
The call money market was blamed for exacerbating the panic. The New
York Clearing House passed resolutions that prohibited the paying of interest
on deposits in 1884, as it had done in 1853 and 1873. A resolution was entered
in Congress on May 15, 1884, that would have prohibited any bank officer
from engaging in personal speculations in securities or commodities traded
on margin. It was not enacted into law, and the government otherwise was
unwilling to intervene. A Treasury official stated that “the law does not provide for any interference by the Government in such financial disturbances.”29
Losses continued. In January of 1885, Henry Smith failed, which in turn caused
the failure of his brokerage firm, William Heath & Co. In 1886, over 100
railroads were placed in receivership. Oddly, British investors continued to
buy American securities after the Panic of 1884. “All accounts show that
millions of English money are being thrown into American stocks.”30 Soon
after the panic of 1884, the New York Times reported that English bankers
were “cabling to New York offering to ship gold on the security of Government bonds.”31 That interest continued for some time. In 1889, however, the
Wall Street Journal reported that bear traders were sending orders to London
in the morning in order to depress opening prices on the American exchanges.32
Trading Activities
The game of “Bulls and Bears” was invented in the 1880s to allow stock
market machinations to be enjoyed vicariously. Over 100 years later, Arthur
Liman, a prominent New York attorney, paid $30,000 for an original of that
game. The price was later reduced when it was discovered that the game he
purchased was not the only remaining copy. For those who wanted to speculate with real money, unlisted stocks were available for trading on the NYSE.
These were speculative securities that were traded in a separate department.
Unlisted stocks were viewed as speculative because they did not meet the
requirements for listed stocks. In November of 1886, there was a great deal of
speculative activity in low-priced stocks that were not paying dividends. These
were early penny stocks. Low-priced bonds were another object of speculation. A railroad company sold shareholders a new issue of 6 percent thirtyyear bonds at twenty cents on the dollar.
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New Orleans created a stock exchange in 1875. The Washington Exchange,
in the District of Columbia, was created in 1881. The Chicago Mining Board
was trading mining stocks and municipal bonds in 1879. The Chicago Stock
Exchange was formally organized in 1882. The Cincinnati Stock Exchange
was organized in 1885. An earlier exchange had operated in that city in the
1850s, but stopped trading during the Civil War. Other exchanges were on the
scene, including the San Francisco Stock Exchange. On December 15, 1886,
volume on the NYSE was over 1.1 million shares. This was the first day that
volume exceeded one million shares. That success did not carry over to other
exchanges. Business on the Chicago Stock Exchange was so bad in 1887 that
the Western Union removed its telegraph from the floor.
The Congress sitting in 1888 became known as the “Billion Dollar Congress” because it was the first to spend a billion dollars in peacetime. There
was money to spend. The national wealth of the United States in 1890 exceeded that of Great Britain and of Germany and Russia combined. Even so,
a brief depression had occurred in 1888. Some confidence was restored by
1890, when $10 billion was invested in the railroads. At that time, there were
over 4,000 private banking firms in the United States. Brokerage firms in the
financial district in New York included Clews & Co., H.P. Goldschmidt &
Co., Post & Flagg, DeNeufville & Co., I. & S. Wormser, Hallgarten & Co.,
J.B. Colgate & Co., A.M. Kidder & Co., Harriman & Co., Dominick &
Dickerman, and R.P. Flower.
A nationwide war broke out between the express companies and the railroads in the 1880s. The railroads wanted to take over the business. The express companies prevailed in this competition, but they received a setback in
1886 when the Supreme Court held in the Express Cases that the railroads
were not required to carry the business of the express companies. The American Express Company began issuing its own money orders in 1882. This
allowed it to compete with the postal money orders. Four years later, American Express arranged with Kidder, Peabody & Co. and Baring Brothers in
London to pay American Express Company money orders in Europe. These
money orders could be redeemed at almost forty locations in ten countries.
This business rapidly expanded as immigrants to America sent funds home.
Brown Brothers
Brown Brothers continued its international financial activities. By the 1860s,
“the Browns and their chain of allied firms annually bought and sold approximately 16% of the foreign bills of exchange drawn in the United States.”33
Brown Brothers’ volume of transactions was reaching $90 million in 1867.
Brown Brothers and other firms were contracting for exchange to be delivered at future dates. This was essentially a futures market for currency in
which shippers sought to avoid risks from fluctuations in currency prices.
Brown Brothers created the letter of credit, a ready means of credit for for-
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eign travelers after the Civil War. These circular letters of credit allowed travelers to have a stated amount of credit that could be drawn upon in foreign
cities. The foreign banks deducted the amount provided to the customer and
noted the deduction on the back of the letter of credit. Brown Brothers had a
worldwide network of banks that would accept these letters of credit. In fact,
most banks would accept them even if they were not listed on the letter of
credit given to the travelers. Fraudulent letters of credit were soon a problem.
Counterfeit rings operating in Europe forged the circular letters of credit used
by tourists.
Traveler’s Checks
Around 1890, J.C. Fargo traveled to Europe. By then, travelers were largely
dependent on letters of credit in order to obtain funds abroad. Those letters
required delays to obtain payment and were limited to only a few banks in
larger cities. Impatient with these restrictions, Fargo sought a more convenient method to carry and obtain funds abroad. This resulted in the creation of
the American Express traveler’s check in 1890. The American Express
traveler’s check required a double signature to assure authenticity: the first
signature was written at the time the check was purchased and the second
when the check was cashed, allowing a verification of the signature. The checks
were issued in small amounts, which allowed tourists to avoid rechanging
large amounts of money when they left a country. The exchange value of
European countries were printed on the checks, and American Express guaranteed that the checks would be convertible at those rates. The American
Express Company agreed to assume responsibility for any fraudulent or forged
checks so that European merchants would not be afraid to accept the checks.
The American Express Company also agreed to reimburse customers if they
lost their checks.
The Rothschild Investment Banking Firm
The two preeminent international investment banking firms in the 1880s
were Baring Brothers and the House of Rothschild, which became a family dynasty. In 1823, the poet Lord Byron named the Rothschild and Baring firms as “the true Lords of Europe.”34 The Rothschild firm, which
began in Frankfurt, Germany, discounted bills, changed money and
checked coins for counterfeit. The Rothschild fortune had started with
the management of payments made to William IX in Germany by George
III of England for the Hessians that were sent to fight the Americans during the Revolutionary War. William’s price for a Hessian mercenary was
about seventy-six gulden, which was then about seven British pounds. An
additional charge was made of twenty-five gulden for each Hessian
wounded and seventy-six gulden for each one killed. These payments were
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made in non-interest-bearing bills of exchange payable to William’s account at the London bank of Van Notten & Sons. Those bills were then
sold by William to brokers in Germany. The Rothschilds began dealing
with William after the Revolution, and that arrangement became the basis for the Rothschilds’ private banking business.
Nathan Mayer Rothschild supplied the Duke of Wellington with gold
coins valued at £42.5 million while the duke was in Spain fighting the
French. Legend has it that Rothschild made a speculative killing from
Wellington’s victory at Waterloo. Rothschild was said to have been present
at the field of battle, although there is some debate on that fact. Supposedly, as soon as the issue was decided, Rothschild made fast for England.
Braving a rough passage to Dover, he beat the news of the victory and
was able to spread the rumor that a defeat of Wellington was in progress.
In the meantime, he sold short until the market had dropped to the bottom. He then began buying government consols in advance of the news of
the actual victory. More recent scholarship suggests that any such profits
were small, and that the Rothschilds’ finances were actually endangered
by Wellington’s defeat of Napoleon. The Rothschilds had been supplying
a large part of the financing for the British campaign in France, and victory would cut off that business. It was only after the battle that Nathan
Rothschild embarked on a massive speculation in British consols that
reaped enormous profits. This included purchases of £650,000 of British
stocks in 1816. The Rothschilds made profits of more than £250,000 from
their bond operations by the time they finally sold out in December of
1817. Nathan Rothschild certainly did know the value of information in
investment dealings. He used courier pigeons to obtain advance information from Frankfurt and other European cities. Ironically, a carrier pigeon
bringing the news of Nathan Rothschild’s death to England was shot by a
young hunter.
The Rothschilds’ operations in the United States were small. They were
hurt by the Panic of 1837 and in their dealings with the second Bank of
the United States after its charter was revoked. They were further burned
by the default of the states on notes they had sold in Europe before the
Civil War. The Rothschilds had appointed August Belmont as their agent
in New York. He was a somewhat independent agent, and the Rothschilds
were concerned about his operations. Those problems discouraged the
Rothschilds from committing themselves heavily in the United States. It
did not affect their role as bankers to the European governments.
Baring Brothers
Baring Brothers was a principal financial go-between for Europe and
America and also engaged in business in Russia, Italy, Argentina, and
Uruguay. The Duc de Richelieu in France stated that after Napoleon’s
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defeat, the six great powers in Europe were Great Britain, France, Russia,
Austria, Prussia, and Baring Brothers. That perception received a dent in
1890 when Baring Brothers nearly went bankrupt after the British government refunded its consols in 1889 and reduced its interest rate. Consols
had been created in 1751 and represented the consolidation into “perpetuities” of some £17 million in various English government bond issues. The
consols paid 3 percent, but that rate was reduced to 2.75 percent in the 1889
refunding and to 2.5 percent in 1900. This caused English investors to seek
the higher returns that were being paid by foreign securities. Baring filled that
need in 1890 by selling English investors large amounts of securities from
Argentina. Unfortunately, a wheat crop failure and a political revolution resulted in a financial panic in Buenos Aires that caused Baring Brothers to
default on some £21 million of its liabilities. Baring’s principal difficulties in
Argentina arose out of an underwriting for the Buenos Aires Water Supply
and Drainage Company, which resulted in the so-called Baring Panic of 1890.
The Bank of England formed a syndicate that rescued Baring Brothers through
a guarantee of its liabilities. The Bank of England assumed obligations of the
Baring Brothers valued at some £7 million by borrowing £4.5 million in gold
from the Bank of France and the Imperial Bank of Russia. The Baring Brothers
name was saved, but the old Baring partnership had to be liquidated, and the
firm was reorganized. The rescue effort by the Bank of England in this crisis
would set a precedent for central banks in future crises, but Baring Brothers
would not receive such benefits again when it faced its next crisis in extremis.
Many British investors suffered large losses on their Argentina securities.
The Baring Panic had reverberations in America, where the money market
experienced problems as a result. The New York Clearing House Association
issued loan certificates totaling over $15 million in order to support the market. Call rates on loans in New York rose to over 180 percent. A loan of $10,000
cost the borrower $50 each day. Eighteen NYSE members failed, including
C.M. Whitney & Co. and Decker, Howell & Co. A near victim of the Baring
Panic was the Westinghouse Electric and Manufacturing Company. It was
saved by August Belmont, the Rothschilds’ representative in America. The
Belmont firm formed a syndicate and recapitalized Westinghouse through an
exchange of debt for equity.
Fixed Income Instruments
The Daily Bond Buyer was founded in 1891 by William Shanks. It would
become a prime source for information on municipal bonds. Repurchase
(“repo”) agreements, which would dominate money markets in the 1980s,
made their appearance before the turn of the century. In 1891, the Supreme
Court ruled in a case involving such a transaction. There, an individual had
sold some bonds issued by Logan County, Kentucky, to aid the building of the
Owensboro & Russelville Railroad. The bank that purchased the bonds agreed
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to resell them to the individual at the same price at which they were purchased. The bank, which was a national bank, subsequently refused to allow
the repurchase. The bank claimed that the plaintiff and the bank’s trustees had
been engaged in a scheme to depress the price of the bonds. The bank claimed
that the transaction was a “mere gambling transaction, a mere dealing in and
dependent upon the decreasing value of the bonds, and unauthorized by the
defendant’s charter or by law.”35 The Supreme Court held that the bank was
obligated to return the bonds.
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3 Commodity Markets and Bucket Shops

Gold trading volume dropped rapidly after the collapse of Jay Gould’s attempted corner in 1869. This did not stop him from making another run on
the gold market in September of 1873, but that effort failed. In 1877, the
NYSE leased the Gold Room, and its business was continued as the Gold
Department of the exchange. That department was closed in 1879 when the
resumption of specie payments stopped price fluctuations between gold and
greenbacks, “and, God willing, let us hope it will never be in existence again.”36
Although gold did not resume futures trading until 1974, there was money to
be made by exporting that precious metal. In July of 1889, Lazard Frères
purchased $1 million in gold for export. A few years later, a New York coffee
importing firm presented $1 million in legal tender at the Treasury for redemption in gold that was then shipped to London.
Chicago Traders
Chicago became a haven for commodity speculators after the Civil War. The
“wheat kings” in Chicago, like the robber barons in the securities markets,
manipulated grain prices upward and downward for their own gain. Benjamin
Hutchinson was one of the more famous of these market plungers. He had
been a shoe manufacturer in Massachusetts, but his firm failed in the panic of
1857. Hutchinson went to Chicago in 1859 and bought a membership on the
Chicago Board of Trade for five dollars. He pulled off one of the first big
corners in the wheat pit in 1866 and continued his activities until the 1880s.
Cornering the market soon became a popular pastime for other traders. By
1868, there was a corner a month in Chicago, with three corners in wheat, two
in corn, one in oats, and attempted corners in rye and pork. The Chicago
Board of Trade then prohibited corners, but this rule was widely ignored. In
1871, corners in wheat and oats were conducted. In the following year, there
was an attempted corner in wheat. The year 1874 witnessed another corner a
month. G.W. Adams cornered oats that year, and “King Jack Sturges” cor310
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nered the corn market. Sturges then started selling short and was himself
caught in a corner. Sturges was expelled from the Board of Trade when he
could not meet his obligations.
A squeeze in May wheat occurred in 1878. James Keene of New York
squeezed the December wheat contract. Keene had started as a speculator on
the San Francisco Stock and Exchange Board, where he was elected its president. Keene moved to New York in 1876 after making $5 million in the California market. Keene would lose heavily in other wheat manipulations and
eventually turned his attention to the stock market in New York. There Keene
became “the most renowned stock operator of his day.”37 Speculation in wheat
in 1879 forced prices up to a level that demoralized the market. Wheat prices
were pushed up thirty-three cents a bushel, and the export of wheat was halted
when prices became exorbitant. Foreign interests stepped in to supply the
wheat that the Americans farmers would have sold. The speculators were
again operating in Chicago in 1881. There was a corner nearly every month in
1881 in wheat, pork, rye, corn, oats, and barley. Several corners occurred in 1882
in wheat, corn, lard, and ribs. Peter McGeoch, a speculator in lard futures in
Chicago, was given the honorary title of “Lord of Lard.” In June of 1883, his
firm, McGeoch, Evringham & Co., failed as a result of its unsuccessful attempt to corner the lard market. Losses were some $6 million. Wheat reached
a historic low in 1884. In May of that year, Alexander Mitchell gave orders to
a commission house to buy all the wheat that could be obtained in the Dakotas and it ship to Milwaukee. It was estimated that this involved an investment of $1 million.
The wheat market was cornered more than once in 1887 and 1888. “Crazy”
Harper, or, more formally, E.L. Harper, a sewing machine salesman, failed in
his attempt to corner the wheat market in 1887. Harper had used a checkkiting scheme to carry out his plan, and he was sent to prison. Almost twenty
firms were ruined after Harper’s failure, which caused the “greatest panic in
wheat ever.”38 Harper’s failure brought down the Fidelity National Bank of
Cincinnati. The “Kershaw Failure” occurred in the same year. During this
affair, the price of wheat was manipulated upward, but the Chicago Board of
Trade added additional storage capacity that broke the corner. More corners
occurred in 1882, including corners in corn, lard and ribs, as well as four
corners in wheat. Benjamin Hutchinson conducted a famous corner in the
Chicago wheat market in 1888. He dominated the wheat market during that
year when a crop shortage developed. Hutchinson made millions of dollars in
that affair.
The Leiter Corner
Another notorious corner occurred in 1898, involving P.D. Armour and Joseph Leiter. Prices of wheat rose rapidly from Leiter’s buying. Leiter was
aided by William Jennings Bryan’s statement that increased wheat prices were
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due entirely to crop shortages and had nothing to do with the debate over
silver that was then a major political issue. Wheat prices rose to $1.09 in
December of 1898. This was a substantial increase since wheat had been selling for around seventy-three cents a bushel between 1883 and 1889. P.D.
Armour saw a profit opportunity from Leiter’s attempted corner. Armour was
a giant among speculators. He was reported to have cornered pork three times
in the 1880s and to have made millions of dollars in grain speculation. Armour
broke Leiter’s corner by chartering tugboats to break the ice on Lake Michigan so that wheat could be brought to Chicago. “That ice-breaking job became a front-page story throughout the nation.”39 The increase in wheat prices
“attracted an avalanche of wheat to Chicago.”40 “The Northwest scraped its
granaries, Russia ate rye and emptied its mill-bins of wheat, Argentina swept
the floor. . . . Armour kept steel-prowed tugs plowing up the ice at the end of
the Lakes, and by Lake and rail moved 6,000,000 bushels from Minnesota
and the Dakotas to Chicago in mid-winter.”41 Leiter was said to have lost as
much as $3 million when prices broke under this onslaught. He could not
meet his obligations and was suspended from the Chicago Board of Trade.
Short Sellers
Bear rings operated on the futures markets in much the same manner as those
on the stock markets. Edwin Pardridge and a “Chicago Bear Ring” engaged
in massive short sales that were said to have created a worldwide panic.
Pardridge was said to have made $500,000 on a single day of trading. Pardridge
was “without doubt the heaviest trader on the short side this world has ever
seen.” He often traded in millions of bushels. Commodity prices jumped after
Pardridge, the Great Bear, died in 1896. Other markets were cornered and
manipulated. An iron market manipulation occurred in 1879, during which
prices increased over 100 percent. The iron bubble collapsed a few months
later, and prices dropped almost 50 percent. In December of 1880, the firm of
B.G. Arnold & Co., the largest coffee importing house in New York, suspended its operations. The firm had tried to corner Java coffee, but failed
spectacularly. In 1887 and 1888, the coffee market was cornered more than
once. A $2 million corner of the cotton market was attempted by Edward
Russell Thomas.
These manipulations did not escape criticism. Mark Twain parodied corn
and sugar speculations in his novel The Gilded Age. An unflattering novel
about the futures market in Chicago, The Pit, by Frank Norris, was based on
the Leiter corner. The commodity markets became the targets of populist criticism when commodity prices were driven down by speculators. The sometimes rowdy nature of the traders engendered further concerns. In one incident,
the king of Hawaii, who was visiting the floor of the Chicago Board of Trade,
was greeted by the members’ rendition of a song called “King of the Cannibal
Islands.” The king quickly left. Despite its shortcomings, however, the Board
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of Trade was recognized as playing an important role in the American economy.
One court stated with respect to the Chicago Board of Trade that
[i]t has been said, and with much show of reason, that the floors of this exchange
hall stand in the gateway of commerce. . . . Four-fifths of the grain and provisions
produced in the States and territories of the Northwest are bought and sold in this
market, and the business there done is so vast in its proportions that it fixes the
market prices of grain, breadstuffs, and meats for the extensive territory that is tributary to Chicago, and seriously affects, and to a considerable extent controls, the
values of the necessaries of life throughout the United States and the civilized world.42

More Chicago Exchanges Are Formed
The Chicago Produce Exchange was founded in 1874 but became inactive in
1878. It was revived again in 1882, when time contracts were traded in eggs
on margin. The butter and egg dealers on the Chicago Produce Exchange later
formed their own Chicago Butter and Egg Board after a fight over whether
margarine should be allowed to be sold in Illinois as a substitute for butter. A
Butter and Feed Exchange was opened in 1873 in New York. The Chicago
Livestock Exchange was organized in Illinois in 1884 by commission merchants engaged in buying and selling livestock on commission to stockyards
near Chicago. One of its purposes was to set minimum rates of commission
for livestock sales. In 1889, some eleven million head of livestock were sold
through the Chicago stockyards. The New York Coffee Exchange was formed
in 1881 and incorporated the following year. It traded futures contracts. Volume on the New York Coffee Exchange would reach 25 million bags in 1904,
each weighing 132 pounds. The Butter and Cheese Exchange of New York
was opened in 1872. This exchange was principally a cash market for butter
and cheese in its early years. Its annual report even claimed in 1873 that
futures trading was hurting agriculture in New York. The Butter and Cheese
Exchange of New York changed its name in 1875 to the American Exchange of New York. Eggs were then added to the provisions it traded. In
1880, the exchange became the Butter, Cheese and Egg Exchange of New
York. In 1882, the name was changed again, to the New York Mercantile
Exchange. The New York Metal Exchange was also operating in New
York in the 1880s.
National Board of Trade
A National Board of Trade was organized after the Civil War to act as a chamber of commerce for the agricultural industry. It sought to develop uniform
commercial usages and to “secure the proper consideration of questions pertaining to the financial, commercial and industrial interests of the country at
large.”43 This organization was representing boards of trade in over thirty
cities by the 1880s. Most exchanges then had a “gratuity fund” to provide

314

THE PANICS

insurance for members. The gratuity fund of the New York Mercantile Exchange provided $7,000 in such insurance for its members in 1887.
Commodity Clearinghouses
By 1889, seats on the Chicago Board of Trade were selling for $10,000. The
exchange then had about 2,000 members. The Board of Trade had only a
crude clearing system for contracts executed on the floor. Settlement of contracts was accomplished initially by “ring settlement.” This was an informal
system in which trades were netted out among brokers who were both buying
and selling particular futures contracts. The Chicago Board of Trade later
used a clearinghouse as a “post office” for exchanging checks and handling
margin. Other clearinghouses, such as the one in Minneapolis, were separate
from the exchange and were used to keep trades and margin positions by
marking them to market daily. The Consolidated Stock and Petroleum Exchange of New York had a clearinghouse by 1886 for deliveries of oil for
pipeline certificates, but this was more of a clearing facility for stocks than
for futures. This clearinghouse handled all deliveries, and the American Loan
and Trust Company adjusted and cleared the mutual accounts of the members
of the exchange.
Oil Futures
The Pittsburgh Oil Exchange was organized in 1878. It established a clearinghouse in 1882. An oil pipeline from Pennsylvania to the East Coast was
completed in 1879. This fostered the growth of several more organized petroleum exchanges. Oil exchanges operating in Titusville and Oil City, Pennsylvania, allowed oil to be purchased on a “spot” or cash basis or on a deferred
delivery basis of ten days. Another alternative was a futures transaction that
could be used for speculation and could settle differences in prices. “Oil certificates” for future delivery were sold on exchanges in New York. The New
York Mining and Stock Board was formed in September of 1875. It was followed two years later by the New York Mining Stock Exchange and the Petroleum and Stock Board. By 1884, those exchanges had consolidated with
the National Petroleum Exchange and the Miscellaneous Securities Board to
become the Consolidated Stock and Petroleum Exchange. The petroleum exchanges in New York, Pittsburgh, and Oil City formed a Conference of Oil
Exchanges that adopted uniform business hours from 10 A.M. to 3 P.M.
Oil became “the favorite speculative commodity of the time” in the 1880s.44
John D. Rockefeller claimed in 1882 that oil prices were a dangerous speculation: “It is about as uncertain as railroad stocks.”45 Standard Oil was itself
stimulating the oil market in 1882 by issuing certificates against oil stored in
its pipelines. This led to the creation of the oil futures market. “After the
National Petroleum Exchange opened in Manhattan in late 1882, the specula-

COMMODITY MARKETS AND BUCKET SHOPS

315

tors far outweighed the trusts in importance in pegging prices.” Trading on
the oil exchanges was extremely heavy in 1884. The New York Times carried
quotations on oil being traded on the oil exchanges. It quoted petroleum “certificate” prices for “early delivery.”46 The consolidated exchanges traded more
than two million barrels of crude oil through pipeline certificates in 1884.
Some 27 million barrels were traded on the Oil City Exchange, 40 million
barrels on the New York Exchange, and 20 million barrels in Pittsburgh. A
new Pittsburgh Petroleum Exchange was opened in April of 1884, but volume on the Pittsburgh Oil Exchange declined in 1885. Stocks were then added
to its trading list. In 1886, the name of the stock exchange was changed to the
Pittsburgh Petroleum Stock and Metal Exchange. The Wall Street Journal
reported in 1889 that Pittsburgh oil brokers were “thoroughly sick of dealing
in futures, as it has knocked business out entirely.”47
Volume in petroleum certificates on the New York Consolidated Stock and
Petroleum Exchange in the 1890s at one point exceeded trading in railroad
stocks. Hundreds of thousands of barrels of oil were traded on the exchange
each day. By 1894, the Consolidated Stock and Petroleum Exchange had some
2,000 members. The oil exchanges lost their speculative and price-setting
roles in the following year. They were shut down by the Standard Oil Trust,
which told producers that it would no longer use the prices set on the exchanges for the price of oil. Standard Oil would quote its own prices.48 This
action was necessary because the existence of the Standard Oil Trust “depended on the ability of the company to fix oil prices for virtually the entire
industry.”49 Transactions on the oil exchanges then stopped as Standard Oil
took over control of the market and began setting its own prices.
Futures Trading on Margin
Speculation in other futures continued, facilitated by margin trading. In 1865,
the Chicago Board of Trade adopted a rule providing for margin of 10 percent
on futures contracts in 1865 as a means to assure performance. By 1877, the
Kansas City Board of Trade was allowing 10 percent margin on its contracts.
Because traders were required to post only a small percentage of the contract
price as margin, they were able to gain enormous leverage over large amounts
of commodities with only a small amount of investment capital. This greatly
enhanced their ability to make profits. Of course, leverage works both ways,
which meant that margin compounded losses. A distinction was drawn between stock and commodity margins. Stock margins were credit transactions
in which funds were borrowed with the stock being purchased as collateral.
Futures margins were simply good-faith deposits of money designed to assure performance on the contract. As in the stock market, however, a drop in
prices would cause demands for additional margin. Many speculators were
small and undercapitalized. A margin call would cause them to liquidate their
positions, placing further selling pressure on the market.
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Futures Marketing
The National League of Commission Merchants of the United States was
incorporated in Illinois in 1893. It was composed of about 380 commission
merchants and its purpose was to promote the best interests of shippers and
receivers. Branch leagues of this organization were formed in several cities.
Members used the league emblem on their stationery. Brokerage firms were
dealing in commodities, as well as stocks, as the twentieth century approached.
Watson & Gibson at 35 Broadway in New York advertised that stocks, grain,
and petroleum would be bought by the firm and sold on commission. Dominick
& Dickerman advised the public that it was executing orders in pipeline certificates and grain. Commodity prices for wheat, corn and oats were posted
on the boards in brokerage firm offices. Those prices were set through an
auction process in which the contracts were bid for openly in “pits” on the
exchanges. Interestingly, the stock markets, as exemplified by the NYSE, had
rejected such auctions as a desirable price-setting mechanism in 1792.
Privileges
The state of Illinois required grain to be inspected in warehouses by a railroad
and warehouse commission in 1871, after a Chicago Board of Trade grain
speculator improperly delivered a large cargo of grain that was mixed with
barley. It was supposed to contain only number two oats. Additional legislation was required to deal with other problems. Trading on the Chicago Board
of Trade (CBOT) sometimes involved “privileges.” These were simply option contracts in which the purchaser was given the option or “privilege” to
purchase or sell grain at an agreed-upon price. Privileges lasted only for a few
days and were soon viewed as gambling transactions because they encouraged speculation and required little capital commitment. The state of Illinois
banned options trading on the grounds that it was gambling. Option contracts
were then prohibited on the Chicago Board of Trade, but with little effect.
Privileges were to be found in the stock market. In 1877, privileges were
being sold in California by one individual at prices that ranged from one to
five dollars a share of the Consolidated Virginia, with the privilege to expire
in ninety days and at a price to be agreed upon.
The CBOT made an effort in 1876 and 1877 to stop the privilege trading
that had continued on its floor despite the ban. The exchange even hired private detectives to ferret out those members engaging in option transactions.
The result was that half the members of the CBOT were found to have been
engaged in options trading. The CBOT brought actions against persons who
were trading in puts and calls and even suspended three members. In another
investigation, the CBOT required thirty of its members to testify under oath
about their privilege trading. Fifty other members were implicated. In 1885,
the exchange gave up this effort and repealed the prohibition against options
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trading. The CBOT subsequently reversed that position after options trading
continued to be criticized. That change of heart, once again, did little to stop
options trading in commodities. Another prohibition in Illinois law that was
widely ignored on the CBOT was an anticornering statute. The state of Illinois further prohibited false rumors that were being spread for the purpose of
influencing commodity prices. It too had little effect. Illinois was not alone in
its concern with speculation in futures trading. The Senate in the New York
legislature directed an investigation of futures transactions in 1882.
Difference Trading
Gambling in the commodity and stock markets occurred through brokerage
firms in the form of “difference” trading, in which one party would bet on
prices going up and the other on prices falling. Difference trading was conducted on the oil markets in New York, particularly on the Consolidated Stock
and Petroleum Exchange. One court stated,
[t]he difference requires the ownership of only a few hundreds or thousands of dollars, while the capital to complete an actual purchase or sale may be hundreds of
thousands or millions. [This tempted] men of small means to enter into transactions
far beyond their capital which they do not intend to fulfill, and thus the apparent
business in the particular trade is inflated and unreal, and like a bubble only needs to
be pricked to disappear; often carrying down the bona fide dealer in its collapse.
Worse even than this, is it tempts men of large capital to make bargains of stupendous proportions, and then to manipulate the market to produce the desired price.
This, in the language of speculation, is making a corner.50

Difference trading occurred in securities transactions. A trader would “place
a wager on a stock, in much the same way as he might bet on a prize fight or
a horse race.”51 Options were used to speculate on stock prices. These transactions sometimes involved “spread-eagles” or straddles that were both puts
and calls. Daniel Drew claimed to have invented these straddle transactions,
which itself attests to their speculative nature. Tunbridge & Company was a
vendor of options. It claimed there was no liability or risk beyond the amount
paid for the premium. This was true, but ignored was the fact that the investor
could lose all of the premium payment, a 100 percent loss. Courts noted that
option contracts and differences were often used to trade in price fluctuations, which was considered gambling. Gambling contracts, while popular,
were unenforceable at law and prohibited by many state statutes. The NYSE
constitution also prohibited betting upon stock prices. In Harris v. Tunbridge,52
a New York court was asked to consider a case in which “a lady living in the
country, ventured upon a speculation in stocks, and lost her money.” The
investor had been convinced to invest by a printed circular that “of course . . .
point out an easy and rapid road to wealth for anyone who is careful in his
choice of a broker.” This investor had been induced to engage in a sixty-day
straddle that gave her the option to buy or sell 100 shares of stock at a desig-
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nated price with a guarantee of a minimum fluctuation in the stock price of 8
percent. If the stock did not fluctuate at that amount, the stockbroker agreed
to return his commission and costs to the plaintiff. The court held that this
was a gambling transaction.
Bucket Shops
Beginning in 1877, trading on the Chicago Board of Trade could only be conducted at set hours on the exchange in order to assure fair pricing. Curb trading
was permitted for a time in a Chicago hotel during the day and in barrooms at
night. In 1901, the Chicago Board of Trade prohibited such activities. Some
after-hours trading was still permitted in order to allow the “evening up” of positions by “scalpers.” These traders sought to make small profits by quick in-andout trades and did not want the risk of carrying a position overnight. The prohibition
on curb trading was designed to stop the so-called bucket shops. This term appears to have originated in London around 1820. One author states that “beer
swillers from the East Side [London] went from street to street with a bucket,
draining every keg they came across and picking up cast-off cigar butts. Arriving at a den, they gathered for social amusement around a table and passed
the bucket as a loving cup, each taking a single ‘pull’ as it came his way . . . .
[T]he den soon came to be called a bucket shop.”53 This derogatory term was
later applied to gambling shops that traded in grain and stock prices.
Bucket shop customers paid or received the difference in price fluctuations. The first such bucket shop, Aunbel & Company, appears to have been
opened in Chicago in 1876. The Chicago “Open Board of Trade” was organized in 1877 to conduct curb trading in futures from early in the morning
until late into the evening. This “Little Board” was “captured by the bucketeers
in order to obtain commodity market quotations.”54 The Open Board later
became the MidAmerica Commodity Exchange and traded legitimate
miniversions of Chicago Board of Trade contracts. The MidAmerica exchange
was itself acquired by the Chicago Board of Trade in 1985. The Free Board of
Trade that was opened in 1878 was a bucket shop. Thereafter, bucket shops
began spreading across the country. “Wall Street was infested with bucket
shops in 1889 and for many years afterward.”55 One of the larger bucket shops
in New York was Haight & Freese. Although it was second in size only to the
NYSE, the Consolidated Exchange in New York was considered a cover for
bucket shop operators. The NYSE prohibited its members from being associated with bucket shops. This prohibition extended to any telegraph and wire
connections and pneumatic tubes. In 1891, the NYSE further prohibited any
communications with the Consolidated Stock & Petroleum Exchange through
messengers. In addition, it prohibited arbitrage with other exchanges, since
the Consolidated Exchange was supplying NYSE prices to bucket shops around
the country. The bucket shops “finally brought the exchange to its doom amid
injunctions and litigation” in the next century.56
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The states began passing anti-bucket-shop legislation in the 1880s. The
states adopting such legislation included Tennessee, Arkansas, South Carolina, Texas, Iowa, Michigan, Missouri, North Carolina, Georgia, Florida, Alabama, Mississippi, and Montana. These statutes declared speculative difference
trading to be unenforceable gambling transactions. Much of that legislation
remains on the books. Illinois and New York made such activities a crime,
and two members of the Chicago Board of Trade were prosecuted for engaging in bucket shop transactions in 1900.
Gambling Transactions
In one case, a court held that a broker could not enforce a note against the
estate of a decedent because it had been given to cover losses from a wager on
stock prices with a broker.57 The court found that this trading was difference
trading, which was gambling and unenforceable. In reaching that determination, the court relied on evidence that the decedent had been trading surreptitiously and did not have sufficient funds to buy the stocks in question. The
investor in this case was General George Armstrong Custer. He had given the
note in question shortly before his death at the Little Bighorn.
The bucket shops flourished by trading off quotations of the Chicago Board
of Trade. In the 1890s, Jesse Livermore became known as the “Boy Plunger”
because of his ability to beat the bucket shops at their own game by scalping
market quotes. The Chicago Board of Trade (CBOT) used the Western Union
Telegraph Company for the dissemination of price and trading information.
Western Union sold that information to the bucket shops until 1901, when it
agreed to furnish quotations only to persons approved by the Board of Trade.
The CBOT then tried to stop the bucket shops through court injunctions prohibiting their access to the Western Union service. The Supreme Court upheld the CBOT in a case brought against the Christie Grain and Stock Co.,
whose owner was considered the “Bucket Shop King.”58 In doing so, the
Court threw a few words of praise toward the CBOT. The Supreme Court
stated that futures contracts were valuable commercial instruments and could
not be regarded as gambling. It held that commodity futures contracts create
legally enforceable obligations even though they might ultimately be liquidated without physical delivery taking place. The Supreme Court later upheld
the conviction of a bucket shop operator under North Carolina law.59
These decisions provided a check to the bucket shops. Yet, like weeds,
they would continually reappear in our history to take advantage of unsophisticated investors. Much criticism was also being aroused against other forms
of speculation in commodities. The Southern Alliance in the Populist movement passed a resolution in 1886, which sought laws to prevent futures trading in agricultural products. Its platform in 1899 sought to prohibit dealing in
futures. “Put” Bardeen of Mississippi made an address at the National Grain
Convention in Philadelphia in November of 1886 in which he urged farmers
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to elect men to Congress who would “prevent gamblers from pricing our
production.”60 William Jennings Bryan even took a shot at the Chicago Board
of Trade in his “cross of gold” speech by asserting that the farmer “is as much
a businessman as the man who goes upon the Board of Trade and bets upon
the price of grain.”61
Speculation Has Advantages
Speculation had its defenders. A Wall Street financier in the nineteenth century, Henry Clews, presented the following justification for speculation in
commodity prices:
In former years the results of a crop were known only when it came to the market.
Now almost everything affecting its future value is known with a fair degree of
accuracy before the crop is harvested. This advanced information naturally becomes
the subject of speculative transactions which could not have existed in former times.
Speculation brings into play the best intelligence as to the future of values. It has
always two sides. The one that is based principally on the facts and conditions of the
situation wins in the end, and the result of the conflict is the nearest possible approach to correct values. The consequences of speculation are thus financially beneficial to the country at large.62

Congress Considers Legislation
Legislative efforts continued to seek to stop gambling and speculation on
commodity prices. The Butterworth bill introduced in the United States Congress in 1890 sought to tax options and futures contracts. The Hatch bill of
1892 sought to impose a tax on futures trading in grain and cotton when the
participants did not own the commodity at the time of the sale. The Hatch bill
was passed by the House and Senate but was not approved by the House after
it was reported out of conference. The bill was reintroduced in the succeeding
Congress, but was not enacted.
Regulation of Speculation in Germany Fails
Germany sought to stop speculation in 1896 with its bourse law. That statute
prohibited futures dealings in wheat and flour, as well as industrial and mining stocks. Restrictions were imposed on speculative traders, requiring their
registration. If persons were not registered, the contracts were deemed gambling contracts and void. Very few people registered, and the statute was a
disaster. It stopped futures trading on German markets, but foreign firms,
including many from New York, opened offices in Germany and began selling foreign securities and futures. This resulted in a diversion of German
capital to the United States and other foreign markets, particularly London. In
addition, much securities trading was transferred from independent brokers
to the banks in Germany. Customers were also taking advantage of the law.
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They would keep the profits on trades, if they were winning, and refuse to pay
on contracts in which they were losers, claiming that they were gambling
contracts.63 It was not until the 1980s that Germany dropped most restrictions
on speculation in commodity prices. By then, the markets of the United States
and other countries had obtained dominance in such transactions, which had
grown to include financial futures. The German financiers had to work
hard to catch up to those markets and would not do so until the end of the
twentieth century.
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4 Investment Trusts and the Panic of 1893

The modern mutual fund seems to trace its origins to a Belgian trust created
in 1822 by King William of the Netherlands. This entity, which became known
as the Société Générale de Belgique after Belgium separated from the Netherlands, allowed individuals to invest in foreign government loans that offered high returns and a substantial degree of security. A second investment
trust in Brussels sought to diversify its investments and achieve large returns
by investing in industrial enterprises. In the 1830s, the Société Générale Pour
Favoriser l’Industrie Nationale des Pays-Bas, a Belgian, later Netherlands,
firm, converted its loans to defaulting borrowers into stocks of those firms. In
1835, it obtained a Belgian government charter for these enterprises and then
sold the stock on the public market. This entity formed an investment trust
with the Rothschilds in 1836 called the Société des Capitalistes Réunis Dans
un But de Mutualité Industrielle, which held shares in various projects. Another early investment trust was formed in Geneva, Switzerland, in 1849.
The French Crédit Mobilier
More famous was the Société Générale de Crédit Mobilier, which was organized in France in 1852. Not be confused with the Crédit Mobilier construction company that caused so much scandal in the United States, the French
Crédit Mobilier supplied new enterprises with banking facilities. The French
Crédit Mobilier invested in railroad projects in France and in joint-stock companies. Among those receiving financing from the Crédit Mobilier was Alfred
Nobel’s dynamite business.
The French Crédit Mobilier effectively operated as a closed end investment company—that is, the company was not continually offering and redeeming shares like a modern mutual fund. Instead, it issued a limited number
of shares to investors, just like any other corporation or a “closed end” investment company. Unlike other corporations, the French Crédit Mobilier used
322
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its capital to buy the securities of companies rather than engage in a commercial enterprise. Critics charged that the French Crédit Mobilier was really a
giant stock-jobbing company and that it was rigging the market. The Crédit
Mobilier paid a dividend of some 50 percent in 1855, but its shares then began to decline in value. Another institution of interest in France in the early
1850s was the Crédit Foncier, a joint-stock company that made loans on real
estate and issued securities equal in value to those loans. It was thought that
this would help reduce the rate of interest on mortgages. This seems to have
been an early effort to create a pass-through security such as the GNMAs and
mortgage-backed securities used late in the twentieth century.
Investment Companies Expand
The investment company concept spread to other countries. The South Italian
Railways Company was formed in 1862 for the purpose of acquiring railroad
concessions from the Italian government. The diminishing return on British
consols led to the formation of investment companies in London in the 1860s.
These entities became limited liability companies upon the enactment of the
English Companies Act in 1862. Two of the better-known English investment
trusts were the London Financial Association and the International Financial
Society. They sought to pool small investors’ funds and provide expert management. Both companies failed. The Foreign and Colonial Government Trust,
formed in London in the 1860s, was a global trust that purchased securities in
several foreign countries. This investment trust promised to redeem a portion
of its shares through an annual drawing, but that arrangement was held to be
an illegal lottery. The Foreign and Colonial Government Trust earned about 8
percent from securities it purchased and paid out 6 percent. Typically, an English investment trust would set aside 0.5 percent of the first £500,000 of
capital and 0.25 percent above that amount for expenses, including payments
to directors.
Additional investment trust companies were formed in London in the 1870s
to purchase American securities. The American Trust Company in London
was one such enterprise, and the Submarine Cable Trust was another. The
portfolio of the latter trust contained only the securities of telegraph companies. This entity seems to be the precursor of the modern “unit investment
trust,” which holds a fixed group of securities in its portfolio. Another such
trust, organized in 1872, was called the Government & Guaranteed Permanent Trust. Robert Fleming was said to be the father of the Scottish investment trusts that were formed in the 1870s. He was the grandfather of Ian
Fleming, the creator of James Bond. Robert Fleming organized the Scottish
American Investment Trust in 1873. It utilized a board of advisers and invested
funds for about 500 clients. Starting with about £1 million, the company doubled
that amount by 1875. Several other Scottish investment companies invested heavily
in the American cattle industry, not always with success.
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By 1886, there were twelve investment trusts trading on the London Stock
Exchange. They included the American Investment Trust, the Foreign American and General Trust, and the Submarine Cable Trust. The Baring Panic in
1890 caused losses in the British and Scottish investment trusts. That panic
also exposed some rather questionable practices by these investment trusts.
For example, when the securities in the portfolios of the trusts depreciated in
value, new trusts were formed and the unmarketable securities were dumped
in those trusts and sold to the public.
American Investment Companies
In America, investment trusts (later called investment companies) did not
really become popular until the 1920s. Nevertheless, a number of companies
that had aspects of investment trusts were formed before the turn of the century. The Massachusetts Hospital Life Insurance Company (MHLIC) was
originally chartered in 1818 as an insurance company, but it ceased that business and became a trust company. MHLIC then began to operate “somewhat
similar to a trust company, but the funds deposited were commingled rather
than kept as separate trusts, and it was, therefore more like a modern investment trust.”64 MHLIC used its trust powers to invest money in annuities. The
company issued life insurance policies and jointly invested funds of individual investors. MHLIC, for a fee, accepted investments in excess of $500
from subscribers. MHLIC agreed to repay the deposit and any gains, less any
loss by debt or investment, usually at the death of the investor. In order to
support Daniel Webster while he was in office as Secretary of State, his friends
and financial backers invested $37,000 for him with MHLIC around 1845.
This slush fund provided him with an average yearly income of $1,000. MHLIC
became one of the larger financial concerns in America. Among other things,
MHLIC managed a portion of the funds that had been placed by Benjamin
Franklin into his “Franklin Fund.” Franklin set aside £2,000 from his estate to
be divided into two equal funds that would be invested by loaning the funds
to young apprentices at 5 percent upon the guarantee of two respectable citizens. The funds were to be accumulated for 100 years, distributed in part, and
the remainder accumulated again for another 100 years. MHLIC managed the
£1,000 set aside for Boston apprentices. It was able to distribute some $800,000
from its first century of investments. After two hundred years, the Boston
fund was valued at $4.5 million. The other fund managed in Philadelphia did
not do as well. It was able to increase the £1,000 given it to only $2 million.
Other nineteenth-century investment trusts in America included the United
States Mortgage Company, which was organized in New York in 1871, and
the New York Stock Trust, which was formed in 1889. One of the first investment trusts in America to have a common fund that was invested in a diversified group of securities was the Boston Personal Property Trust, a
Massachusetts company formed in 1893. This company was a tontine scheme
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that was to terminate twenty years after the death of the last survivor of twenty
named individuals. The trustees were paid 5 percent of the gross income of
the trust plus other fees. The Investors Syndicate was formed in Minneapolis,
Minnesota, in 1894. It sold “face amount installment certificates” to the public. “These were contracts for the future payment of money,” but contained
surrender, loan, and other provisions.65 The maturity of these certificates varied from ten to fifteen years. The operations of the Investors Syndicate would
continue into the twentieth century. By 1926, it had 60,000 face amount certificates outstanding. That number increased to 235,000 in 1936. Another face
amount certificate company was the Fidelity Investment Association, which
was formed after the turn of the century.
Investment Advisers
The New England Loan and Trust Company was offering land debentures,
guaranteed mortgages and municipal bonds before the turn of the century. It
made stock recommendations to trust and insurance companies, colleges, and
savings banks. The firm stated that “we handle no securities which we have
not carefully examined and cannot fully recommend.”66 This service signaled
the appearance of a new entity on the financial scene—investment counselors, or investment advisers as they were later called. Another investment
counseling firm, the Town Topics Financial Advisory Service, was formed in
1889. In an advertisement in the New York Herald Tribune, Town Topics offered “a stock at $2.00 for those who like to speculate in very low priced
stocks.”67 Town Topics claimed that it operated no accounts and had no interest in the markets: “Our sole business is to furnish disinterested opinions and
information.” The firm stated that it was fully equipped to advise on cotton
and wheat, as well as stocks and bonds.
Institutional Investors
An institutional investor was forming: the pension fund. New York City’s
pension fund for policemen, which was created in 1857, was the first pension
plan for state or local employees. The first formal pension plan in America
for private sector employees appears to have been created by the American
Express Company in 1875. It was followed by the B&O Railroad in the 1880s.
The B&O was supported by both employer and employee contributions. The
Consolidated Gas Company in New York established a pension plan in 1892.
In that year, Columbia University created a pension plan program for its professors. Employee stock plans and other profit-sharing arrangements were
being introduced. The Illinois Central Railroad Company granted a petition
of its employees in 1893 to allow them to purchase stock of the railroad. The
Pittsburgh Coal Company allowed its employees to purchase the company’s
stock on an installment basis. Employees of the First National Bank of Chi-
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cago could borrow from their pension plans to make installment purchases of
the bank’s stock. The Firestone Tire & Rubber Company allowed employees
to purchase the company’s stock.
The Procter & Gamble Company had a profit-sharing plan for employees
beginning in 1886. Several other corporations had profit-sharing plans by
1900, including the Illinois Central Railroad, New York Life Insurance Company, National Biscuit Company, and Pittsburgh Coal. United States Steel
began a profit-sharing program after its formation at the beginning of the
twentieth century. Employees were allowed to buy the company’s preferred
stock on an installment basis. Other early retirement plans were created by
the Standard Oil Company of New Jersey and by the Carnegie Steel Company. Profit sharing was not a new concept: It had been used by Albert Gallatin
at his Pennsylvania Glass Works in 1795. By 1905, twelve railroads had pension plans that covered 35 percent of railroad workers. This number was impressive, but only a small percentage of employees in America were working
for companies with pension plans. Even when a company had a pension fund,
it was usually voluntary in nature. Generally, employees did not contribute
from their own wages to fund these early pension schemes, and employers
were not required to make payments. This meant that employees had no vested
rights in their pensions, and administration of the plans was subject to the
caprice of management. Those defects would not be remedied until the second half of the twentieth century, when pension plans grew to become some
of the largest investors in the securities markets.
Business Structures
The corporation was becoming a popular method to consolidate many industries. Over 1,200 mergers were consummated at the end of the nineteenth
century. Monopolies were forming that would become the center of governmental regulatory efforts. Still, not every large business was a corporation.
Many businesses continued to operate as partnerships, including Macy’s and
Marshall Fields. The NYSE was another entity that would not be incorporated until the next century. Brokerage firms usually acted as partnerships. In
fact, NYSE members were not allowed to incorporate until 1953. One of the
more important investment banking firms at the turn of the century was Kuhn,
Loeb & Co. Formed as a New York partnership in 1867, the firm had several
prominent partners in its early years, including Jacob H. Schiff, Felix M.
Warburg, Otto H. Kahn, and Mortimer L. Schiff.
Wirehouses
A “wirehouse” operating in the 1890s was Price, McCormick & Co. It was a
stock brokerage firm that had several correspondents and branch offices linked
by telegraph and telephones. Two prominent investment banking firms in
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Boston were Lee, Higginson & Co. and Kidder, Peabody & Co. The latter
would become a dominant wirehouse in the next century. Paine, Webber &
Co. was formed in 1880 in Boston. Another Boston firm was formed by Charles
Jackson and Lawrence Curtis in 1879. Paine, Webber & Co. would merge
with Jackson & Curtis in 1942. That firm would grow to be one of the largest
wirehouses on Wall Street at the end of the twentieth century. Another such
giant was forming. Charles D. Barney & Co., which was formed in 1873, and
Edward B. Smith & Co. were investment bankers in Philadelphia. Those two
entities would combine in 1937.
“Bogus brokers” were operating on Wall Street in the 1890s. They would
open elaborate offices and advertise widely, but no trading was conducted.
Customers were simply swindled out of their funds by false claims of losses
and other practices.
Bernard Baruch
New speculators continued to enter the market. Bernard Baruch got his start
on Wall Street after he was hired in 1891 by Arthur A. Houseman, a NYSE
member. Baruch started at the bottom as a clerk, but was soon trading on
margin as low as 10 percent. Baruch was, at least initially, not very successful
in his speculations. Nevertheless, he eventually became a partner in the Houseman firm, and his fortunes improved. Baruch made his first real killing in
1897 when he bet on the American Sugar Refining Company. Baruch started
with an investment of $300 and pyramided his winnings on that company’s stock
into a profit of $60,000. Baruch would later become one of America’s most prominent, as well as wealthy, citizens, serving as an adviser to several presidents.
Other Speculators
Baruch was not the only person speculating in sugar at the end of the century.
Congressmen in Washington, including two senators, were speculating in the
stock of the American Sugar Refining Company as Congress considered
whether the tariff on sugar should be continued. The congressmen bought and
sold as the debate raged back and forth. Their transactions were conducted
through Moore & Schley. A partner in that firm was jailed when he refused to
identify the owners of certain numbered accounts that apparently belonged to
the congressmen. John “Bet a Million” Gates was another infamous speculator. He received that sobriquet after he bet $1 million on a baccarat game at
the Waldorf Hotel. Gates started out as a clerk in a hardware store in Texas
where he was paid $25 a month. From there, he proceeded to build a barbed
wire empire that monopolized that product. Gates used his monopoly position to further his own finances. On one occasion, Gates told his friends at the
Waldorf Hotel that he was closing the mills at his American Steel & Wire
Company. Sure enough, the next day, it was announced that the steel mills
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were being closed. In the meantime, Gates had sold the stock of his own
company short. He later covered his short position, went long by buying shares
of the stock, opened the steel mills again, and made a nice profit. Another
colorful speculator at the end of the century was Diamond Jim Brady, so
named because of the large number of diamonds that he wore. James R. Keene
was still around. Keene even included President Grover Cleveland in one of
his stock market manipulations. Keene ran a pool in the stock of the National
Cordage Company in 1893. That effort failed, and Keene lost everything except about $30,000. He would recover from those losses to become one of the
great speculators of the next century.
Financing Industry
In 1889, the Compagnie Internationale et Universelle du Canal de Panama,
the French company that had been formed to build the Panama Canal, collapsed. Some 400 million francs were lost in that effort. It took the enormous
energy of Theodore Roosevelt to complete the canal. Stock offerings continued. In 1889, a stock issue of $11 million was made for the North America
Salt Company. Glyn Mills Currie & Co. was selling those securities in London, and banks in Liverpool and Manchester were involved in the underwriting. Payments were to be made in installments for the stocks. The object of
this offering was to unify the salt companies in the United States and Canada.
The East Tennessee, Virginia and Georgia Railway Company was offering 5
percent gold bonds in 1889 that would mature in 1938. These were coupon or
registered bonds, and they were to be listed on both the NYSE and the London Stock Exchange. The Mortgage Bank and Investment Company of Fargo,
North Dakota, was offering 12 percent certificates of deposit, 9 percent farm
mortgages, and capital stock of national banks that paid “guaranteed” 12 percent dividends annually. The Union Security Company in New York was offering 6 percent mortgage securities that were “guaranteed conservative,
safe.”68 Hundreds of companies in Kansas were issuing loans based on real
estate securities. Many of these operations were fraudulent.
NYSE Trading
The NYSE began efforts to regulate trading of stocks before the start of the
twentieth century. Companies listed on the NYSE were required to provide
annual reports to shareholders that would contain basic financial information.
Newly listed corporations were required to furnish monthly financial reports
in 1877. Stocks that were already listed were not subject to this requirement.
Advertisements by members were prohibited unless they were of “a strictly
legitimate business character.”69 Arbitrage business that was based upon quotations from the trading floor was prohibited because the NYSE was concerned that such trading would result in members not adhering to the minimum
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commission requirements. In 1897, the NYSE prohibited members from using nominal commissions charged for commodity trading as a means of avoiding the fixed minimum commission requirements of the exchange. This was
viewed to be an improper rebatement of commissions.
The New York Quotation Company was created in 1890 to consolidate the
distribution of trading information on the NYSE. Two years earlier, the first
ticker tape parade occurred on Wall Street in honor of Grover Cleveland’s
presidential campaign. By the 1890s, securities listed on the NYSE were traded
at designated spots on its floor in a continuous market. Trading began at 10
A.M. and ended at 3 P.M. Openings were delayed until 11 A.M. on Mondays
during the summer. Dealing outside those hours was prohibited. On one day
in July of 1892, only 30,000 shares were traded on the NYSE, but a 1.1 million share trading day had occurred in 1886. By 1900, daily trading volume
on the New York Stock Exchange was averaging over 500,000 shares. Seats
on the NYSE in the late 1880s were selling for $25,000 to $30,000, but in
1894, a seat sold for only $14,000. By the turn of the century, their value had
risen to $80,000. Still, it would be another eighty-seven years before the alltime high for a NYSE seat was reached at $1,150,000.
The NYSE building had more than 1,000 safes for keeping securities being
bought and sold through its facilities. A New York Stock Clearing House
Association was formed in 1883 to make the settlement process more efficient, but it was not fully operational until 1892. The clearinghouse then began to settle loan and cash balances, as well as stock sales. A stock
clearinghouse had been attempted in 1868, but it had only settled a few railroad issues and was not successful. This new effort, in 1892, was designed to
clear transactions executed on the floor of the NYSE by balancing daily purchases and sales of members and requiring payment only of net differences.
The NYSE clearinghouse was modeled after the New York Clearing House
Association established by the New York banks.
The Wall Street Journal
The Wall Street Journal was first published in July of 1889 as an afternoon
paper, “designed to be a paper of news and not of opinions.”70 The Journal
carried statistics on the money supply in the country, including gold coins,
standard silver dollars, gold and silver certificates, and United States and
national bank notes. The Journal published the specie holdings of the associated banks in New York City, as well as their loan circulation and reserves.
The Journal advertised securities being sold to the public such as “Denver 6s
and 7s.” New York newspapers contained numerous advertisements placed
by “bankers and brokers,” including Dominic & Dickerman, Gilder, Farr &
Co., Simon Borg & Co., and Haight & Freese (“Bankers and Commission
Stock Brokers”). C.H. White & Co. advertised that it gave special attention
“to the subject of investments for institutions and trust funds.” This was an
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early effort to specialize in institutional accounts. Spencer Trask & Co., “Bankers,” bought and sold bonds and stocks on commission. F.C. Hollins & Co.
paid “special attention to the recommendation of low priced bonds likely to
enhance in value.”71 C.J. Hudson & Co. specialized in the stock of the Sugar
Refineries Co., American Cotton Oil, National Lead, and all “trust” stocks.
J.H. Sterling & Co., “Stock Brokers,” paid “special attention to trust stocks.”72
W.B. Wheeler & Co. bought and sold railroad stocks and bonds, grain and
provisions on commission. J. & W. Seligman & Co. issued letters of credit to
travelers that were payable on most continents. That firm additionally drew
bills of exchange and made telegraphic transfers of money to Europe and
California.
Tucker, Anthony & Co. in Boston dealt in all classes of stocks, bonds, and
investment securities. That firm paid special attention to street railway properties and had a private wire to Thomas L. Manson, Jr. & Co. in New York.
Joseph G. Martin, “commissioned stock broker” in Boston, made purchases
and sales of stocks and bonds by auction or at private sale.73 Henry Clews &
Co. advised the public that it conducted business in stocks, bonds, grain, and
cotton, “executed for investment or on margin.” The firm’s advertisements in
the New York Times mentioned “[i]nterest allowed on deposit accounts,” which
seems to be a form of cash management account such as those made popular
by Merrill Lynch in the 1980s.74 Other brokers were advertising in the Wall
Street Journal that they would allow interest on time deposits and that their
accounts were subject to checking privileges. S.A. Kean & Co. stood ready to
“Receive accounts subject to Check; allow Interest on Time Deposits and
deal in Choice Investment Securities.” Fairchild, Playter & Co. allowed interest on deposits that were subject to check at sight. Goodbody, Glyn & Dow,
Bankers and Brokers, accepted deposits that would be received subject to
“Check at Sight” in 1889. Howard Lapsley & Co. bought and sold “Stocks
and Bonds for Cash or on margin at the New York Stock Exchange.” In addition, the firm stated in its advertisements, “Interest allowed on Deposits subject to Check at sight.”75
The Panic of 1893
Volume records were set on the NYSE on February 11, 1892, when it was
announced that the Philadelphia and Reading Railroad had leased the New
York Central and Lehigh Valley Railroads. This euphoria was not long-lived.
The financial markets were disturbed in 1893 by concerns that the Treasury
Department was running low on gold with which to exchange for legal tender
obligations. A panic was touched off when the Philadelphia and Reading Railroad Company went into bankruptcy on February 20, 1893. That railroad had
a debt of more than $125 million. Thereafter, several firms failed, and the
stock market began dropping. The Panic of 1893 began in earnest with the
failure of the National Cordage Company, which had $10 million in liabili-
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ties. The company was so strapped that it could not meet a $50,000 margin
call. Europeans sold over $100 million in American securities during the ensuing
panic. A run on the banks began in New York as depositors tried to withdraw
cash. Money call rates rose to 74 percent. Term loans were unavailable.
Numerous banks in New York, including the National Bank of Deposits,
the Canal Street Bank, and the St. Nicholas Bank, suspended payments. The
Equitable Mortgage Company and the Jarvis-Conklin Mortgage Trust Company were placed in receivership. This was only the beginning. Hundreds of
national and state banks suspended payments. They were joined by several
savings banks, as well as scores of mercantile firms. The bank suspensions
resulted in a “currency famine”76 that forced the use of substitutes, such as
due bills from manufacturers, certified checks, certificates of deposit, and
cashier’s checks in small amounts.77 Some companies were forced to use
scrip to pay employees. Currency was sold in shops at 2 percent over its face
amount. Some large companies made plans to issue a currency of their own
that would be redeemable when the banks resumed cash payments. Nevertheless, “cash grew so scarce as a result of hoarding that brokers traded it on
Wall Street curbs.”78 Money brokers advertised that they would pay for currency with certified bank checks, at a premium.
The Money Market
On June 30, 1893, five banks in New York City formed a syndicate to relieve
the panic in the money market. They were the First and Fourth National Banks,
the Chase Bank, the Corn Exchange Bank, and the Gallatin Bank. The banks
had the New York Clearing House supply some $5 million in clearinghouse
certificates in order to provide liquidity. The banks then began loaning the
money at the NYSE at cheap rates. This did not stop the downturn. Some six
hundred banks eventually failed in the aftermath of the Panic of 1893, as well
as some 15,000 businesses. Four million persons were left unemployed. Nine
commercial houses out of every thousand had failed in 1873; there were thirteen failures for every thousand in 1893. Widespread failures occurred in
savings and loan associations.
The “Great Depression”
The Panic of 1893 was said to be “one of the worst financial crises that has
occurred in the business history of the United States.”79 A long depression
would be another legacy of the Panic of 1893. It “was among the most
severe in this country’s economic history.”80 The depression lasted from
1893 to 1897. Historians called this the “Great Depression” until that title
was taken by the depression that occurred in the 1930s. Commodity prices
declined sharply. Corn was sold at ten cents a bushel and cotton at six cents
a pound. The farmers blamed this depression on tight money and Wall Street.
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A great deal of labor unrest occurred during this period, including the Pullman strike.
“Banks, corporations, mortgage companies, fell on every hand.”81 Several
brokerage firms failed, including S.V. White, Ferris & Kimball, W.L. Patton,
Francis Henshaw & Co., Horace L. Hotchkiss & Co., H.I. Nicholas & Co.,
and John B. Dumont. The Erie Railroad was bankrupt. The Northern Pacific
and the Union Pacific could not meet their obligations. Also in trouble were
the Atchison and the New York & New England railroads. In total, seventyfour railroad companies were bankrupted during this depression. Over onefourth of the nation’s railroads were placed in receivership after the Panic of
1893. Those enterprises owned some 27,000 miles of track, and their capitalization was valued at some $2 billion. By the middle of the 1890s, almost
40,000 miles of railroad were in receivership. As a result, the 1890s became a
decade of railroad reorganizations in which complex battles were played out
over how the railroads would be reorganized and how their creditors would
retrieve their investments.
Railroad Finance
Financiers began to see opportunities in the defaulting railroads. Brown Brothers became involved in railroad operations through defaulted loans it had
made that were secured by railroad securities. Some of the securities had
depreciated so badly that the firm was forced to help reorganize those railroads in order to protect its investments. They included the Canandaigua &
Niagara Falls, the Lake Ontario, the Chicago & Mississippi, and the Chicago,
Alton & St. Louis railroads. J.P. Morgan & Co. began acquiring securities of
railroads in receivership. Morgan soon gained control of a vast network, including the Erie, Chesapeake and Ohio, the Great Northern, the Philadelphia
and Reading, the Southern Railway, the Santa Fe, and the New York Central,
the Lehigh Valley, and the Jersey Central. He reorganized the railroads, cutting costs and restructuring debt to pay lower interest rates so that the railroads could receive a profit. One such railroad was the Northern Pacific. It
went into receivership in 1894, Henry Villard was removed from control, and
it was reorganized by the Morgan firm. Another giant, the Union Pacific,
went into receivership in 1893 and was reorganized in 1896. After that reorganization, Jacob Schiff became a board member of the Union Pacific firm along
with E.H. Harriman, who became chairman of the executive committee.
More Panics
Another panic occurred in December of 1895, after a bear raid on the market,
and still another, the “Bryan Panic,” was experienced in 1896. Panics were
plaguing other countries. European panics were identified by names, rather
than by date as in the United States. In addition to the Baring Panic, they
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included the London “Kaffir Circus” bubble in 1894 in South African mining
stocks and a Panama Mania in France. The American panics in 1873, 1884,
1890, 1893, and 1896 were all exacerbated by the withdrawal of funds from
New York by country banks that was necessitated by crop cycles. It was during such periods that the lockups were used to squeeze the money even more.
The money shortages created by this arrangement placed much downward
pressure on stock prices. Some speculators knew how to profit from the panics that came so often to Wall Street. After a market price break, they would
buy up stocks at a bargain and sell them when they regained their former
values. It was said that the Panic of 1893 increased many such fortunes.
The panic did result in an increased concern with bankruptcy. Congress
had passed bankruptcy legislation in 1811, 1841, and 1867, but those statutes
were all repealed. A permanent bankruptcy law was enacted in 1898. It provided for equitable distribution of the property of the bankrupt estate and for
discharge of the debtor from debts once that distribution was made. Another
reform was sought by the NYSE, which requested in January of 1895 that
listed companies publish annual financial statements. The Industrial Commission that was formed in 1898 by Congress recommended that corporations be required to publish their financial statements. This suggestion was
not adopted.
Accountants
Although modern cost accounting had been adopted by the railroads, those
companies and other businesses did not report their financial situation to shareholders with any regularity or particularity until well into the twentieth century. The American Sugar Refining Company refused even to report to the
Census Bureau. Even so, the growing complexity of American businesses
required improved books and records and financial controls. This gave rise to
the growth of the accounting industry. The accounting profession was established in England and Scotland well before its development in America. The
concept of auditing corporations and accounts was brought to America in the
nineteenth century when English and Scottish chartered accountants came to
the United States to evaluate the investments of their clients. Four of what
would later be called the “Big Eight” accounting firms (a number that would
be reduced at the end of the twentieth century by mergers) were founded by
immigrant chartered accountants. James Marwick and Arthur Young from
Scotland founded accounting firms in America that became members of the
Big Eight. Haskins & Sells was among the early accounting firms, with offices in Illinois, Cleveland, and London. Price Waterhouse & Co. had been
conducting business in the United States since the early 1870s. The Institute
of Accountants and Bookkeepers was created in New York in 1882, providing
examinations and certifying those who passed examinations as evidence of
their accounting knowledge. New York passed an act in 1896 that established
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the designation of “certified public accountants.” By 1900, there were over
240 certified public accountants in the United States.
Exchange Growth
Some 250 exchanges had operated in the United States at one time or another
during the nineteenth century. An economist later asserted that many of them
failed because they became redundant as a result of the telegraph. The telegraph allowed investors all over the country to trade on a few exchanges
where trading could be centralized and liquidity provided. Nevertheless, new
exchanges continued to be organized. The St. Louis Stock Exchange was created in 1899. A “Brokers Association” had previously traded stocks in that
city. The Los Angeles Stock Exchange was created in the same year. The
Spokane Stock Exchange was opened in 1897. The Salt Lake City Stock Exchange had been trading mining stocks for some time. The Pittsburgh Stock
Exchange was formed in 1894 and the Cleveland Stock Exchange in 1900.
Foreign markets were growing. A boom in electric company stocks occurred in 1882 in London. That speculation quickly ended. Another mania,
this time for brewery shares, arose in Great Britain during the decade. Arthur
Guinness & Co. was bought for £1.7 million and sold for £3.2 million. Eightysix other brewery companies then began making public issues of securities.
Foreign investment in America remained popular. In May of 1895, it was
reported that “every outbound European steamer carried a mass of American
stocks and bonds consigned to European houses.”82 The Lombard Investment
Company, a German-controlled company, had been investing in securities in
numerous American businesses, but it went into receivership in 1895. By
1897, some 300 British firms were dealing in American securities. Arbitrageurs
kept prices in line between New York and London.
Brown Brothers hired its first female stenographer in 1897. The firm’s
foreign exchange department was setting a rate of exchange for sterling, which
it posted on one of the pillars at its offices. The firm’s posted rates were
viewed as the official rate of exchange and were carried on the NYSE ticker.
American Express entered the foreign exchange business around 1895. This
was due to its increasing financial transactions around the world. Finance
was finding a more prosaic home in the form of consumer finance. Consumer
credit was an important part of many retail businesses. The mail-order houses
would use credit to serve a national market. Montgomery Ward was started
with a one-page catalog offering goods to farmers. In the 1870s, this catalog
grew to over 150 pages. Montgomery Ward also sold grain for farmers for a
commission of 1 cent per bushel. Sears & Roebuck was started in the 1880s.
It promised free trial offers and money-back guarantees. Spiegel began making sales on credit from its premises in 1893. Ten years later it would extend
credit on its mail-order business. The company soon became a competitor of
Montgomery Ward and Sears & Roebuck. All of these firms would continue
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to gain and then lose prominence in the next century. The credit card was prophesied in a science fiction story written by Edward Bellamy in 1888. He predicted
that on September 30, 2000, Americans would not be using coins or notes for
money. Instead, they would be paying with “pasteboard credit cards.”83
The Dow Jones Industrial Average Begins
The Dow Jones Industrial Average became a regular feature of American finance in 1896. The first twelve stocks in the index were American Cotton Oil,
American Sugar, American Tobacco, Chicago Gas, Distilling & Cattle Feeding, General Electric, Leclade Gas, National Lead, North American Company, Tennessee Coal & Iron, U.S. Leather preferred, and U.S. Rubber. This
index would be periodically updated over the years. General Electric is the
only stock in today’s Dow Jones Industrial Average that remains from the
original index. The Dow Jones Industrial Average was 28.42 in its first year in
1896. The Dow Jones Company began sending its news reports on Teletype
in 1897 using a broader tape that what was used on the NYSE. By then, investors were returning to the market.
Financial Troubles Continue
The economy in the United States recovered strongly between 1896 and 1899,
when there was another financial panic. The 1899 panic was precipitated by a
sharp break in the prices of the Amalgamated Copper Corporation, which had
been created by the Standard Oil group. The Secretary of the Treasury, L.J.
Gage, purchased about $18 million in bonds in order to inject money into the
market. The Treasury deposited over $30 million in the banks. Some of the
New York banks formed a pool to lend $10 million on the New York Stock
Exchange call market.
The tariff continued to be a principal source for federal government funds.
The “Great Tariff Battle” of 1888 had again illustrated the weakness of the
tariff as a revenue measure and the sectional and class rivalries it engendered.
As war with Spain approached in 1898, Congress appropriated $50 million
for national defense. In addition, another $200 million of 3 percent bonds
were sold in denominations as small as twenty dollars. That loan was heavily
oversubscribed to the tune of $1.4 billion. The issue was sold to 320,000
different purchasers, many of whom purchased in amounts between $20 and
$500. Also bidding on the issue were syndicates, one of which was headed by
J.P. Morgan and another composed of the National City Bank, Vermilye &
Co., and the Central Trust Company. Additional funding for the war was provided by taxes on legacies, brokers, and banks. A stamp tax was adopted for
transfers of corporate securities and other financial instruments. Confederate
money was still causing problems during the Spanish-American War. One
soldier, a member of the Sixth Illinois, was spending Confederate money in
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Puerto Rico during the army’s expedition there. He was caught, court-martialed,
and given thirteen months in solitary confinement.
The Insurance Industry
The insurance business continued its growth. Between 1860 and 1890, assets
held by life insurance companies grew from $24 million to almost $800 million. By 1892, Americans had some $5 billion in insurance in force. Between
1870 and 1905, the amount of life insurance issued in the United States would
increase by almost 600 percent. The leading New York life insurance companies in the 1890s were the Mutual, the Equitable, and New York Life. Most of
the early insurance companies had sold only one line of insurance, such as
life insurance or fire insurance. Many states restricted insurance companies
to single lines. In the late 1800s, however, pressures arose for insurance companies to write multiple lines of coverage. The John Hancock Insurance Company created an industrial insurance department in 1879. In 1889, The Equitable
Life Assurance Society issued a new policy which, “like a bank draft, was a
simple promise to pay.”84 At the same time, the Mutual Life Insurance Company of New York was offering limited payment life and life option endowment policies with guaranteed income.
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Chapter 6
Money and Wealth

1

Monetary Issues

Monetary issues became political footballs that shaped presidential and local
politics for decades after the Civil War. Opponents of the legal tender requirement for greenbacks thought that the federal government should economize,
withdraw that currency, and return to “hard money” by resuming specie payments, which had been suspended since the beginning of the Civil War. These
fights were a residue of Andrew Jackson’s war with the second Bank of the
United States. Lincoln’s successor, Andrew Johnson, sided initially with
the hard money advocates. Their goals were not easily accomplished because the greenbacks were fulfilling the role of a national currency and could
not be easily replaced by specie. Johnson faced strong opposition from greenback advocates, who contended that resumption would cause a recession because the economy would be forced to contract as greenbacks were retired
through specie payments from the Treasury. Hard money proponents claimed
in response that a gradual reduction of greenbacks and replacement by specie
would not upset the economy.
Resumption
Salmon P. Chase, the father of the greenbacks and later chief justice of the Supreme Court, took an even harder approach on the timing issue. He told Horace
Greeley that the “way to resumption is to resume.”1 President Johnson pursued a
more moderate course. He advised Congress that “[i]t is our first duty to prepare
in earnest for our recovery from the ever-increasing evils of an irredeemable
currency, without a sudden revulsion and yet without untimely procrastination.”2
In support of the president’s policy, Hugh McCulloch, the Secretary of the Treasury and former Comptroller of the Currency, asserted that the legal tender legislation “ought not to remain in force one day longer than shall be necessary to
enable the people to prepare for a return to the constitutional currency.” Nevertheless, McCulloch wanted the contraction to be conducted slowly through the
reduction of legal tender obligations that were outstanding.
339
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On December 18, 1865, the House of Representatives, in a lopsided vote,
expressed its agreement with the administration on the need to contract the
currency, with a view to the resumption of specie payments as quickly as
possible. This resolution was not enacted into law, however, because of a
strong reaction by those who wanted to expand the economy by issuing more
greenbacks. Instead, Congress allowed a reduction of greenbacks in the amount
of $14 million by retirement and by refunding of outstanding debt through
bonds that paid 6 percent interest. Although limited in scope, this refunding
scheme aroused much criticism. One congressman asked the rather poignant
question why it was necessary to convert greenbacks, that were not interestbearing, into interest-bearing debt. A sharp decline in commodity prices
strengthened the position of the greenback advocates. A substantial segment
of the country then began to support a continuation of the greenbacks. The
watchword for this movement was “contraction,” which was claimed to
threaten the economic well-being of the nation. This shift in public opinion
forced President Johnson to retreat from his position of redeeming the greenbacks, and the legislation that had provided for the reduction of greenbacks
was repealed.
These events were followed by the presidential election of 1868, in which
the Republican platform called for specie resumption. That position was fully
supported by the successful Republican presidential candidate, Ulysses S.
Grant. In his inaugural address on March 4, 1869, Grant stated that the debt
incurred during the war should be paid as quickly as possible, and he called
for a quick return to specie payments. The president wanted every dollar of
government indebtedness to be paid in gold unless otherwise expressly stipulated. Grant sent a message to Congress in December of 1869 in which he
stated that “[a]mong the evils growing out of the rebellion . . . is that of an
irredeemable currency. It is an evil which I hope will receive your most earnest attention. It is a duty, and one of the highest duties, of government to
secure to the citizen a medium of exchange of fixed, unvarying value. This
implies a return to a specie basis, and no substitute for it can be devised.”3
Congress responded by passing legislation that declared that the policy of the
United States was to pay its notes and bonds in coin and to “make provision at the
earliest practical period for redemption of United States notes in coin.”4 Congress sought repayment of the government’s massive debt in specie, with some
exceptions. The hard money advocates were, at least temporarily, back on top.
The Legal Tender Cases
The Supreme Court became involved in the greenback issue at about this
time through the so-called Legal Tender cases, which were a bit confusing
and more than a little ironic. In Lane County v. Oregon, the Supreme Court
ruled that the legal tender requirements for greenbacks should not apply to
taxes imposed by a state authority.5 This meant that the states could require
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payment of the taxes in gold or silver coin. In the same year, the Court held in
Bronson v. Rodes, that, where a contract required payment of coined dollars,
legal tender would not satisfy that obligation.6 These two cases served to undercut the legal tender requirement. The Supreme Court appeared to have ended the
issue entirely in 1869 with the issuance of its opinion in Hepburn v. Griswold.7 In
that case, Mrs. Hepburn had agreed to pay Mr. Griswold a debt of some $11,000.
At the time the debt was contracted, the legal tender statute had not been passed,
and debts were then payable in gold and silver. Suit was brought in Kentucky by
Mr. Griswold to enforce the debt. Mrs. Hepburn offered to pay in greenbacks,
but the Supreme Court held that the debtor could refuse those notes and that
the legal tender requirement was unconstitutional. The chief justice who wrote
the majority opinion for the Court in the Hepburn case was none other than
Salmon P. Chase, the former Secretary of the Treasury who had overseen the
introduction of the greenbacks into the American economy during the Civil War.
To the uninformed, these cases would seem to have settled the legal tender
issue. After all, the Supreme Court had spoken, holding that the legal tender
requirement was not enforceable. There were, however, some warning signals that the issue was not entirely resolved. The Supreme Court had taken
two years to decide the Hepburn case, and it was strongly divided on the
issue. In addition, the makeup of the Court changed after the Hepburn decision. Justice Robert Grier, who had been in the majority finding the legal
tender unconstitutional, resigned before the issue could be considered again.
The number of judges on the Supreme Court was increased from eight to
nine. Thereafter, the Attorney General of the United States sought argument
on the legal tender issue once again in a case entitled Knox v. Lee.8 In a fiveto-four decision in that case, with Chief Justice Chase dissenting, the Supreme Court overruled its decision in Hepburn and held that the legal tender
requirement could be properly imposed by Congress under the Constitution.
The Supreme Court’s reversal was more than a little controversial and raised
concerns whether the Court may have been expanded in order to overrule the
Hepburn case. Those charges were never proven, but President Franklin
Roosevelt would later use that action as a precedent for his proposal to enlarge (“pack”) the Supreme Court in order to protect his New Deal legislative
proposals. In the event, the reversal by the Supreme Court assured the future
for a national currency. The Supreme Court helped on other fronts. In 1869,
in Veazie Bank v. Fenno, the Court upheld the tax on state banknotes that had
been imposed during the Civil War.9 That tax curtailed state banknote issues
and spurred the growth of the national banks. It further paved the way for
greenbacks to replace state banknotes as the national currency.
The Free Silver Movement
Debates in Congress over resumption continued, filling more than 1,700 columns in the Congressional Record. Monetary issues increasingly became
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political battles that were debated passionately by the public and their candidates.
Horace Greeley’s slogan when he was the Democratic candidate for president in
1872 echoed Salmon P. Chase’s view: “The way to resume is to resume.”10 An
economic contraction, however, led the Treasury Department to increase the greenback supply by almost $30 million. The Panic of 1873 resulted in further efforts
to expand the use of greenbacks. A bill that had originally been designed to provide for specie resumption was changed to allow for additional greenback issues,
but that legislation was vetoed by President Grant.
In the midst of the debate over greenbacks versus specie, a “free silver” movement arose that was dedicated to the adoption of a bimetallic standard of silver as
well as gold in specie payments. Technically, the United States was already on a
bimetallic standard, but the revaluation of silver in 1834 had resulted in the removal of silver coins from circulation in the United States. The bullion content of
a silver coin was worth $1.0312 in gold, which meant that the silver dollar was
worth more as bullion than as a coin. From 1834 to 1873, no silver dollar pieces
were presented at any customs house for payment of duties. The Coinage Act of
1873, recognizing reality, discontinued the coining of silver dollars by eliminating them from the list of silver coins minted in the United States. This act did
create something known as a “trade dollar” that was given a heavy silver content
so that it could be sold in Asia. This coin’s “subsequent history proved a mystery
to many people,”11 and it never received wide acceptance.
The dropping of the standard silver dollar from the list of minted coins
initially attracted little attention, since silver dollars were not circulating. The
rise of the “free silver movement,” however, later turned the elimination of
the standard dollar into a political issue. The free silver proponents called the
elimination of the silver dollar the “crime of 1873” and charged that the silver
dollar was dropped from the list of coins to be minted in secrecy in order to
adopt a gold standard. In fact, the issue had been debated before passage, and
silver dollars had already been driven out of circulation by gold. Still, the
charge aroused the ire of many. The Republicans were turned out in the congressional elections that followed the Panic of 1873, but they were able to
pass the Resumption Act of 1875 in their lame-duck session. This act declared that it was the intention of the federal government to resume specie
payments. The Republicans believed that such a declaration would force the
government to continue on a hard money course. That proved to be the case,
but specie payments were not actually resumed until 1879. In the meantime,
the struggle continued between the hard money proponents on the one hand
and the free silver and greenback advocates on the other.
Greenbackers
The Greenback or National Party was created in 1874 on a platform that sought
a currency based solely on paper. The Greenback Party wanted to increase the
money supply and to eliminate the “money monopoly,” as well as to bar for-
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eign investments in the United States. The Greenbackers thought that resumption was an effort by the bankers to contract the money supply. The decline of
agricultural and other commodity prices during this period allowed the Greenback movement to gain strength. Increased production in grain supplies had
resulted in a decrease in commodity prices in the 1870s. Legislation passed
by Congress was claimed to have contributed to the decline in grain prices:
“[t]he fall in wheat has been the typical argument for arbitrary increase of the
silver or paper currency in almost every Congressional debate since 1872.”12
A Greenback convention was held in Indianapolis in 1876, and Peter Cooper
was nominated as the party’s presidential candidate. The Greenback Party
held conventions in several states, and its candidates polled about 10 percent
of the vote in the 1878 elections, obtaining fourteen seats in Congress.
Efforts to enact legislation that would repeal the Resumption Act of 1875
and allow free coinage of silver continued. Repeal of the Resumption Act was
defeated by a single vote in the Senate. A refunding measure was passed by
Congress in 1878 that allowed silver coins to be used as legal tender for all
debts. President Rutherford B. Hayes, who had won the Ohio governorship
on the issue of specie payment resumption, vetoed that legislation because it
allowed public debt to be paid off with cheap silver. The president thought
this was unfair because the lenders had been told that they would be paid in
gold. Congress then overrode the president’s veto. This legislation, the Silver
Coinage Act of 1878, was a “compromise with the extreme bimetallists.”13 It
required the Treasury Department to buy between two and four million dollars in silver each month for coinage into silver dollars that were to contain
412.5 grains of silver. The act authorized silver dollars to be deposited with
the Treasury in exchange for silver certificates. These silver certificates became a new form of paper currency. Congress further voted in 1878 to reduce
the number of outstanding greenbacks, which restored them to par for the
first time since their creation. On December 17, 1878, “the premium on gold
disappeared for the first time since 1861.”14
“Free silver” was the principal issue in the congressional elections in 1878.
That such an esoteric issue could raise popular passion seems curious today,
particularly since most people did not want silver dollars for currency. Indeed, silver dollars were piling up in the banks because of the lack of demand
for their circulation. The banks in turn forced their silver dollars onto the
Treasury. A more pressing problem was the drain of the government’s gold
reserves. Some $20 million in gold was exported from New York in the first
half of 1877, further depleting already low reserves. In order to stop that flow,
the Treasury began acquiring gold through the sale of bonds. By the end of
1878, Treasury Secretary John Sherman had accumulated over $100 million
in gold in excess of outstanding gold certificates. In the following year, the
Treasury was able to acquire enough gold reserves to allow resumption of
specie payments. Thereafter, in 1882, Congress authorized the secretary to
receive deposits of gold and to exchange those deposits for gold certificates.
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None of this satisfied the free silver advocates. The Greenbackers elected
twenty-six congressmen in 1880. The Greenback platform in 1884 expanded
its agenda to denounce “pooling,” stock watering, and discrimination in rates
and charges. It sought a graduated income tax. Benjamin F. Butler of Massachusetts was the National Greenback Labor candidate, which held its convention in Indianapolis. The National Antimonopolist Party met in Chicago in
May of 1884 and nominated Butler as their presidential candidate. The Greenback Party, however, only drew 133,000 votes in 1884. That drop in popularity seems to have been due to the fact that Greenbackers were joining the free
silver movement that began to manifest itself in the political parties in 1877
and 1878. The free silver advocates sought a valuation of silver against gold
at a ratio of sixteen to one. These inflationists believed that silver could be
used to increase the money supply. They thought that the adoption of a silver
standard would result in increased commodity prices to the benefit of farmers. The agitation for restoring silver to free coinage gained strength from the
increased production of silver in the West. Between 1850 and 1860, over 26
million ounces of silver were mined in California. The amount of silver being
produced in the United States increased from about $12 million in 1869 to about
$45 million in 1878. This caused silver prices to fall for several years. The United
States government even began efforts to support the price of silver.
The silver movement promoted its program through a propaganda piece
entitled Coin’s Financial School that was written by William H. Harvey. This
publication sold some 300,000 copies. A silver convention was held in St.
Louis in 1879, supported by mining investors and by the “Miners’ Stock Exchange of St. Louis.” The free silver movement was itself gradually merged
with the populist cause, which was represented by the People’s Party of America
or the Populist Party, as it was more commonly known. The Grangers and the
Northern and Southern Alliances were all part of the populist movement, which
sought easy money and government regulation of business.15 The Populist
Party wanted the federal government to issue $50 to each citizen. The Populists thought that a gold standard was a “vast conspiracy against mankind.”16
They sought unlimited coinage of silver, allowing debtors to pay their lenders
with cheap money. The populists thought that the monetary system should be
regulated by the government to make farm prices higher and life easier for
farmers. In short, they wanted inflation. The Northern Alliance wanted federal government loans in greenbacks for up to 50 percent of the value of
farms. An Alliance convention in 1889 sought to create warehouses and grain
elevators that would be owned by the federal government. Under this scheme,
farmers could place their crops in the warehouses and borrow against those
crops at low interest rates. The farmers would be paid for their crops in greenbacks or negotiable certificates of deposit. That plan was not adopted, but a
variation would emerge in the next century.
The farmers’ Alliance began attacking Wall Street. One of its leading advocates, Mary E. Lease, charged that “Wall Street owns the country. It is no
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longer a government of the people, by the people, and for the people, but a
government of Wall Street, by Wall Street and for Wall Street.”17 General
James Weaver was nominated in 1892 as the People’s Party presidential candidate. His campaign sought the creation of federal subtreasuries that would
receive wheat and other farm products and issue paper money against those
commodities. Weaver lost the election, but the People’s Party did obtain representation in Congress in the following years. In a concession to the strength
of the growing free silver movement, Congress enacted the so-called Sherman
Silver Purchase Act of 1890. It required the compulsory purchase by the federal government of up to 4.5 million ounces of silver per month, as well as the
issuance of legal tender notes redeemable in gold or silver. This legislation
declared that it was the policy of the United States to maintain gold and silver
on a parity under existing legal ratios. This act allowed silver certificates to
be exchanged for gold at the Treasury Department, resulting in an enormous
accumulation of silver in the Treasury. Some $380 million worth of coins and
additional bullion, which together totaled almost 5,000 tons of silver, had to
be stored by the government.
Speculation in Bullion
After the enactment of the Sherman Silver Purchase Act, the NYSE created
negotiable certificates that were backed by deposits of silver and were traded
on the exchanges just like any other security. Other forms of speculation were
encouraged by this legislation. “American silver producers and a combination of owners of silver in New York, London, and on the Continent . . .
engaged in a gigantic speculation in silver to raise the price to $1.29 an ounce
during the week following passage of the act. The speculation failed and the
price of silver collapsed.”18 By December of 1890, however, the price of silver had risen from some 93 cents per ounce to $1.21. Charges were made that
a silver pool composed of several congressmen and senators had made over
$1 million on that price rise. An investigation by Congress revealed little, and
speculation continued. Silver prices had dropped by June of 1893. This allowed the holders of silver certificates to profit handsomely by exchanging
their certificates for gold at a much higher value. Gold was being withdrawn
from the Treasury after the Panic of 1893 because of the concern that there
would be another suspension of specie payments. Some $60 million in gold
was exported from the United States in 1893. Gold reserves were cut almost
in half from $121 million in 1893 to less than $66 million in February of
1894. The government began issuing bonds to obtain gold, but this did not
increase gold stocks. The New York Times asserted in 1893 that the Sherman
Silver Purchase Act had not been successful in stabilizing prices. In fact, the
price of silver had dropped substantially in trading on the NYSE, although
there had been a brief bull speculative run-up. The Sherman Silver Purchase
Act had the further effect of encouraging European banks to buy large amounts
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of gold in the United States. Over $54 million of gold was exported, which
sharply reduced the government’s gold stocks,19 as large capital outflows went
to London. This was an early example of “hot money” flowing across borders. The Sherman Silver Purchase Act was repealed in 1893, after President
Grover Cleveland called a special session of Congress for that purpose, but
the Treasury’s gold supply continued to shrink.
Coxey’s Army
A silver convention held in Denver in 1893 claimed that the country’s economic problems were due to a “conspiracy” to demonetize silver as a currency. The American Bimetallic League held a convention during this period.
On August 8, 1893, William Jennings Bryan delivered a three-hour speech
against the “goldbugs.” The Panic of 1893 and the resulting economic downturn added impetus to these claims. In 1894, “General” Jacob S. Coxey, a
Greenbacker and a Populist eccentric, led a march of unemployed men—
”Coxey’s Army”—on Washington, D.C., in pursuit of his scheme to require
the government to hire the jobless to build highways. These workers would
then be paid with irredeemable legal tender notes. “Coxey’s Army” demanded
the issuance of $500 million in legal tender notes for this purpose. Coxey also
wanted states, cities, and towns to be able to issue their own paper money.
One marcher in Coxey’s Army had a sign stating “Death to Interest on Bonds.”
Jacob Coxey even brought his infant son, Legal Tender Coxey, to protest
government monetary policies. Coxey’s Army was dispersed by the police,
and Coxey was arrested for walking on the grass.
The free silver movement continued. A National Bimetallic Union was
established in 1895, and a National Silver Committee was formed. A weekly
publication entitled The Bimetallist began circulating. The opponents of free
silver coinage formed their own leagues. The National Sound Money League
published a weekly Sound Money circular. The American Bankers’ Association endorsed what was called the “Baltimore Plan,” which sought an assetbacked currency guaranteed by the federal government. In the meantime, the
money supply in the United States shrank from $2 billion in 1865 to $1.5
billion in 1890. Arguments were made that the whole issue of silver versus
gold had already been preempted by the fact that the country was operating
chiefly on paper money and credit instruments that were not backed by specie.
The silver opponents pointed out that the certificates issued by the New York
Clearing House Association had come to play a key role in the panics that
were besetting America by providing liquidity through paper money. Those
certificates were used in 1873, 1879, 1884, 1890, and 1893 to expand the
money supply in times of stress. In addition, checks constituted a majority of
banking transactions by 1892. Clearinghouse certificates, checks, and other
paper instruments were allowing over 90 percent of the country’s business to
be conducted on credit, leaving little need for a large volume of specie trans-
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actions. Another survey conducted in 1896 concluded that 80 percent of deposits at the national banks were made through paper transfers.
Government Gold Stocks
The government’s gold reserves continued their decline, falling to $68 million in January of 1895 and to $45 million a week later. By February of 1895,
the rate of withdrawal was such that the government was within three weeks
of defaulting on the national debt. A dramatic meeting between President
Cleveland and J.P. Morgan led to the formation of a syndicate by the private
investment bankers that was used by the government to bolster its gold stocks
in 1895. Morgan advised the president that drafts were being drawn on the
New York Subtreasury for $12 million. At that time, only about $9 million in
gold remained in the government’s vault. If those drafts were presented, the
government would have to default on its debt. Morgan proposed that a syndicate of international bankers be formed to provide the Treasury with gold. An
agreement was reached under which the government was to buy 3.5 million
ounces of gold from the Morgan syndicate at $17.80 per ounce. Payment was
to be made in thirty-year bonds at 4 percent interest. The syndicate was to
procure half of the gold abroad. The syndicate managers were J.P. Morgan &
Co. and August Belmont & Co. The latter firm was acting on behalf of the
Rothschilds. The syndicate agreed to protect the Treasury from gold withdrawals during the period of the loan by controlling the foreign exchange
market. The syndicate sold the government’s bonds within a few hours in
London and New York at $112.25. The Morgan syndicate was not completely
successful in obtaining gold from abroad. The offering drew only about half
the amount of gold being sought from Europe. Nevertheless, the government
was able to meet its obligations. That was the closest that the government
would come to defaulting on its debts until 1995.
The bond sale for gold helped restore confidence, but the profits made by
the syndicate raised criticism. This episode, known as the “conspiracy of international bankers,” furthered distrust of financiers in America. Moreover,
the syndicate’s efforts were undercut several months later when a New York
coffeehouse began offering exchange at rates below the syndicate’s. The coffeehouse presented a large number of greenbacks to the Treasury for redemption in gold. That gold was then shipped to London to cover the coffeehouse’s
sterling drafts. W.H. Crossman & Co. shipped some $2 million of gold to
England to cover its sterling bills that it had sold at rates lower than those set
by the syndicate bankers. The following month another $65 million in gold
was shipped to London from the Treasury. This depleted the Treasury’s gold
stocks once again. President Cleveland warned Congress that government
gold reserves had reached dangerously low levels. At that time, there were
orders for more withdrawals, which were threatening the government’s ability to meet its obligations. The president asked for congressional action to
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alleviate the situation.20 That aid was not immediately forthcoming. In January of 1896, however, the Treasury was able to issue a 4 percent loan for $100
million, which allowed the Treasury to increase its gold reserves substantially. J.P. Morgan & Co. purchased some $62 million of this issue.
A Cross of Gold
The proponents of an inflated currency continued their campaigns. The presidential election of 1896 turned into a struggle over the silver issue. The Democrats adopted a silver plank in their platform, and William Jennings Bryan
was chosen as their candidate. The National Silver Party and the People’s
Party also nominated Bryan. The Republicans chose William McKinley, who
sought a gold standard, at least until a hoped-for international bimetallic agreement could be obtained. The campaign was contested over the role of gold
and silver in the country’s currency. The Republican campaign distributed
mock gold elephants and gold bugs as well as gold wheat sheaves. The Republicans held a “sound money” parade that was attended by 150,000 people
in New York.
The McKinley campaign was financed by assessments on industrial enterprises. Banks were assessed with 0.5 percent of their capital funds as campaign contributions by Marcus Hanna, McKinley’s campaign manager. Bryan’s
campaign was subsidized by the American Bimetallic League, which was
supported by mine owners, including William Randolph Hearst. Although the
silver issue was complex and sometimes more than a little turgid, Bryan’s
campaign was always a dramatic one. In one of the most famous speeches in
American history, he declared at the Democratic convention in Chicago in
July of 1896 that the demand for a silver standard is “a cause as holy as the
cause of humanity” and that “[h]aving behind us the producing masses of the
nation and the world, supported by the commercial interests, the laboring
interests, and the toilers everywhere, we will answer their demand for a gold
standard by saying to them: You shall not press down upon the brow of labor
this crown of thorns, you shall not crucify mankind upon a cross of gold.”21
This “cross of gold” speech electrified the nation, but it was not enough to
achieve victory for the free silver movement. Bryan lost his presidential bid
by some 600,000 votes. That defeat ended hopes for replacing gold with silver as the nation’s monetary standard.
Monetary Commissions and Conferences
The Monetary Commission established by Congress in 1876 had sought the
adoption of a bimetallic standard, but did not want greenbacks. That commission recommended a double standard of gold and silver that would maintain
bimetallism. Several efforts were made to create a bimetallic standard on an
international basis, but they never reached fruition. A uniform standard for
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coinage around the work was part of an unsuccessful quest for a worldwide monetary system. In the 1860s, the Berlin International Statistical
Congress had recommended that existing units of money should be reduced to a small number, divided decimally, and that the same degree of
fineness be used for coins. The International Bimetallism Conference met
in Paris in 1878 to establish a common ratio between gold and silver. The
conference verdict was that a gold standard should be used, and the conference urged that the gold five-franc piece be adopted as the standard
unit of value for coins around the world. The United States Congress refused to adopt this proposal. Subsequent international bimetallic conferences were convened in 1880 and 1881. They too were unsuccessful.
Another international conference on silver met in Brussels in November
of 1892. Nothing much would come of this conference either. Individual
countries were using gold to back their currency. England had been on
the gold standard since 1821, and the rest of Europe followed in the 1870s.
After the Franco-German War in 1870–1871, many European nations suspended silver coinage, and Germany went to a gold standard. This resulted in a drop in demand for silver.
An Indianapolis Monetary Commission that was formed in 1897 advocated gold as the standard for money in the United States. It set the stage
for the legislation that became the Gold Standard Act of 1900. That act
declared gold to be the monetary standard of the United States and prescribed a minimum reserve of gold to be held by the Treasury for the
redemption of currency. This officially put the United States on a gold
standard. Bryan made another effort to claim the presidency by attacking
the gold standard, but the increase of gold production around the world
“doomed Bryan to political failure.”22 A large American wheat crop in
1897, while wheat shortages prevailed around the world, alleviated the
farmers’ plight in America and undermined the Populists’ base. Although
defeated, the silver forces would never be entirely extinguished. They
would rise again during the depression in the 1930s and as late as 1980,
silver disciples were buying massive quantities of silver in the belief that
its “inherent” ratio to gold was undervalued. In 1998, another group of
speculators made a run on silver, only to retreat. Gold too lost its lustre at
the end of the twentieth century as many governments began selling their
stocks of that metal. But remnants of the gold and silver debate still linger. The Wonderful Wizard of Oz, the basis of the popular movie that is
largely used for the purpose of frightening small children, was originally
written in 1900 by L. Frank Baum as an allegory of the bimetal debate
that raged in the last quarter of the nineteenth century. Dorothy was the
innocent American public. The journey to Oz on the yellow brick road
represented the march by Coxey’s Army. The wizard was Marcus Hanna
and the scarecrow was the American Farmer. The cowardly lion was William Jennings Bryan.
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Government Circulation and Taxes
Other events were occurring in governmental finance, even as the free silver
debate raged. In 1869, the Secretary of the Treasury adopted a distinctive
paper for United States obligations and securities. This paper had colored
silk, cotton, and other fibers embedded in its structure to make counterfeiting
more difficult. The government made it a felony for individuals to have such
paper in their custody. After the Civil War and through 1873, the federal government continued to issue paper money in small amounts that ranged from
three to fifty cents. That paper money supplemented the $10 million of copper, bronze, and nickel coins that were circulating and being used for change.
On June 22, 1874, Congress enacted a statute that prohibited the use of foreign gold or silver coins as legal tender in payment of debts. This signaled an
end to the dependence on foreign currency that had been a mainstay of finance in America since its discovery. The number of coins in circulation was
being increased. Over 180 million coins were struck at the mints located across
the United States in 1900. This was a record. Those coins were valued in
excess of $140 million.
One continuing governmental financial issue was the level of tariffs that
should be imposed, an issue that had plagued the government since its inception. Other revenue raising measures were being considered. In 1866, a 0.2
percent general sales tax was enacted by Congress on items that were not
otherwise being taxed. But that tax would not last. The exemption from the
personal income tax that had been imposed during the Civil War was raised to
$2,000 in 1867, and the rate was reduced to 5 percent and then to 2.5 percent
before the tax was repealed in 1872. In 1870, the gross receipts, sales, and
inheritance taxes were eliminated. The Populists continued to seek a graduated income tax, and Congress obliged by passing such a tax in 1894. That
legislation provided only a short-term victory for populism. In Pollock v. Farmers’ Loan and Trust Company, the Supreme Court ruled that the income tax
was unconstitutional.23 This decision reversed an earlier opinion that had upheld
the income tax adopted during the Civil War. An inheritance tax was enacted in
1898, and Congress imposed a tax on the gross receipts of corporations.
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2 The Gilded Age

Mark Twain’s novel The Gilded Age, published in 1873, forever marked the end
of the nineteenth century as an era of speculation and grasping wealth. Enormous
fortunes were made in railroads, steel, oil, and other industries after the Civil
War. Great mansions were built, and extravagance became a duty of the rich.
Criticism quickly followed. It was during this period that Thorstein Veblen’s The
Theory of the Leisure Class brought the term “conspicuous consumption” into
common usage. Although examples of excessiveness and lavish entertainment
were legion, one of the more amusing soirees involved a dinner served indoors to
riders on horseback in formal attire at a cost of $250 a plate.
The Wealthy Class
The number of wealthy people who could engage in such frivolity was growing.
By 1892, there were over 4,000 millionaires living in the United States. They
were concentrated in the transportation and merchandising industries, but banking and brokerage firms accounted for about 350 of the superrich. “There were,
besides, 65 millionaire lawyers, ‘presumably corporation lawyers.’”24 The “captains of industry” assumed the helm during this period. Cyrus McCormick, inventor of the mechanical reaper, built a substantial fortune from the Civil War
and its aftermath. His reaper was said to have released regiments of men from
the fields to fight the war, as well as supplying the army with bread. Secretary
of War Stanton stated that “without Mr. McCormick’s invention, I fear the
North could not win and the Union would be dismembered.”25 Philip Armour
had launched his rise to dominance in the meat industry during the Civil War,
and his operations expanded thereafter. The Vanderbilt fortune was still growing, and William Randolph Hearst was building a publishing empire.
Andrew Carnegie
Another industrial titan, Andrew Carnegie was, in the first instance, a financier. His fortune began with an oil speculation and a stock investment of a
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mere ten shares in the Adams Express Company. Carnegie made about $18,000
on an investment in the Columbia Oil Company. He had given a note for that
stock, which he paid off from his profits. In one transaction around 1873,
Carnegie arranged for the Allegheny Valley Railroad in Pittsburgh to swap $5
million of bonds for Philadelphia & Erie Railroad 6 percent bonds that were
held by the Pennsylvania Railroad. In addition, he had the Pennsylvania Railroad loan the Allegheny Railroad $250,000 to relieve its cash problems.
Carnegie was given a sixty-day option on the $5 million in Philadelphia &
Erie gold bonds at ninety cents on the dollar. Carnegie then arranged to have
these bonds sold in London through Baring Brothers. Although Baring Brothers withdrew from the transaction, Carnegie arranged to sell the bonds to
Junius Morgan. Carnegie’s early speculations were aided by inside information provided by a railroad executive who had taken Carnegie under his wing.
Even so, Carnegie’s real wealth was acquired by his own industry and
shrewdness. Between 1867 and 1872, Andrew Carnegie sold $30 million of
stocks and bonds, mostly in Europe. He then became a businessman. Carnegie
came to be a believer in the Bessemer process, and his faith in steel would be
rewarded many times. A steel bridge was constructed in 1874 across the Mississippi River at St. Louis. It was followed by bridges everywhere, and structural steel was being used for skyscrapers and other construction prior to the
turn of the century. Demand seemed to be unlimited. Carnegie obtained control of the Edgar Thomson Steel Works, which generated a 42 percent profit
in 1877. Three years later, it would earn more than $2 million. That was only
the beginning. The Carnegie Steel Company Ltd. was formed in 1892 and
was capitalized at $25 million. Eight years later, Carnegie Steel had profits of
$40 million.
Another magnate was Henry Clay Frick, the coke king. He was a partner of
Andrew Carnegie, but they had a falling-out and could not be reconciled. As
Carnegie lay upon his death bed, he asked Frick to set aside their differences.
Frick’s response was “[t]ell Mr. Carnegie I’ll see him in hell, where we both
are going.”26 Frick had some basis for that prediction, as least as it applied to
himself. He aroused much animosity in America with his sometimes bloody
wars with organized labor. Charles M. Schwab was another industrial giant
who rode forward on Andrew Carnegie’s coattails. Schwab became president
of the Carnegie Steel Company in 1897.
John D. Rockefeller
Petroleum was the source of the most famous fortune of all. That commodity
was “unknown to the census of 1860, but . . . in the year ending May 31st,
1880, yielded manufactured products valued at $43,705,218.”27 John D.
Rockefeller was at the center of those who profited from this product. He had
been a bookkeeper for a commodity commission merchant in Cleveland before entering business on his own. In 1860, Rockefeller invested a few hun-
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dred dollars in a petroleum venture that quickly became quite profitable.
Rockefeller hired a substitute for his service during the Civil War and used
his commodity sales operations to make profits from war needs. In 1862,
Rockefeller had profits of $17,000. This was quadruple the amount of his
prewar profits. Rockefeller was able to buy a kerosene refinery in 1863. Within
three years, Rockefeller’s kerosene sales exceeded $2 million.
Overproduction of oil in the 1870s resulted in oil prices dropping so low
that a barrel of oil sold for three cents less than a barrel of drinking water.
Rockefeller sought to solve that problem by controlling production. The Standard Oil Company of Ohio was formed by Rockefeller to carry out his goal of
complete dominance. This required Rockefeller to turn the partnership he had
with Henry Flagler into a corporation that was started with capital of $1 million in cash. Through this enterprise, Rockefeller quickly gained control, directly or indirectly, over seventy-four refining concerns. He did not stop there.
Rockefeller was able to undersell his competition by obtaining rebates from
the railroads for his large oil shipments. The size of Rockefeller’s shipments
even gave him sufficient bargaining power to claim “drawbacks,” which were
actually rebates drawn from the shipping charges of his competitors. By 1879,
Standard Oil Company’s cutthroat practices had allowed it to gain control of
about 90 percent of the refining capacity for oil in the United States. Rockefeller
was said to have offered fair prices, but if a refiner refused to sell out,
Rockefeller cut prices so low that the refiner was forced to yield or go bankrupt.
However, Standard Oil did not succeed in quashing all competition. The Sun Oil
Company was formed in 1890. It would become better known as Sunoco.
Rockefeller was, and still is, portrayed as a monopolist who strangled competition by any means. He became a favorite target of the press, and he gave
rise to a new breed of writers known as “muckrakers,” who created an animosity against large corporations that exists even today. By the 1880s, there
was a general feeling, at least among corporations, that a case against them
taken to a jury would result in an adverse verdict, a feeling that persists today.
At the end of the nineteenth century, the large corporations were threatening
small businesses and “appeared to constitute a sinister despotism” that was
endangering democracy and overshadowing the government.28 Rockefeller
was at the center of a flood of litigation brought by those he was throttling. In
1879, he was indicted by a Pennsylvania grand jury for conspiring to create a
monopoly. However, he could not be extradited from New York, and this
matter was settled in 1880, with little effect on Rockefeller’s enterprises.
The Standard Oil Trust
In order to shield his operations from further such attacks and to evade state
law restrictions on holding companies, Rockefeller adopted the concept of a
trust for his operations. Under this scheme, a board of trustees was assigned
all the capital stock of several companies. The trust was arranged so that the
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shareholders of several corporations gave up the control of their corporations
to the trustees. In return for their stock, the participants received trust certificates. The participants then elected the trustees according to their percentage
of ownership. The trustees controlled all of the businesses of the corporations. The trustees for the Standard Oil trust were John and William Rockefeller,
O.H. Payne, Charles Pratt, Henry Flagler, John Archibald, W.G. Warden, Jabez
Bostick, and Benjamin Brooster. All of this legerdemain was necessary because corporations were prohibited, at the time, from holding stock of other
corporations. In addition, under most corporation laws existing in the 1870s,
a corporation in a particular state could not own property outside the state.
The use of trustees was viewed as separating control from ownership, which
avoided or evaded these restrictions. This meant that, in theory, the individual
owners had given up control and were no longer colluding together. Instead,
“independent” trustees were making decisions that were designed to manage
the affairs of the beneficiaries, just as would any trust officer.
The Standard Oil trust stifled the cutthroat competition that was plaguing
the oil industry and provided order where there had been only chaos, but it
was not always a benevolent monopoly. At the end of the nineteenth century,
Standard Oil was bribing legislators for favorable bills. The “instrument of
choice” for political bribery was the certificate of deposit because it was “more
difficult to trace than a check.”29 Claims were being made in newspapers and
on Wall Street that the “Standard Oil crowd” was manipulating the stock market
in the 1890s. John D. Rockefeller did help out during the Panic of 1893 by
providing $6 million to save sixty-eight firms and individuals who were in
dire need of cash. Rockefeller provided $20 million to the J.P. Morgan rescue
effort to provide gold to the Treasury in the 1890s. Rockefeller had plenty of
funds to contribute to such rescue operations. Standard Oil, which operated
out of 26 Broadway in New York, paid over $100 million in dividends between 1882 and 1895. Dividends on Standard Oil shares were as much as 200
percent. Rockefeller was earning $20 million a year in 1895. Capital gains
were even more agreeable. Standard Oil share prices increased from $176 in
1896 to $458 in 1899. As the nineteenth century closed, the Rockefeller fortune was valued at some $200 million. It would reach $1 billion by 1913. Of
course, Rockefeller had a few setbacks. His son lost a million dollars of his
money in an investment in United States Leather in 1899 after being defrauded
by David Lamar, “the Wolf of Wall Street.”
Trusts and Pools
Other industries were facing overproduction because of improved processes
and competition. The result was often bankruptcy, as prices fell below production costs. In order to curb production and fix prices, industry members
formed “pools,” arrangements under which the producers agreed to limit their
production and to divide the market. These arrangements allowed the owners
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of the businesses in the pool to retain control of their own operations while
protecting themselves from competition. The “Big Four” of the meat distributors, led by Philip Armour, formed such a pooling arrangement in 1880.
Another pool was created by John (“Bet-a-Million”) Gates. Exploiting the
uncertainties over the patenting of barbed wire and evading the service of
summonses from its inventors, Gates Consolidated Steel and Wire Company
sought to monopolize barbed wire. There were other pools. One of the largest
was the Michigan Salt Association, which controlled about 85 percent of salt
output in the United States and could attack competitors using its monopoly
power. Another pool was the Gunpowder Trade Association, which was formed
in the early 1870s. It set output schedules and established prices. Members
were given quotas for production. The pools shared a common weakness.
Once it appeared they were making money, competition would set in and
wreck the pool. The American Wallpaper Manufacturers’ Association, which
sought to keep prices high, broke up when some of its members began selling
goods secretly at prices lower than those fixed by the pool. The Michigan Salt
Association sought to thwart such practices in its industry by forming a corporation. Each member of the pool was then given stock that was based on
one share for each barrel of its average daily capacity. All members of the
association had to agree to turn over their full production to the association.
Other industry groups resorted to the trust device used by Standard Oil, which
assured that control of each component company was centrally controlled. In
1881, the American whiskey industry formed an unsuccessful pool called the
Western Export Association. It was unable to control production, however,
and the Distillers and Cattle Feeders’ Trust was formed to assure central control over the industry.
The trust concept spread rapidly among the many industries that formed at
the end of the century. The new trusts included a Cottonseed Oil Trust, a
Linseed Oil Trust, a National Lead Trust, and a Binder-Twine Trust. The Sugar
Trust began operations in 1887. Its deed of trust provided for the several
corporate parties to maintain their separate organizations but to transfer their
capital stock to the trustees who administered the trust. The “father” of the
trusts was Charles R. Flint Jr. He organized trusts in starch, rubber, and other
commodities. Judge W.H. Moore, the lead partner in the Chicago law firm of
Moore Brothers, was another promoter of trusts. He organized the Diamond
Match Company, the Match Box companies, and a biscuits and crackers monopoly in the form of the National Biscuit Company. The latter trust controlled about 90 percent of the cracker-biscuit industry. Moore also organized
the American Tin Plate Company. Trust certificates were sometimes transferable and were the subject of trading. In 1887, the National Cordage Company
was formed. It was a trust that controlled some 40 percent of the rope industry. The National Cordage Company listed both its preferred and common
stock on the NYSE and was a favorite of speculators. The company sought to
expand its power even further through a hostile takeover of the Plymouth
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Cordage Company. That effort failed when a majority of the Plymouth shareholders adopted a modern-day “poison pill” in the form of a voting trust that
assured continued control of the company. By 1889, industrial trust shares
were trading more actively than other securities.
Holding Company Legislation
Although they achieved the goal of centralized control, trusts were cumbersome to administer. This gave rise to an opening for a state to attract corporations by allowing holding companies. A holding company could own and
control another corporation. That opportunity was seized by the governor of
New Jersey in 1888. After being advised by a New York attorney that New
Jersey could raise revenue by allowing one corporation to hold the stock of
another, the governor had such legislation passed. The New Jersey statute
made the cumbersome trusts unnecessary. The holding company allowed those
in control to “exercise genuine centralized management, unlike the old trusts
which only set prices and market quotas for their members.”30 The New Jersey statute freed corporations to acquire other corporations and encouraged
mergers. It soon became the “basic model for ‘modern’ state corporation statutes to this day.”31 The statute allowed corporations to have an unlimited life
and to be formed for any lawful purpose.32 Other states, including Delaware,
found it expedient to copy New Jersey’s approach, but they were too late:
New Jersey became a national center for the chartering of corporations. The
revenues received from corporate filing fees and franchise taxes allowed New
Jersey to abolish its property tax in 1902.
The trusts needed the New Jersey statute in order to survive assaults from
states without such protective provisions. A New York court held that the
Sugar Trust was unlawful in 1890. In 1892, an Ohio court declared that the
Standard Oil Company had improperly entered into the trust agreement in
which it surrendered its corporate authority to the trustees. After a long and
bitter fight, the Standard Oil Company of Ohio reorganized and became a
New Jersey corporation under the more liberal standards prevailing in that
state. The Southern Cotton Oil Trust was converted into a New Jersey corporation in 1892. Many other trusts and corporations followed. The law firm of
Sullivan & Cromwell in New York became known for its ability to transform
trusts and pools into New Jersey corporations overnight. There was plenty of
business for the lawyers.
Merger Mania
The New Jersey statute was just in time, as the country experienced a merger
mania in the 1890s. The American Smelting and Refining Company, the
American Woolen Company, the American Car and Foundry Company, the
American Hide and Leather Company, and the International Paper Company
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were all industry amalgamations. The iron and steel industries began merging
and consolidating into the Federal Steel Company, the Illinois Steel Company, the Minnesota Iron Company, and the Lorain Steel Company. Other
companies that were formed as a part of the consolidation of the steel business were the American Steel Hoop Company, the National Steel Company,
the National Tube Company, and the American Bridge Company. “Between
1898 and 1902, 198 trusts or giant new corporations were created in coal,
sugar, and other industries.”33 Ida Tarbell, the muckraking writer, would claim
that “the letters U.S.A.” were rapidly coming to signify the “United Syndicates of America” as the trusts and holding companies began to take over
much of the American economy.34 She might better have pressed those charges
against J.P. Morgan & Co., which was then starting to achieve the financial
dominance in America that it would maintain until the 1930s.
J.P. Morgan & Co.
The Morgan firm was actually started by George Peabody, who had owned a
dry goods store in Washington, D.C., around 1811. Peabody later moved to
Baltimore and established branches in Philadelphia and New York. In 1837,
he transferred his operations to London and formed the merchant banking
firm of George Peabody & Co. Peabody shipped goods between England and
America. In connection with that business, he was often left with substantial
balances or was asked to advance credit. This led to his becoming an investment banker. Peabody expanded his business to include the sale of bonds in
England that were issued by individual American states. Peabody’s reputation suffered a blow, however, when several of those states defaulted on their
loans. Nevertheless, his business continued to burgeon until the Panic of 1857
nearly ruined him. The Peabody firm was saved by an emergency loan from
the Bank of England in the amount of £800,000. Baring Brothers had to guarantee the loan, but the Peabody firm soon returned to prosperity without defaulting. Junius Morgan became Peabody’s partner in 1854. Morgan, a former
dry goods trader from Boston, was no stranger to finance. His father, Joseph
Morgan, was one of the founders of the Aetna Insurance Company. Junius
had become a partner with Morris Ketchum in New York in 1834. The firm
was known as Morgan, Ketchum & Co. Junius Morgan did not stay there
long. He became a partner in Howe, Mather & Co., a dry goods store in Hartford in 1836. Junius left for London in 1854, joined Peabody, and took over
Peabody’s business when he retired. The name of the London company was
changed to J.S. Morgan & Co. after Peabody’s death.
Junius Morgan suffered a large loss when Cyrus Field’s transatlantic cable
broke in 1858 after only a few weeks of operation. Morgan had more success
in financing France’s war with the Germans in the 1870s. He joined a syndicate that sold French bonds at fifteen points below 100 par. Although their
value quickly dropped to fifty-five, the French repaid the bonds at par. This
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enabled Morgan to make a large profit on the bonds that he held, as well as his
underwriting profits. Junius Morgan’s son was John Pierpont Morgan. J.P.
Morgan or Pierpont, as he was sometimes called, was born in the year of the
Panic of 1837. He joined the investment banking firm of Duncan, Sherman &
Co. in 1857, the year of another great panic. In 1862, Pierpont started his own
firm, J. Pierpont Morgan & Co. Pierpont had the aura of a robber baron in his
early dealings. During the Civil War, Pierpont paid a substitute $300 so that
he could avoid service in the Union army. This allowed Morgan to pursue his
business interests, including an infamous transaction that became known as
the Hall Carbine Affair. In 1857, army inspectors condemned a number of
Hall carbines as obsolete. When the Civil War began, J.P. Morgan helped
finance the purchase of 5,000 of those rifles by loaning $20,000 to an individual who had a contract to sell rifles to the Union army. The outdated Hall
carbines, which tended to explode on firing, were purchased from the army
arsenal in New York for $3.50 each in the transaction financed by Morgan.
They were then resold to the army through General Fremont in St. Louis at a
price of $22 apiece. The army refused to pay after their condition was discovered, but Morgan brought an action to enforce payment. The government was
eventually required to pay the full price of $22.
Pierpont speculated in the gold market during the Civil War. He noted in
1862 that gold was a “speculative value” at the NYSE and that it was “as
variable as the most speculative shares upon the list.”35 In one foray, Morgan
and Edward Ketchum purchased about $1.15 million worth of gold in 1863.
They shipped half of it abroad and sold the rest at a substantial profit. The
price rise was caused by the shortage that Morgan and Ketchum caused by
their own shipment. In another speculation, Pierpont gave his father in England an advance tip on the Union victory at Vicksburg by telegraphing him
through Canada. This allowed Junius to profit on Union bonds.
J. Pierpont Morgan & Co. was dissolved in 1864. It became Dabney, Morgan & Co. and was operating at 53 Exchange Place in New York. Dabney,
Morgan & Co. acted as a correspondent with the J.S. Morgan & Co. in London. In 1871, after Dabney retired, J.P. Morgan entered into a partnership
with the Drexel firm in Philadelphia. That firm had been created by Francis
and Anthony Drexel in 1841 for the purpose of conducting a foreign and
domestic banking business. When Morgan became a partner, the firm operated under the name of Drexel, Morgan & Co. in New York and Drexel & Co.
in Philadelphia. In 1893, Anthony Drexel died and a new partnership was
formed under the name of J.P. Morgan & Co. in New York and Drexel & Co.
in Philadelphia. By that time, J.P. Morgan was a leading investment banker.
This was due in part to the failure of Jay Cooke & Co. in 1873, which removed Morgan’s largest competitor. J.P. Morgan & Co. conducted its underwriting on a wholesale basis. It had no sales force or distribution facilities to
sell the securities, and Morgan had only one office in New York City and a
branch in Philadelphia. Morgan conducted most of his business in an office at
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the corner of Wall and Broad Streets in New York. J.P. Morgan and his partners
were “bulls” on America. This meant that they believed unreservedly in the growth
of America, particularly the railroads. Pierpont Morgan stated that “[t]he man
who is a bear on the future of the United States will always go broke.”36
J.P. Morgan became involved in a fight with Jay Gould and Jim Fisk in
1869 over the Albany and Susquehanna Railroad in upstate New York. Two
trains loaded with mercenaries hired by the opposing sides crashed into each
other and several people were shot before the state militia arrived. Morgan
seems to have prevailed in the maneuvering that followed with injunctions
and competing elections. The Morgan firm’s real plunge into the railroad
business did not come until 1879 when J.P. Morgan sold a large block of
shares held by William H. Vanderbilt in the New York Central and Hudson
River railroad system. This was done secretly abroad so as not to disturb the
market. The Vanderbilt transaction made large sums for Morgan and enhanced
his firm’s reputation. Pierpont Morgan would gradually, thereafter, assume a
position of leadership in American finance. Like Robert Morris, he would aid
the government in times of stress, while profiting personally as well. Pierpont
could be unselfish at times. He contributed to pensions for Generals Sherman
and Grant. In 1877, Pierpont Morgan organized a syndicate to provide the
army with $550,000 a month for four months because Congress had adjourned
without appropriating the necessary funds. He was eventually repaid, but there
was no assurance of that at the time.
Speculators and Financiers
In 1883, Theodore Roosevelt, then a member of the New York state legislature, charged that Jay Gould and other speculators were members of the
“wealthy criminal class.” That attack had no immediate effect. Gould, the
leading scoundrel on Wall Street, continued his depredations until his death
in 1892. Jay Gould’s son, George, inherited a $100 million estate from his father.
George was himself a swashbuckler and high spender, but the era of the robber
barons was ending. They were being replaced on Wall Street by financiers like
Morgan. “From 1884 onward the unanimous emphasis for finance capitalists
was on security and strength, not speculation.”37 Morgan and other financiers
took control over the major railroad systems in order to “rationalize an overexpanded industry and place railroads on a viable financial basis.”38 The financiers
sought to stop cutthroat competition through rate-fixing agreements. The railroad rate wars had previously resulted in fares that allowed passengers to journey from New York to Chicago for one dollar. Grain was transported at a loss
of 50 percent. By the 1880s, the railroads and pipelines were also locked in
mortal combat over the right to carry oil. The railroads had lowered their
rates until they were shipping oil at below cost. Many railroad systems were
financially unsound and went into receivership. European investors lost hundreds of millions of dollars as their railroad securities depreciated in value.
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J.P. Morgan & Co. became heavily involved in the refinancing of the railroads, such as the Philadelphia and Reading Railroad and the Chesapeake and
Ohio, that had experienced difficulties at the end of the century. Foreclosure
of a railroad was frequently followed by its purchase by the former stockholders, who were assessed with additional capital contributions to make the
railroad viable. Bondholders were required to accept lower interest rates and
were given common stock or other equity in return for this concession. In
other cases, as the railroads went into receivership, the bondholders assumed
control through their investment bankers. The railroads’ control was then placed
in the hands of voting trusts whose trustees were often hand-picked by financiers, such as Morgan. As a part of that process, the railroads were reorganized and subjected to the control of the investment bankers. Morgan
reorganized the Southern Railroad in the 1880s. He used a voting trust to
assure that he would retain control after its reorganization. J.P. Morgan & Co.
was the leader in railroad finance by 1880s. The firm took control of the long
troubled and much abused Erie Railroad in 1895. Morgan reorganized the
Northern Pacific, the Baltimore and Ohio, the Atchison, Topeka, and the Santa
Fe railroads. By 1898, J.P. Morgan exercised control over a nationwide system of railroads. By then, six major railroad groups were controlled by Morgan, Vanderbilt, and a few others, including E.H. Harriman. A few years later,
over two-thirds of all railroad mileage would be controlled by these groups of
financiers.
E.H. Harriman
E.H. Harriman was a self-made man. He had started working as a pad
shover and as an office boy in 1862 for DeWitt C. Hayes, a member of the
NYSE. Harriman was able to buy his own seat on the NYSE in 1870 by
borrowing $3,000. Harriman soon learned the ins and outs of trading. He
caught the eye of August Belmont, who authorized Harriman to trade up
to $1 million of Belmont’s funds whenever Harriman saw an interesting
speculation. Harriman made $150,000 in 1874 when he sold short to “Deacon” White, who was trying to corner the “anthracite stocks.” Shortly
thereafter, Harriman found himself on the wrong side of the market in a
manipulation involving Delaware & Hudson Railroad securities. Undaunted, Harriman became involved in a fight of the Dubuque & Sioux
City in 1886. His opponent was J.P. Morgan. Harriman prevailed in that
battle, but the war with Morgan had only begun. Like Morgan, Harriman
would drop his role as a speculator and became a financier, assuming
management control over large railroad systems in the 1890s. Harriman
became a director of the Illinois Central railroad in 1897. He then turned
to the Union Pacific, which he rebuilt with the assistance of Kuhn, Loeb
& Co. Harriman was a member of a syndicate that purchased virtually all
of the stock of the Chicago & Alton Railroad in 1899.
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International Finance
International finance was a growing business in America. The strength of the
financiers was exhibited when William R. Grace, who had left Ireland during
the potato famine to start a business in Peru selling bat guano, rescued the
government of Peru from bankruptcy in 1890. He assumed control of much
of that country’s silver. Grace would form a giant steamship line and involve
himself in other industries under the name of W.R. Grace & Co. In 1899, J.P.
Morgan & Co. refunded the Mexican debt. The amount was $110 million.
The firm was paid a commission of 1 percent. J.P. Morgan & Co. sold $225
million in bonds for Great Britain to fund the Boer War in South Africa. One
large foreign underwriting in the United States was the British National War
Loan of March 1900, which was issued to raise money to pay for that conflict.
J.P. Morgan & Co. acted as an agent for the Bank of England for American
subscriptions. In 1901, the Bank of England conducted another underwriting
through J.P. Morgan and other investment bankers in the United States for
$300 million. J.P. Morgan, Drexel & Co., Kidder, Peabody & Co., and Baring
Brothers acted as underwriters for a British Exchequer Loan in August of
1900 for more than $30 million. Still another Bank of England loan was underwritten in the United States in 1901 for £30 million. This signaled the
transformation of the United States from a debtor nation to a source of finance for Europe. “Between 1900 and 1913, nearly 250 foreign loans, with a
par value of close to $1.1 billion, were placed in the United States.”39
Public Finance
Public finance in America continued. In 1896, the federal government announced a $100 million bond issue that was conducted by a public bid. J.P.
Morgan purchased $38 million of that issue. J.P. Morgan was assisting the
government in building up its gold stocks at that time. Other fields of finance
and industry were growing. The revenue from telegraph operations in 1880
was over $16 million. This business was largely in the hands of the Western
Union company, which was a combination of more than fifty companies that
had been consolidated before the Civil War. Competition in the form of technology was posing a threat to Western Union as the century closed. Western
Union had turned down an opportunity to buy Alexander Graham Bell’s rights
to the telephone for $100,000. Realizing its mistake, Western Union tried to
develop its own telephone system, but the American Bell Company successfully sued Western Union for patent infringement. The Bell Company’s stock
then became a very valuable item, selling for as high as $1,000 per share. By
1880, the Bell company had assets of almost $10 million. A telephone wire
was strung between New York and Boston in 1884. This was the beginning of
“long distance.” The American Telephone and Telegraph Company (AT&T)
was created in 1885 to build long-distance lines for the American Bell Com-
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pany. AT&T took over the American Bell Company in 1900. By 1893, the
cost of a telephone call between New York and Chicago was a hefty $9 for
five minutes.
Electricity was another growth area for finance. George Westinghouse developed the alternating current dynamo that could send an electric current
many miles. This spurred electric growth across the United States and resulted in massive expenditures for the next several decades, as America sought
to electrify itself. One of the industry’s leaders was the Edison Illuminating
Co., which was organized by Drexel Morgan & Co. In 1899, Edison merged
with the Consolidated Gas Co. of New York, placing all of the lighting companies of New York in one group. The electric companies sometimes found
finance hard to obtain, but they were creative and were able to convince electrical manufacturers such as the Thomson-Houston Electric Co. to accept stock
and bonds in payment for equipment. Thomson-Houston formed the United
Electric Securities Co. to hold those public utility securities. The bonds of
this investment company were then sold to the public and Thomson-Houston
was thereby paid for its equipment. The General Electric Co., which was a
combination of Thomson-Houston and the Edison General Electric Co. of
New York, later formed its own Electrical Securities Corporation to sell securities it received in payment from public utility companies for electrical equipment. General Electric was threatened when securities it held in the Electrical
Securities Corporation dropped in value during the Panic of 1893. The company was forced to sell those notes for a fraction of their value to a syndicate
called the Street Railway and Illuminating Properties. The price of General
Electric stock dropped from $114 to $30 during the crisis. General Electric
was then saved by J.P. Morgan, who led a rescue effort of the company.
The tobacco manufacturers were consolidating. The American Tobacco
Company was formed by the Duke family in North Carolina in 1890. It was
composed of five of the major cigarette manufacturers. James Duke was its
president. The tobacco industry would grow significantly as this pernicious
habit spread among the population. Other industries were following this trend
of consolidation, and the corporation was providing the framework for their
mergers. By the end of the century, some two-thirds of all manufactured goods
were being produced by corporations. A new threat had appeared in the form
of government regulation. Heretofore, the government had been content to
leave industry to its own devices. That attitude changed at the end of the
nineteenth century as the result of the accumulated abuses of the robber barons and the trusts.
Government Regulation
The Hepburn Committee, established by the New York state legislature in
1879, uncovered secret agreements between railroaders and oil refiners that
set rates noncompetitively. This spurred demand for reform and controls on
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the increasing concentration of wealth. Chester A. Arthur sought to impose regulatory controls on the railroads when he became president. It
took years of debate in Congress, however, before the Interstate Commerce Act was passed in 1887. This legislation was modeled after an
English statute that had been enacted in 1854 and on earlier state legislation that had sought to regulate the railroads. The Interstate Commerce
Act was the first effort by the federal government to regulate business in
any serious manner. The intent of the act was to prohibit rebating, to require reasonable rates, and to prohibit abusive practices such as rates that
were higher for short hauls than for long ones. The act created an Interstate Commerce Commission (ICC). Although the ICC was not particularly effective, because of battles over its authority, it did establish the
power of the federal government to regulate commerce and industry. As
such, the ICC would set a precedent for the later enactment of the federal
securities laws and other government regulation of industry. The message was sent: government would no longer stand on the sidelines when
the operations of the financiers appeared to injure the public.
One reform that was not passed was a federal incorporation statute.
John D. Rockefeller advocated the adoption of such a law before the Industrial Commission hearings in 1898 in order to avoid multiple state
regulations and restrictions. More threatening to the financiers was antitrust legislation. The fear of monopolies was a legacy from England, where
the Crown had freely granted monopolies to favored merchants. The result of those monopolies was high prices of many commodities. Opposition arose to the numerous grants of monopoly that had been handed out
by Queen Elizabeth in the early 1600s. After protests in the House of
Commons, Elizabeth agreed to reform this process. In America, populists
feared any form of concentrated wealth as a monopoly, not just those
granted by government. In 1888, a committee of the House of Representatives investigated the Standard Oil and sugar trusts. The committee concluded that the trusts were formed in order to avoid charges of conspiracy
to control prices or production that could be criminally prosecuted. That
was exactly their purpose, and concerns with those practices led to the
passage of the Sherman Antitrust Act of 1890.
The Sherman Act had been preceded by antimonopoly legislation in
thirteen states that prohibited monopolies and monopolistic activities such
as price-fixing. The state statutes were not particularly effective. The
Sherman Act initially met a similar fate and was not enforced with any
great enthusiasm. An action against the E.C. Knight Company under the
Sherman Antitrust Act was thrown out by the Supreme Court in 1894.
The Court found that the activity in question (sugar refining) was not
being conducted in interstate commerce. This victory allowed the financiers to continue their consolidation of American industry. That unchecked
consolidation and attending abuses led to a general view by the public
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that finance and great wealth were inherently evil. The wealthy also lost
one of their few champions when the novelist Horatio Alger died in 1899.
His novels, which promised wealth, fame, and success to those who worked
hard, had sold over 20 million copies. Despite Alger’s success, however,
the public perception of great wealth as evil remained. We should, however, remind ourselves that “[t]he great capitalists of the 19th century,
particularly Andrew Carnegie and John Rockefeller, pioneered American
philanthropy.” 40
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3 Money, Banks, and Trust Companies

Some 1,600 national banks were chartered under the National Banking Act
by 1866. That number would increase to over 2,000 by 1875 and to 3,500 by
1899. The formation of state banks became more popular than national banks
in the late 1880s, however, because note issuance became less important. The
deposit business and checking were becoming dominant. The state banks could
conduct those businesses as easily as the national banks and at a lower cost
because of lower state capital requirements. A chartering race arose during
this period between the Comptroller of the Currency and the states.
Dual Banking System
In the Gold Standard Act of March 14, 1900, Congress amended the Banking
Act to reduce the capital requirements for national banks in order to encourage their growth. This resulted in an increased number of national banks. By
then, however, the state banks outnumbered the national banks by two to one.
This created a truly dual banking system, and banks were operating in more
than 7,000 communities in the United States at the end of the century. Between 1890 and 1911, the number of banks in the United States increased
from 10,000 to 25,000. Not all states were encouraging banking growth. The
Texas constitution prohibited the creation of new banks between 1876 and 1904.
Banking Giants
The banking giants that emerged after the Civil War included T. Mellon and
Sons in Pittsburgh. Founded by Judge Thomas Mellon, the bank quickly increased the value of its shares from $100 to $2,000. This institution converted
to a national bank at the end of the century, becoming the Mellon National
Bank. The Mellons expanded their banking empire further through the Union
Trust Company and the Union Savings Bank. These banking connections allowed the Mellons to gain control over vast industrial empires in coal and
365
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steel, railroads, electric companies, and other enterprises. His son and Secretary of the Treasury under Presidents Harding, Coolidge, and Hoover, Andrew Mellon, would fund the National Gallery of Art in Washington, D.C.
The First National Bank of New York was founded in 1863 by John Thompson and George F. Baker. The First National Bank had no branches and
conducted very little consumer retail business as a bank. It grew quickly during the Civil War through the sale of government bonds and government deposits. John Thompson ran into financial difficulties during the Panic of 1873
and was forced to sell his interest in the First National to Baker, who had
worked closely with the New York arm of Jay Cooke & Company. Several of
the members of the Cooke organization in New York joined the First National
Bank. This provided the bank with underwriting expertise that proved useful
when the Treasury Department began refunding the Civil War debt. A portion
of the underwriting in that refunding was conducted by a syndicate headed by
N.M. Rothschild & Sons in London. That syndicate consisted largely of European bankers, but the First National Bank was also involved. This greatly
increased the stature and size of the First National Bank. George Baker and
his First National Bank formed a close relationship with J.P. Morgan, adding
further to its prestige and business.
Meanwhile, John Thompson founded the Chase National Bank in 1877. It
was named after Salmon P. Chase, the reluctant father of the greenback and,
more enthusiastically, the national banking system. The Chase National became a “banker’s bank” by acting as a correspondent for other banks, particularly western banks.
Another emerging behemoth was the National City Bank in New York.
The City Bank had to be saved from failure in the Panic of 1837 by John
Jacob Astor. One of his representatives, Moses Taylor, joined the bank’s board
of directors. Taylor, who had been lending on commercial paper, became a
driving force behind City Bank for many years. City Bank became a national
bank in 1865. James Stillman, who had previously worked in a cotton commission firm in New York, assumed control of the National City Bank in
1882. He made it an even more important force in finance. Under Stillman’s
guidance, the National City Bank joined forces with William Rockefeller, the
brother of John D. Rockefeller. The National City Bank became Standard
Oil’s main bank, and it was often referred to as the “Oil Bank.” The National
City Bank was the largest bank in New York City by 1893, with deposits
exceeding $100 million. In the 1890s, Stillman started a foreign exchange
department in the bank that dealt in gold and other exchanges. Stillman and
the City Bank aided E.H. Harriman in his various acquisitions. Harriman joined
the board of the National City Bank, as did Henry H. Rogers and Jacob Schiff
of Kuhn, Loeb.
City Bank became a leading underwriter in 1895 when it worked with Schiff
at Kuhn, Loeb to reorganize the Union Pacific Railroad. By this time, the
First National Bank, which was closely connected with J.P. Morgan & Co.,
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had become a rival of the National City Bank. Their relationship did not involve cutthroat competition. An agreement was reached among the City Bank,
the First National Bank, and J.P. Morgan & Co. to the effect that, on any
issues of securities originated by any of the three, the originating house would
sell 50 percent and the other two would each take 25 percent. The National
City Bank did sometimes take daring risks. A syndicate composed of James
Stillman and William Rockefeller and individuals from the Standard Oil Trust
formed the Amalgamated Copper Company in 1899. They used that company
to take over the Anaconda Copper Company. The syndicate paid for that purchase with a check for $39 million drawn on the National City Bank with the
understanding that it would not be cashed immediately. The name of the merged
company was the Amalgamated Copper Company, and a public offering of
$75 million was made. This provided these financiers with a profit of $36
million. In other words, the purchase paid for itself through the good offices
of the National City Bank.
William B. Barnett formed the Bank of Jacksonville in 1877. It would
evolve into Barnett Banks, Inc., in the next century. The Importer’s and Trader’s
National Bank of New York established the first credit department in the 1880s.
By 1900, the use of credit departments by banks was common. These departments analyzed the creditworthiness of potential loan recipients.
Banking Regulation and Operations
Loans were made either at a discount or on interest. A discount involved a loan
in which the interest charge was deducted in advance by the bank. A loan made
to a customer at interest required periodic interest payments and payment of the
full principal at the end. Usury laws frequently set 6 percent per annum as the
maximum permissible interest charge. Nevertheless, usury laws varied widely.
Minnesota allowed a maximum rate of 12 percent in the 1870s, while Kentucky
imposed a 6 percent limitation. Louisiana limited maximum interest charges to
5 percent. Installment purchases were becoming popular in the 1880s. “Borax”
stores, a reference to firms that sold cheap and shoddy goods, were using highpressure sales tactics and expensive installment credit to sell shoddy goods.
Bank regulation was increasing. All of the New England states except Rhode
Island had required bank examinations since at least 1863. By 1895, a total of
fifteen states had separate banking departments to regulate banks. North Carolina, the last of the states to recognize the need, did not have a banking regulatory agency until 1931. In 1882, Congress strengthened the 1869 legislation
that prohibited banks from overcertifying checks. William Jennings Bryan
sought to establish a deposit insurance fund after the Panic of 1893. He introduced a bill in Congress to that purpose, but no action was taken. Banks were
issuing certificates of deposit by the 1880s. Although the New York Clearing
House passed resolutions to prohibit the paying of interest on deposits in
1853, 1873, and 1884, the call money market continued its growth. A “loan
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market” was formed in New York at the end of the 1860s. It sought to facilitate and centralize call market borrowing. By the end of the 1890s, professional call loan brokers were gathering at the stock exchange each day to loan
money on call for margin trading.
Checking
Intercity check transfers were slow. Checks were often forwarded through
numerous banks and encountered long delays before they finally reached a
correspondent bank that could settle the check. A clearinghouse system in
Boston in 1899 arranged for checks to be forwarded to the bank of the customer writing the check for payment at par. If a bank refused to pay at par,
then there would be a charge when a customer cashed or deposited the checks
of that bank. Nevertheless, checks were increasingly used as a substitute for
cash. By the end of the Civil War, a large percentage of payments were being
made by check in New York and other cities. President Grant was among
those drawing checks on his bank, Jay Cooke and Co., before its demise. A
study conducted in 1881 by the Comptroller of the Currency, John J. Knox,
found that checks, drafts, and bills constituted over 90 percent of the receipts
of the national banks. Only about 5 percent of receipts were in paper money,
gold coin, or silver coin. The percentage of the amount of receipts of banks in
paper instruments varied widely. Nevertheless, they formed the bulk of most
banks’ business. The Comptroller of the Currency conducted another survey
in 1894 that revealed that almost 60 percent of retail transactions were conducted by checks or drafts. Within twenty years, the percentage of retail deposits at national banks in the form of checks was about 75 percent. Later
surveys would note that the average size of checks written on banks in the
United States was substantially smaller than that written in England. In
America, checks in amounts as small as fifty or even twenty-five cents were
common, while in England checks under five pounds were rare. This meant
that checks were filling the role of currency at all levels of American society.
Clearinghouses
The bank clearinghouses were a key part of the banking system. Their primary
object was to exchange checks and drafts between the member banks of the
clearinghouse and to settle balances resulting from those exchanges. The clearinghouse concept had spread to most major cities by the end of the century; the
Louisville Clearing House and the San Francisco Clearing House Association
both began their operations in 1876. The clearinghouses operated in a similar
manner. The members of the clearinghouses presented checks drawn against other
members on the preceding day. The accounts of the members were netted, and
those banks owing money paid that amount to the clearinghouse. Those banks
owed money received the balance from the clearinghouse.
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The clearinghouses provided a broad array of services to their member
banks, extending loans to the government, lending mutual assistance to other
member banks having difficulties, fixing rates of interest on deposits and
charges on collections, and issuing clearinghouse loan certificates. There were
two types of clearinghouse certificates. One form was issued against deposits
of gold coin, gold bullion, silver certificates, and legal tender notes. These
clearinghouse certificates were used as a convenience and to reduce the risks
of handling large sums of money and carrying cash through the streets to settle
clearinghouse balances. Members of the clearinghouse used such certificates in
settling accounts with each other. A second form of clearinghouse certificate was
issued against securities used as collateral and was employed only in a crisis, as a
means of relieving temporary stringencies in the money supply.
The use of clearinghouse certificates led to claims that the clearinghouse
had developed “into a marvelous instrumentality for the protection of the
community from the evil effects of panics and of bad banking.”41 A National
Monetary Commission would later note,
The great value of clearing-house loan certificates lies in the fact that they take
the place of money in settlements at the clearing house, and hence save the use
of so much actual cash, leaving the amount to be used by the banks in making
loans and discounts, and in meeting other obligations. The volume of currency,
to all intents and purposes, is expanded by this means to the full amount of the
certificates issued.42

The clearinghouse certificates proved their value during the panics and difficulties in 1873, 1884, 1890, and 1893. The Panic of 1884 resulted in several
suspensions, including two national banks, but the New York banks were able
to use clearinghouse loan certificates to settle their debit balances during this
crisis. In 1893, the banks suspended convertibility of deposits into currency,
which created a “currency famine.”43 Clearinghouse certificates were used to
alleviate that crisis. A congressional investigation would conclude that the
bank clearinghouses often held life-or-death powers over banks in times of
stress, since the clearinghouses could decide how much, and to whom, clearinghouse certificates could be issued as a substitute for cash.44
Money Markets
It has been noted with respect to the American economy that “the worst crises
always came in the Autumn, when rural banks drew money out of New York
to meet agricultural demand.”45 J.P. Morgan urged Congress in 1880 to create
an “elastic currency” that would expand and contract according to seasonal
demands. Congress did not react to that suggestion, but the federal government was learning that its purchases could affect money market conditions.
By 1887, the government was intervening in the money markets to supply
additional liquidity by buying bonds. In 1899, the Secretary of the Treasury
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began using the national banks as a means to stabilize the markets during
times of uncertainty. The secretary would, in addition to purchasing government bonds on the open market, prepay interest on government debt and place
internal revenue receipts as deposits at the National City Bank and other national banks for circulation. The secretary was seeking to act as a central
banker for the economy. His efforts would prove inadequate to the task, but
they were the predecessor of the open market operations conducted by the
Federal Reserve Board today. These activities were a recognition by the federal government that monetary policy could play an important role in managing the economy and combating the monetary stringency that accompanied
and exacerbated the panics that had become a regular feature in the markets.
On another front, the government began to integrate its Treasury operations into the private banking system. In 1878, the New York subtreasury
became a member of the New York Clearing House. The New York and Boston clearinghouses, thereafter, agreed to abolish gold deposits and to accept
legal tenders in discharging their obligations with each other. The greenbacks,
while still controversial, continued to function as a national currency. In 1875,
currency printing in the United States was moved from New York to Washington. Over $19 million in currency had been redeemed at the Treasury by
that time. Of that amount, there were just over 500 counterfeit bills totaling a
little over $5,000. “The five dollar counterfeit was the most dangerous one,
and the plate from which it was printed was finally captured by the Treasury
detectives.”46
Branch Banking
Branch banking was an established, but limited, practice in the United States.
Despite Alexander Hamilton’s concerns, the first Bank of the United States
had opened several branches. The second Bank of the United States had twentyfive branches in 1830. Some 100 branches were being operated by banks in
1834 and about 175 in 1861. The State Bank of Ohio, with thirty-six branches,
was one of the larger branch banks at the outbreak of the Civil War. Branch
banking by national banks was restricted under the National Banking Act.
The second Comptroller of the Currency, Freeman Clarke, had ruled that national banks could not branch. State banks converting to national banks were
allowed to maintain their prior branches but could not expand their number.
Although the Comptroller of the Currency sought legislation at various times
in the 1880s and early 1890s that would have allowed national banks to establish branches in small towns, Congress refused to pass such an act.
In 1895, branching was permitted in twenty states, but most branch banks
were intracity branches, and eight of those states later prohibited branching.
By 1896, thirteen states prohibited branch banking and many other states
considered it illegal. Charles G. Dawes, Comptroller of the Currency, was
among those who had come to oppose branch banking. He and other oppo-
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nents were concerned that large banks would become too powerful. This was
a reflection of the concern about trusts and other large corporations that was
developing at this time. The thought was that branch banking “would result in
building up a money power which would crush the small banks out of existence”47 and that “a choice must be made between one great ‘United States
Bank’ with ten thousand branches, and on the other hand ten thousand independent banks.”48 Proponents of branch banking contended that the opposite
would occur. Competition would be introduced and local banks would no
longer dictate high interest rates to consumers.
Between 1900 and 1902, several branch banking bills were introduced in
Congress. There was much debate about them, but the bills were not passed,
as a result of opposition from the country banks, which did not want that
competition. By 1900, only a few of the over 10,000 banks in the United
States operated branches, and they were mostly small banks. However, in
1898, the state of New York allowed New York City banks to establish branches
anywhere within a five-county area. This was a change from the state’s 1844
prohibition against branch banking. Groups of “chain” banks—that is, banks
that were jointly owned—had been operating in the United States early in the
nineteenth century. They were limited in their operations until state statutes
were amended to allow holding companies. Nevertheless, the trend was to
prohibit or tightly restrict branch banking. This resulted in “unit” banking in
the United States—that is, single bank units. These individual banks established correspondent banking arrangements with other banks in order to conduct interstate or even intercity banking transactions. The correspondents
borrowed from each other and referred business outside their geographical
area. Most country banks were most strongly dependent on their correspondent banking relationships in New York, which was the nation’s money center after the Civil War. Even so, correspondent banking frustrated efforts by
the city banks and their clearinghouses to stabilize liquidity during times of
panic because the country banks would withdraw their deposits.
Thrifts
The National Banking Act of 1864 prohibited national banks from lending on
real estate. Several states had such restrictions. That business went to the
savings banks and other lenders. Deposits in savings banks increased from
$10 million in 1835 to some $150 million dollars by 1860. The savings banks
grew even more with the enactment of the National Banking Act. The number
of savings banks increased from 278 before the Civil War to over 500 in
1888, when their assets amounted to some $450 million. These institutions
were located principally in New York and Massachusetts. In 1899, there were
130 savings banks in New York alone. They were the largest financial institutions in the state. By 1902, deposits in savings banks in New York exceeded
$1 billion. The number of mutual savings banks in the United States peaked
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at 666 in 1875. By 1960, the number had dropped to 514. The thrift business
began to change in the 1870s. The permanent share plan was in use, in which
shares in the enterprise were continually issued. Shareholder accounts were
kept separately and earnings were credited to those separate accounts. Later,
the so-called “nationals” became popular. They claimed to be savings and
loan associations (S&Ls) but were usually speculative schemes. There were
about 250 of these businesses operating in the 1880s. Most of them failed in
the 1890s.
The United States League of Loan Building and Loan Associations, which
became the United States Savings and Loan League, was originally organized in Chicago in 1892 by representatives from several state leagues. New
York was the first to regulate S&Ls. It required financial reports by these
institutions in 1875. Later, in 1892, they were subjected to supervision and
inspection by the superintendent of banks in New York. A savings bank panic
began in New York in 1887 and traveled through the northeast. That panic
was exacerbated by the discovery of a body that was gagged and bound and
placed in the savings vault of the Dexter Savings Bank. The victim was the
treasurer of that institution. “[T]wo noted crooks, Stain and Cromwell, have
since been convicted and are serving sentence as his murderers.”49
The savings banks did not receive deposits that were subject to check. This
reduced their competition with the banks, but competition existed between
savings banks and insurance companies. Savings banks sought to have their
depositors save now for later contingencies, while insurance companies sought
to “insure” against those contingencies. A concept known as savings bank life
insurance was introduced in 1872 by the Knickerbocker Life Insurance Company. These policies treated a portion of the insurance premium as a deposit
available for withdrawal. Few such policies were sold.
Specialized firms handled the farm mortgage business. One such firm was
J.B. Watkins Land Mortgage Company in Kansas. This firm resold mortgages: “later the mortgages themselves were placed in trust with the Farmers
Loan and Trust Company in New York, and served as backing for debentures
issued to investors—an arrangement that had the appeal of lower risk.”50 These
were very much like the mortgage-backed certificates that became popular in
the 1980s. They were also the precursors of other events, as evidenced by the
failure of several of these mortgage and loan companies.
Commercial Paper
Efforts were being made to create “credit insurance” in London in the 1890s
“to protect trading firms against defaulting creditors.”51 That device would
not bear fruit for another 100 years. Bills of exchange remained an important
part of international commerce. England was the center for the market in
these bills. Bills of exchange were often guaranteed by an acceptance house,
which later became known as a merchant bank. They included Barings,
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Kleinworts, Brown Shipley, Rothschilds, Hambros, and J. Henry Schroder &
Co. In accepting a bill of exchange, the merchant bank promised to pay the
bill at maturity, which was usually three months. Discount houses or the dealers in these markets would buy and sell these bills, often to a bank.
Missing from the financial scene were government money market instruments. “Short-term Treasury securities, the premier money market
instruments, were not issued until 1929.”52 In England, “discount houses”
borrowed from the Bank of England and loaned short-term money, which
created a money market. The United States did not have a comparable
mechanism, which led to the creation of the commercial paper market,
one of the few unique securities instruments created in America. Commercial paper is simply a short-term promissory note sold by a business,
usually at a discount and for two to nine months’ duration. These notes
permitted merchants to borrow on the open market more cheaply than
they could from their banks. Commercial paper was in use in the United
States early in the nineteenth century. There was an organized commercial paper market by 1850 in New York. Specialized brokers in negotiable paper operated in that market. Commercial paper estimated at more
than $700 million was outstanding in 1862 in New York City. A commercial paper operation was conducting business in Hartford, Connecticut,
in 1855. Even earlier, dealers were operating in commercial paper in Cincinnati and New Orleans. By 1867, twenty-four commercial paper dealers were
operating in Boston. The commercial paper market grew even more after the
Civil War and particularly at the end of the nineteenth century. By the 1880s,
commercial paper houses were operating in many major cities.
The individuals and firms handling commercial paper acted as brokers for
the most part, selling commercial paper from the issuer to customers. These
firms became known as “note brokers.”53 They were not exactly the institutional traders that their successors are today. Commercial paper dealers in
New York often kept their bills inside their hatbands. Commercial paper in
the 1890s had varying maturities, as well as differing issuers. There was iron
paper, railroad paper, grain paper, and terminal notes used in those industries.
Commercial banks became the largest purchasers of commercial paper, buying over $100 million of these securities in 1882. The investment banking
firms dealt in commercial paper and soon dominated the market for placing
such paper with banks and other investors. S. & M. Allen and its successor,
E.W. Clark & Co., traded in commercial paper in the West and South. Henry
Clews & Co. was a dealer in commercial paper on Wall Street. Clews called it
“mercantile paper” and noted that others had been dealing in such paper for at
least a quarter of a century before he became involved.54 John S. Kennedy
was another financier with an interest in the commercial paper market. Kennedy
began his career as a junior partner in the firm of M.K. Jessup & Co. In 1868,
he formed J.S. Kennedy & Co. to specialize in commercial paper and other
private banking services.
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Goldman, Sachs & Co.
Another commercial paper dealer, Goldman, Sachs & Co., “traces its origin
back to the year 1869, when Marcus Goldman started a small business buying
and selling commercial paper.”55 Goldman, a peddler who had earlier engaged in cotton brokerage and clothing sales, began buying the short-term
notes of small businesses, which he resold to banks and other purchasers.
Goldman formed a partnership with Samuel Sachs in 1882 to expand his commercial paper dealings. At that time, the firm that had been known as Marcus
Goldman became M. Goldman & Sachs. Three years later, the firm became
Goldman, Sachs & Co., after additional partners were added. Goldman, Sachs
expanded its business by engaging in foreign exchange, establishing a relationship with Kleinwort Sons & Co. in London in 1897. Goldman, Sachs
opened branch offices in Chicago, Boston, Philadelphia, and St. Louis before
the turn of the century.
Other Money Market Instruments
Another private money market device that was available after the Civil War
was the trade acceptance. This was simply a note given by a purchaser of
retail goods. The note was payable, usually a few months hence. This gave
the purchaser time to sell the goods and pay the note. The seller of the goods,
however, could obtain immediate cash by discounting the note to a bank.
Finance was developing in other ways. Goods were sold on “open account.”
This arrangement required payment within a specific time after the goods
were sold, usually from ten to ninety days. The buyer could pay cash in a
shorter time and receive a discount. Bank loans on warehouse receipts were
another method of finance. Cattle loans were popular in the livestock business, but firms that specialized in those loans, particularly the commission
houses, would suffer large losses from defaults in the 1890s.
Most bills of exchange were not backed with a bill of lading, but such
“documentary” bills were in use. The sight bill of exchange was being used
in the 1880s for foreign exchange. It had been introduced in the 1860s.
Brown Brothers & Co. was still dominating the foreign exchange market in
the 1880s. Brown Brothers took advantage of the stability of exchange rates
after resumption of specie payments and developed a currency conversion
table in the form of a printed wheel. The wheel allowed travelers to convert
their currency into other major currencies at prevailing rates. This conversion table was even printed on the traveler’s checks issued by Brown Brothers in London. The National City Bank began developing a foreign exchange
operation in 1873. By the end of the century, that bank was claiming that it
could disburse “any sum of money . . . in any city in the world within 24
hours.”56 Traveler’s checks were being sold as drafts on the Banker’s Trust
Company in New York City. A money order business was developed by the
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American Express Company in the 1890s. The banks tried to compete with
this mechanism by creating a money order scheme handled by the American
Surety Company.
The Trust Companies
The trust companies were playing an increasingly important role in finance.
These entities should not be confused with the investment trusts that evolved
into mutual funds or with the voting trusts used by monopolies such as Standard Oil and other combinations. The trust companies’ principal activity, until about 1850, was the management of personal assets, particularly estates.
One of the first trust companies was formed in 1818. It operated a commingled
trust in which investor funds were pooled for management. Another early
trust company was granted a charter in 1822. Originally named the Farmers’
Fire Insurance and Loan Company, this New York company changed its name
to the Farmers’ Loan and Trust Company in 1836. It was granted the power to
“assume and execute any trust which has been, or may be, created by any
deed.”57 Apparently, this was the first instance in which a corporation was
given the power to manage a trust. Later, in 1829, a group of financiers in
Philadelphia acted as trustees as a part of their commercial activities. There
was also something called “India Agency Houses,” which transacted business for trustees. The concept of the trust company spread further with the
organization of the New York Life Insurance and Trust in 1830, the Ohio Life
Insurance and Trust in 1834, and the Girard Life Insurance and Trust in 1836.
As can be seen from their titles, these early trust companies often sold insurance in addition to their activities as trustees. The first company to act exclusively as a trust company was the United States Trust Company, which was
established in New York in 1853.
Trust companies engaged in a broad range of business activities. They acted
as executors under wills and as trustees for managing personal and real property that was held in trust for beneficiaries named by the creator of a trust. By
1882, trust companies were acting as trustees under bond indentures that required the trust company to handle interest and principal payments for corporate bond issues. The trust companies maintained “coupon” accounts in order
to pay bondholders. Coupon holders usually had to present their coupons on
the due date at the trust company. This role made the trust companies a focal
point for bondholder committees and others who were reorganizing large companies. The trust companies soon became involved in the reorganizations,
providing opportunities for large profits. Trust companies also acted as transfer agents and registrars for stock issues of corporations. In that role, they
recorded stock transfers and directed and handled dividend payments. The
trust companies were aided in this activity by a NYSE rule that required all
listed stocks and bonds to have a paying agent in New York, as well as a
transfer agent and registrar. The trust companies had the power to act as a
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paying agent, but the banks did not. The trust companies acted as underwriters in stock offerings and participated in corporate promotions and speculative enterprises. The trust companies sometimes engaged in creative financing.
In 1879, the Central Trust Company in New York was a party to a stockborrowing arrangement: “On March 4, 1879, the Executive Committee approved the loan, on collateral, to Kuhn, Loeb and Company, of $100,000,
4.5% U.S. Government Bonds and $200,000 10–40s, at an interest rate of 2%
and returnable on demand.”58
Some trust companies issued fidelity and title insurance, acted as safe depositories, and served as fiscal agents for many corporations. Trust companies acted as guarantors of the debts of other persons—thus the “guaranty” in
the titles of some trust companies. The Guaranty Trust Company of New
York was one such company. It was chartered in 1864. The trust companies
began taking deposits, discounting notes, and making loans. By 1860, the
Farmers’ Loan and Trust Company in New York held over $1 million in deposits for trust customers. The trust companies paid interest on their deposits,
and depositors were allowed to write checks against their holdings. In the
1890s, the Old Colony Trust Company was advertising that deposits with it
were subject to check at sight and interest was allowed on daily balances on
$500 or more: “Special attention given to accounts with Ladies.”59 Although
the trust companies accepted deposits and made loans, they were not subject
to reserve and other restrictions imposed on banks. Another advantage for the
trust companies was the National Banking Act prohibition against banks lending more than 10 percent of their capital to any one person. Many banks
exceeded this restriction, but they did so at their peril. The trust companies,
initially, had no such restriction. The state-chartered banks and trust companies were given the power to engage in both commercial and investment banking activities even though national banks could not. In 1875, the Supreme
Court stated, with respect to national banks, that “[d]ealing in stocks is not
expressly prohibited; but such a prohibition is implied from the failure to
grant the power.”60 Later, in 1879, the Supreme Court ruled expressly that the
national banks did not have the power to deal in stocks.61
Trust Company Regulation
New York adopted a statute in 1887 that allowed trust companies to incorporate. Minnesota had a similar statute. The trust companies’ many advantages
resulted in large profits, and their stocks began trading in high ranges. In
1895, trust company share prices were averaging almost $500. By 1899, the
average price of a trust company stock had risen to almost $900. Quotations
in trust company stocks were reported regularly by 1877. In 1900, the trust
companies held some 26 percent of banking assets in New York. This growing competition did not escape the banks’ notice. The banking industry sought
to stop the regulatory disparity enjoyed by the trust companies, but some
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banks started their own trust companies so they could have the advantages of
both. The number of trust companies increased from 7 in 1865 to over 250 in
1890. Some 50 trust companies were chartered in New York alone between
1870 and 1900. Among the new trust companies was the Knickerbocker Trust,
which was chartered in 1874. It would touch off a national panic in 1907. The
trust companies had demonstrated their potential for causing distress much
earlier. The North American Trust and Banking Company of New York failed
in the early 1850s. It had issued secured notes in England. The failure of
another trust company, the Ohio Life Insurance and Trust Company, set off
the Panic of 1857. The Brooklyn Trust Company failed as a result of fraudulent speculations by its president and secretary in 1873. Several other trust
companies failed during the panic in that year.
Some regulation was imposed on the trust companies. Following the Panic
of 1873, New York enacted legislation that required trust companies to be
examined by the state superintendent of banking. This legislation prohibited
the deposits or loans of a trust company from being more than ten times its
paid-in capital and surplus. In 1899, the New York Clearing House changed
its rules to include a requirement that the trust companies file a weekly statement of their financial condition, which would not be published. Most of the
important trust companies in New York City agreed to these requirements
and became associated with the clearinghouse as nonmembers. Unless clearinghouse requirements were met, a trust company could not clear through a
clearinghouse member. These regulatory efforts did not slow down the proliferation of the trust companies. Their growth was spurred by the fact that insurance companies could invest in trust companies. This allowed the insurance
companies to engage in underwriting and other investment banking activities. One of the chief investment media of the insurance companies was the
National Bank of Commerce. It was an amalgamation of several trust companies. By 1904, the National Bank of Commerce was handling as much as half
of the money flowing in and out of New York.
The insurance companies were a growing force in finance. They poured
vast amounts of funds into the securities markets. There were plenty of funds
available for such investments. The assets held by insurance companies increased by some $1.3 billion between 1875 and 1900. Insurance companies
held such large sums in reserve for losses. Those sums had to be protected
and invested. In addition, the insurance companies were the recipients of large
cash flows from premiums that had to be managed. The assets of the life
insurance companies had been modestly invested and did not play a large role
in the financial predations and depredations that prevailed in the securities
markets immediately after the Civil War. Common stocks were only about 2
percent of the assets held by insurance companies between 1860 and 1880.
These were mostly railroad stocks. After 1890, life insurance companies began to participate more broadly in the securities markets. By that time, their
assets were large enough to attract the interest of Wall Street. The fire and
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marine insurance companies became large purchasers of securities. They
needed a place to earn a return on their cash reserves.
By the turn of the century, the insurance companies were providing large
amounts of finance for the railroads and other industries. Between 1898 and
1905, Equitable Life Insurance bought more than $200 million of corporate
bonds. The insurance companies became particularly fond of railroad bonds.
At the turn of the century, insurance companies were investing in 30-, 50-,
and 100–year bonds, most of which were issued by railroads. Occasionally,
there was a personal link between the board of directors of life insurance
companies and the banks that facilitated these arrangements. The insurance
companies began to collaborate with the banks in large-scale financing operations at the end of the century. The insurance companies were often allocated syndicate subscriptions in the huge reorganizations that occurred on
Wall Street during the 1890s.

Conclusion

The American financial system had come a long way by the end of the nineteenth century. Beginning with an economy where money was nonexistent,
the country was becoming an international power in financial and economic
terms. That journey was not an easy one. In the absence of money, the colonists were forced to use barter, trade for trinkets and beads, employ commodity
money, adopt bills of exchange, and create “fiat” money in the form of bills of
credit as a means to sustain commerce. Those devices created veins, however
narrow, through which commerce could flow, but they were not enough to
meet the demands of the rapid expansion the colonies were undergoing.
Efforts by English mercantilists to exploit the colonists imposed further
financial demands that were too much for the colonists to bear, and they rebelled. Seemingly, that rebellion should have been easily crushed. The colonies had no standing armies or financial resources adequate to resist the world’s
greatest power. Yet the colonists’ experience in the French and Indian Wars
provided the groundwork for organized resistance. The use of the colonial
bills of credit had also illuminated the way to financial independence. The
colonies had already discovered that those instruments could be used to carry
out their own governance without royal assistance. They had also learned that
bills of credit could be abused by their too generous issuance, and that lesson
would be repeated during the Revolution.
The Revolution was itself another significant step in the growth of American finance. The Continental bills of credit provided a means to raise and
fund an army that fought on through long winters and years of despair and
defeat. Their depreciation in value did not detract from the service they rendered to the quest for independence. Even so, the danger of inflation from the
overuse of such instruments was not forgotten, nor has it been even today.
The Constitution recognized that these instruments could be easily abused
and that through such instruments the individual states could seek their own
independence. That device was, therefore, denied to them. The Continental
bills did not so easily pass from the scene. The refunding debate would create
379

380

CONCLUSION

schisms that would lead to much political rivalry and many factions, as well
as providing us with a new capital. It would also jump-start the security markets in the United States and provide us with our first insider trading scandal.
That scandal underscored a continuing concern in finance. No matter how
sophisticated, every advance in finance was accompanied by fraud and overreaching by the unscrupulous.
The Continental bills did not provide us with a national currency. The banks
stepped up to furnish the country with that article by issuing their own notes
or bank bills, as they were called. Of course, banks themselves had to be
created in order to supply that currency. Alexander Hamilton was in the forefront of that development. The banking system envisioned by Hamilton was
breathtaking in its sheer ingenuity. Under his plan, a national bank would
have facilitated capital flows across state lines, while state banks met local
needs and competed with the national bank. The national bank would in turn
keep the state banks honest in their circulation of notes by requiring periodic
redemption in specie. Sadly, Hamilton’s scheme would be frustrated, first by
the expiration of the charter of the first Bank of the United States and then by
the destruction of the Second Bank by Andrew Jackson.
Jackson’s crusade prevented the development of a strong national banking
system and gave rise to a plethora of weak state banks, some of which were
the irresponsible “wildcat” banks. As a result, the country was left with a
most unstable currency and no national bank. Finance was set back at least
150 years by that very unnecessary struggle. Still, Alexander Hamilton’s great
foresight had come to rest on an idea that could not be resisted and would not
die until his dream was realized in the twentieth century through the creation of
truly national banks. To be sure, the present system is not entirely what Hamilton
envisioned, but doubtless it is close enough to have met his approval.
The securities markets were another product of the Revolution. William
Duer’s reckless speculations could be validly given credit for the attacks on
stock auctions that led to the Buttonwood Agreement, which formed the basis
for the creation of the NYSE. Robert Morris was another speculator who
would become a model for high-rolling businessmen. From those merchantspeculators would arise capital markets that would provide the basis for the
building of canals and the construction of the railroads, all of which demanded
vast sums of money, much of which was acquired in Europe. The NYSE and
the amorphous entity called “Wall Street” were called upon to supply the
capital that was raised in America, and the speculators saw to its liquidity, a
vital matter to any would-be investor. It is always entertaining to focus on
Wall Street scandals, but we must never forget the very serious, indeed vital,
role played by the financiers and speculators. They provided the means for
the economic development that would make America a dominant world power.
Even so, the financial system was flawed. Fraud and manipulation were frequent, and the mechanics of trading were crude. The rotation system employed by the NYSE would prove inadequate in a rapidly expanding and
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volatile market. That volatility would be given impetus by the telegraph, which
allowed almost instant communication of market information from distant
points for pricing securities. Like the Internet in the twentieth century, the
telegraph sparked a revolution in the markets.
The Panic of 1837 was a national trauma that the banks and Wall Street
could not prevent or stop. That event also illustrated how government actions
could destabilize markets and cause untold damage to the economy. The Panic
of 1857 was another reminder of the fragility of the financial system.
The Civil War cost many lives, but it also gave rise to charters for “national” banks and laid the groundwork for a national currency. There was
nothing really national about those banks. They were still local entities and
were given a federal charter only in order to provide a framework in which
the government could float its own currency. That currency was in reality
simply a promise to pay, much like the Continental bills of credit. The national banks were allowed to circulate notes secured by other bills. At the
same time, the state banks were barred, through an exorbitant tax, from further issuing their own bills, which were backed in many cases by illiquid
reserves or, in the case of wildcat banks, nothing at all. This tax allowed the
greenbacks to circulate more freely and provided a national currency for the
first time. Of course, the doctrine of unintended consequences came into play.
Before the Civil War, the banks issued their own notes for depositor obligations. In times of stress, the banks simply suspended specie payments, and
depositors received banknotes instead. This allowed the banks to avoid calling in their own loans, which action would only worsen a panic. The tax on
banknotes enacted during the Civil War stopped that self-help measure. Thereafter, banks had to close in times of crisis because they did not have sufficient
specie to meet depositor demands. The effect of this restriction was exhibited in
the increasing intensity of the panics that occurred after the Civil War.
The Civil War had other effects on finance. Jay Cooke demonstrated how a
national underwriting campaign could be carried out in a volume that staggered the imagination at the time. The insurance industry became an accepted
part of finance and grew rapidly. The commodity markets flourished during
this period as inflation wracked the economy. Futures contracts, which would
set off a revolution in finance in the last quarter of the twentieth century,
became a popular financial device for hedging and speculation during the Civil
War. Derivative instruments in the form of futures and options were abused in
Chicago and New York long before they created a crisis in the 1990s. During the
Civil War, the gold market in New York was often the subject of manipulations
that would culminate in the postwar corner of Jim Fisk and Jay Gould. Their
bold assault would be replicated by the Hunt family of Texas in 1979.
The securities markets were also the targets of speculators during the Civil
War, but from that era would derive the concept of continuous markets by
market makers. Evening exchanges where finance could continue past regular working hours were another Civil War product. This goal is still being
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pursued today. The Civil War made another point. Adequate finance and resources could spell victory on the field of battle. Outgunned, outmanned, and
outfinanced, the South was defeated despite its most determined resistance and
brilliant generalship. The Union not only held the moral high ground, but also
possessed the resources needed to impose its will on a rebellious Confederacy.
The speculative excesses of the Civil War carried over into later years. The
depredations of the robber barons can only leave us shaking our heads in
puzzlement at their audacity. These speculators had their brief hour on the
stage, at which we can marvel, but they were soon replaced by investment
bankers who approached finance from the perspective of selling value rather
than chance to investors. Another feature on the financial scene was the new
breed of entrepreneurs who put together vast national enterprises that would
more rationally provide goods and services in oil, machinery, railroads, and
other fields of endeavor. Their sometimes cutthroat practices and stupendous
success would also engender envy, resentment, distrust, and even hate that
would lead to a hunt for a “money trust” conspiracy that continues today. Of
course, the excesses of some of those entrepreneurs did not help matters.
Mansions, yachts, incredibly lavish entertainment, and other profligate spending only aroused criticism and envy. To alleviate that situation, many of the
superrich founded research institutions, art galleries, museums, libraries, and
even whole universities that enliven our society today.
The flaws in the financial system were becoming more glaringly apparent
in the last quarter of the twentieth century. The panics in 1873, 1884, and
1893 steadily increased in intensity. The inability of banks to issue banknotes
meant that they had to close their doors in times of crisis because depositor
runs would quickly drain their specie. Hoarding and currency shortages soon
followed. Clearinghouse notes provided some liquidity, but not all banks,
particularly the small ones, had access to that resource. The government refused to become involved and helped only gingerly, if at all, to restore liquidity in times of stress. This set of circumstances would prove to be a near fatal
flaw in the next century. The restrictions on branch banking that arose at the
end of the nineteenth century have been claimed by many to have weakened
the banking system. Those undercapitalized banks would create a national
crisis and impoverish a generation of Americans in the 1930s.
The debate over “hard money” would create other problems. The populists
sought a paper currency, while others demanded a return to specie payments.
Presidential campaigns were fought over this issue, and the hard money advocates appeared to have emerged victorious, at least temporarily, as the century closed. Bimetallism was another issue that bedeviled the country as the
Populists sought to inflate the currency and commodity prices. From this distant point, it is often difficult to follow all of their reasoning, but they laid the
groundwork for future efforts by the government to have the country spend
its way to prosperity.
Insurance companies were making their presence known as the century
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closed. Their accumulation of premium reserves was providing them with
vast sums that needed to be invested. That injected the insurance companies
into the financial mainstream. Some new entities were appearing, including
the investment trusts. This vehicle would, in the next century, first nearly
bankrupt the country and then provide the mechanism for the “ordinary”
American to gain wealth through the stock market. The trust companies arrived to fill niches left by the commercial banks. Their excesses would mount
quickly and set off a national panic in 1907 that would have long-lasting
consequences in American finance. It is now time to turn to those and other
events in the next volume of this history.
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