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PREFACE

ThHis is a book about politics and banks and history. Yet politicians
who read it will see that the author is not a politician, bankers who
read it will see that he is not a banker, and historians that he is not
an historian. Economists will see that he is not an economist and
lawyers that he is not a lawyer.

Had I been any of these, the book would not have been written,
probably, and the world, in the opinion of my more critical readers,
would have been no worse off. I agree. Yet it is written; and I
prayerfully abide the outcome.

I was led into writing it from some familiarity with banking, be-
cause of which I had found myself puzzled frequently by two
things. One was hearing history often invoked to support notions
about money and banking which I doubted if it could in fact sup-
port. The other was that in respect to the Bank of the United States
and Andrew Jackson, interpretations were offered and accepted
without attention to the obvious resemblance of that institution to
modern ‘central banks. My quest disclosed much besides what I had
set out to find. It disclosed, to my sense of evidence, that the Jack-
sonians were not peculiarly agrarian; that the Bank of the United
States was not “the money power”; that Nicholas Biddle was not
a schemer who deserved what he got; that debt in its significant
sense is not something distressing which the poor get into; and,
without going further, that- Americans have not been mostly ideal-
istic. I was also impelled to suspect that recent contemporaries who
had dealt with the things I was investigating had relied rather more
on inner enlightenment than on facts and that in consequence they
compared so unfavorably with their predecessors as to disparage
the doctrine that the world grows progressively better and better.

It seems to me that this book, whatever it should have been, is
not simply a history of banking. Instead, banking is used in it as
an approach to certain phenomena of early American history—or,
better perhaps, as a point of observation whence one looks over the
landscape and spies out things not to be so clearly seen from any
other angle. The book is a history told with primary attention to
what the Americans did politically about certain economic and
cultural matters. In particular, it reflects the political and cultural
force of business enterprise, which seems to me to have been the most
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PREFACE

powerful continuing influence in American life ever since Inde-
pendence. The rival force in the early 19th century was agrarian-
ism, formerly dominant but no longer so. These two fought about
banks, because banks provide credit, and credit is indispensable to
enterprise.

Enterprise won, it got banks by the thousand, and it devoted
Americans to dollars. “What we want is more money,” cried Colonel
Mulberry Sellers, when engaged ardently in making America great.
Basing the currency on gold was too restrictive; it might better be
based on pork. Better still, let it be based on everything. Let money
be cheap and abundant. That was what the factory-owner wanted,
the railway-builder, the inventor, the merchant, and last of all the
farmer himself, who tardily began to see, with the zeal typical of
converts, the virtues in easy money that had been apparent from
the first to the business man.

This conflict of farmer and entrepreneur for dominance over
American culture provoked much of the basic political controversy
of the period from the Revolution to the Civil War. So in judging
the struggle between federal powers and states’ rights, or the issues
dividing Hamilton and Jefferson, or Nicholas Biddle and Andrew
Jackson, one has to discuss the function of banks. Bank credit
has been of immense importance to the Americans, whether for
good or ill, as they have never failed to see. To some, as to Alexander
Hamilton, it was a desirable means of making America the wealthy
power that her resources gave promise of her becoming. To others,
as to Thomas Jefferson, to the poets and Transcendentalists—to
Emerson, Hawthorne, and Thoreau—it was an objectionable instru-
ment of industrialization, materialism, and immorality. As the 19th
century progressed, the Hamiltonian view pretty well spread from
top to bottom and in ways that would have surprised Mr Hamilton
himself. A devotion to dollars came to prevail, and a conviction
that the more there were of them the better off every one would be.

Banks are the mediums of this abundance. Practically speaking,
they do what Colonel Sellers wanted, for they do base their liabilities
on everything and their liabilities constitute the major part of the
money supply. The funds they lend originate in the process of
lending and disappear in the process of repayment. This creative
faculty was far easier to observe a century and a half ago than it
is now; for then the monetary funds that banks provided were
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commonly in the form of their own circulating notes, handed over
the counter to the borrower, and the expansion of the circulating
medium was the palpable and visible aspect of the expansion of
credit. Every one recognized that the more banks lent, the more
money there was. That is why they were a political issue. That is
why they were denounced by Thomas Jefferson and others who did
not wish America to degenerate into a money market or an industrial
economy. And it is why most Americans esteemed them, liking what
Mr Jefferson had said about freedom but ignoring what he said
about business. Nowadays banks give the borrower deposit credit,
not circulating notes, and the result is that their function is less
obviously monetary than it used to be but in magnitude more so.

The largest of all borrowers to-day is the federal government, its
indebtedness to commercial banks, in late years, being more than half
that of all other borrowers combined. But the government aside—
for it was never a dominating borrower in the period of this
study—the borrowers who are of most economic and political im-
portance are and always have been business men and business corpo-
rations. In the early 19th century the borrowers were the merchants,
speculators, enterprisers, and promoters who were building up the
modern American empire. America, as Robert Morris already said
in 1785, has grown rich by borrowing. The fact is obvious. Yet
typical accounts read as if it were to be taken for granted that
Americans have borrowed only when they have been in trouble, that
debtors have all been poor agrarians, and that a chronic and signif-
icant condition of American life has been the distress of agrarian
debtors, their oppression by creditors, and their struggles for relief.
On the contrary, I should say, the chronic and significant condition
has been the prosperous use of borrowed funds by business men.
Until fairly well along in the 19th century farmers did not wish to
borrow and lenders did not consider agriculture a very good credit
risk. The debtors who owed the most and whose influence was
greatest were business men ; and their complaints were not that their
debts were too heavy but that borrowing was not easy enough. The
“poor debtor” does not explain Thomas Jefferson and Andrew
Jackson. As an important factor in politics or in the economy before
the Civil War, he was a myth.

To make my study comparative, I have given some attention to
parallel history, political and economic, in Canada. The contrast
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between the experiences of the two countries is interesting, and I
hope that no Canadian will find cause to resent the little invasion
of the Provinces into which it has drawn me.

Bray Hammond
Meran, South Tyrol
1954

Thetford, Vermont
1956
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CHAPTER 1

The Setting

% 1694-1781 %

I. The Bank of England; the South Sea Bubble — II. Agrar-
ianism and enterprise — III. Colonial paper money — IV.
The business need of paper money — V. Rhode Island’s suc-
cess — VI. Official policy toward colonial paper money —
VII. Continental bills — VIII. The agrarian paper money
fallacy — IX. Steam and credit

I

IN 1694, in the reign of William and Mary, the English Parliament
passed the Tunnage Act; in 1720, in the reign of George I, it passed
the Bubble Act. The Tunnage Act provided funds for the current
warfare with Louis XIV and authorized incorporation of the Bank
of England to that end. It also provided the model for banking in
the New World; for Alexander Hamilton, ninety-six years later,
drew upon the Bank’s example and charter in preparing legislation
to the pattern of which American and Canadian banks still in vary-
ing degrees conform. The Bubble Act, whatever its original purpose,
got its real and lasting force from the revulsion following collapse
of speculation in South Sea Company stock. It also came in time to
inspire opposition to banking in the New World; a President of
the United States, Andrew Jackson, said more than a century later
that ever since he read about the South Sea Bubble he had been
afraid of banks.

The Parliamentary acts of 1694 and 1720 are associated, there-
fore, with two traditions, which being transplanted to America
were for more than a century in growing conflict. The act of 1694
is a monument to faith in the power and beneficence of credit; the
act of 1720 is a monument to distrust of it.* About 1832, credit
triumphed, and since then the distrust of it has shown, only now and
then, some feeble signs of life.

When banking began in America, about 1780, the bulk of it in

* 5 William and Mary, c. 20; 6 George I, c. 18.
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THE SETTING

Great Britain and Europe was in the hands of individuals, families,
and partnerships, where it had been for centuries. And it continued
so. Incorporated banks, such as the Riksbank of Sweden, the Bank
of Spain, and the Bank of England, were outstanding, special, and
few. Banking developed very differently in America. In the early
18th century there were occasional things called “banks,” of which
I shall speak shortly, but they were distorted imitations of what
Europe had, and they meant little to the formation and practice of
the real banks that came later. Instead, banking began in the New
World of a sudden, under specific governmental sanction, with a
pretentious assembly of capital, and in a forensic blaze of contro-
versy. It began with incorporation, and with important exceptions
incorpora;cion remained the rule, both in the States and in Canada.

Many things worked together to make the difference. America
was not, like Europe, an ancient and matured economy with ac-
cumulations of monetary capital accessible in numerous money
markets. It had no money or other free capital; for capital, as fast
as it was accumulaied, became fixed in land, buildings, and tools.
Nor had Americans the patience to drop back centuries and re-
capitulate the evolution of Europe. Instead, they would start where
Europe had arrived. But for want of Europe’s long accumulations,
especially of cash and other liquid capital, they had to invent, im-
provise, covenant, and pretend. If they were to form banks at
all, they had to do it by “clubbing together” their scanty funds, as
Robert Morris said, and gain all the adventitious credit they could
from public association and corporate charter.

In Britain, by now, such procedure had been rendered unlawful
by the privileges of the Bank of England and by the terms of the
Bubble Act. Laws protecting the former forbade banking by other
corporations or by partnerships of more than six members “in that
part of Great Britain called England,” and the Bubble Act re-
strained if it did not prevent large scale banking elsewhere. Accord-
ing to this act, its restraints were occasioned by “dangerous and
mischievous undertakings or projects” of recent occurrence and by
“other unwarrantable practices (too many to enumerate).” Because
of these evils it was declared that ‘“the acting or presuming to act
as a Body Corporate,” by any organization not already formed at
the passage of the act, should “forever be deemed to be illegal and
void.” The penalties were the harsh ones of the ancient statutes of
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1694-1781

praemunire: forfeiture of property and imprisonment at the King’s
pleasure.

Despite the severity of this language, its purpose is obscure. The
law seems to breathe antipathy for the corporate form of business
organization and was eventually interpreted that way; yet it in-
corporated two new insurance companies and left existing corpora-
tions untouched. It undoubtedly purposed not so much to protect
His Majesty’s subjects from monopoly as to protect monopoly
itself as possessed by the companies already chartered and by the
South Sea Company particularly. This Company had been in-
corporated to trade abroad in much the same extensive fashion as
the East India Company and the Hudson’s Bay Company, but its
interests were more heterogeneous. It had a monopoly of the traffic
in slaves to parts of Spanish America, and it was a corporate holder
of the public debt, the entire amount of which it undertook to acquire
by offering its stock to investurs in exchange. In the latter respect
it was a Tory rival of the Bank of England, which was Whig. At
the same time that it flourished, John Law presided in Paris over the
operations of his Mississippi Company. Speculation in the shares of
both the South Sea and Mississippi Companies collapsed in London
and Paris respectively a few weeks apart in the summer of 1720.

In the course of six months, shares in the South Sea Company had
risen from 200 to 1,000 and then fallen back below 200. The emo-
tional reaction of both victims and spectators now gave the recent
restraining act its popular name, ‘“the Bubble Act,” and also a
fresh and adventitious purpose—as if the measure had followed the
explosion instead of preceding it. Its prohibitions were found to be
in the public interest, whatever their original intent. Once the bubble
burst, then, in the words of Professor Julius Goebel, “Public hysteria
no longer saw the company as a goose which laid eggs of gold but
as a monster from the book of Revelation. . . . Nothing could have
appealed more to the shopkeeping mind than the avowed purpose
of the Act to restrain practices ‘Dangerous to the Trade’ of the
Kingdom. . . .” It became, writes Professor DuBois, “for one hun-
dred and five years the statutory framework by which (in legal
theory at least) the business organizations of the time were re-
stricted.” It acquired the support of a prejudice against business
ventures that were beyond the scope of individuals and partnerships.
It found itself voicing a determination to maintain what in 20th

16 George I, c. 18, T xvix (1720).



THE SETTING

century America is called “small business.” Obeyed in this spirit
by three generations of the men who governed Britain, it made the
procurement of corporate charters for business enterprise almost
impossible. When the Bank of England was a century old, in 1794,
there were but four other chartered banks in the British Isles. There
were then already eighteen chartered banks in America, only thirteen
years after incorporation of the first American bank.?

II

Yet in 18th century America economic conservatism was possibly
stronger even than in 18th century England, for the people were
more largely agrarian. Benjamin Franklin conjectured after the
Revolution that for one artisan or merchant in America there were
at least a hundred farmers. The popular economic precepts were
those of frugality and avoidance of debt. Dr Franklin, himself a
successful business man, recommended these virtues in his Way to
Wealth. “He that goes a-borrowing goes a-sorrowing.” And Poor
Richard, seeing how artificial wants may well become more numerous
and costly than natural ones, resolves to wear his old coat a little
longer instead of buying stuff for a new one. The modern American
economy thrives by no such precepts. The producer borrows and
so does the consumer. But the virtues of debt, nowadays so obvious,
were already being discerned in the 18th century by some of Poor
Richard’s contemporaries. Dr Franklin himself on occasion realized
the advantages of barrowing. So 18th century America retained an
agrarian conservativism in the main, though the business part of
it, speculative and eager, became steadily more numerous and potent.

In the rivalry of yeoman and merchant which had followed the
first settlers to the New World, the yeomen had more than the
obvious advantage of numbers. They had also on their side the an-
cient prestige of pastoral and georgic poetry, the ideas of unworldly
philosophers, the fervor of evangelical Christianity, and the brilliant
contemporary influence of the French physiocrats. From all this and
eventually from the eloquent spokesmanship of Thomas Jefferson,
agrarianism derived an arsenal of distinguished and moving senti-
ments, ethical rather than economic, deeply cherished, and loyally
obeyed—so long as considerations of gain were not too strong.

The natural situation of 17th and 18th century life in America
had favored such views and selected, in & Darwinian sense, the per-

2 DuBois x (Introduction by Goebel) 2.
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1694-1781

sons who held them. It had not favored the gentlemen adventurers
seeking El Dorados in the wilds but the folk from Old World crofts
and farms and trades. The New World confirmed for these people
the influence of their Old World setting. They were typically in
modest circumstances, always had been, and for a long time had
few chances of being otherwise. Security from molestation and inter-
ference in their personal lives meant more to them than prospects of
opulence. They were sturdy, self-reliant, contented with subsistence,
and independent of landlords and masters. The freedom of their
life and its constant challenge to endurance and ingenuity begot a
mystical sense of superiority. “Those who labour in the earth,”
wrote Jefferson in his Notes on Virginia, “are the chosen people of
God, if ever he had a chosen people, whose breasts he has made
his peculiar deposit for substantial and genuine virtue.” Benjamin
Franklin also could describe the agrarian position as well as if he
were a farmer. Nations, he said, could acquire wealth in three ways:
by war, which was robbery; by commerce, which was generally
cheating ; and by agriculture. The last was “the only honest way.”
For by it “man receives a real increase of the seed thrown into the
ground, in a kind of continual miracle wrought by the hand of God
in his favour as a reward for his innocent life and his virtuous in-
dustry.”

Looking back at the agrarian faith from a remote distance, one
can regard it with respect and nostalgia. For it accorded well with
the New World before the Industrial Revolution took hold there,
when America’s eventual wealth was still unknown, when its iron
and water power were only beginning to be important, when its coal
was still an oddity, when its other minerals—copper, gold, silver, and
oil—remained intact in the earth, when its forms of energy were
mainly animal, and when land alone was its great resource. But
later, when these other riches were disclosed, idealistic agrarianism
became an ecological anomaly. In a land brimming with resources
and possessed by an energetic and ingenious people, it had no place.
It was yet to retain, however, a tremendous residual power in Amer-
ican thought and politics. In moments of doubt and fear or moral
excitement, the familiar vocabulary was good to fall back on. So
the agrarian shibboleths held, no matter how scarce or inconstant
agrarians in person became. They held by virtue of their sentimental

8 Jefferson (Ford) mu, 268; Franklin v, 202.
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attractiveness and political convenience. For most Americans—in-
cluding business men—were of rural birth, and whatever their be-
havior might become, their native ideas remained rural.

In contrast to the venerable traditions of 18th century agrarian-
ism, the emergent business tradition was not very uplifting. It had
on its side the support of mercantilism, of realistic statecraft, and
of lucrative self-interest, but the poetry inspired by it was poor. It
utilized no higher faculties than energy, imagination, and ingenuity.
Yet its attractions were insidious and irresistible. The best of agrar-
ians would now and then speculate in lands or feel himself drawn
by the advantages to his neighborhood of a mill or a foundry. And
as the 18th century wore on into the 19th, and the 19th moved with
increasing noise and stir into the 20th, the business tradition gained
more and more the hearts and brains of Americans in general, though
agrarian ideals retained control of their lips and of their idler
fancies. But it was an essential characteristic of the metamorphosis
from an agrarian to a business economy that business should expand
at the bottom as well as at the top, and rather less through the in-
vestments of capitalists than through the diversification, expansion,
and refinement of trades and skills.

It was at the end of the 18th century, after the Revolution, that
enterprise suddenly shot forward into a place of commanding influ-
ence. Under the spokesmanship of Alexander Hamilton, it achieved
political dominance as the party of nationalism, wealth, and power.
In the constitutional discussions of 1787 and in the Federalist, one
is struck by the consciousness of the unprecedented act of political
creation in which the advocates of the federal union were engaged.
And likewise, in Alexander Hamilton’s reports upon the measures
necessary to get the government of the Union under way, one is
struck by the consciousness of the economic powers being evoked.
At the same time that British authorities were still governed by the
conservative spirit of the Bubble Act, Hamilton and the Federalists
pushed the program of enterprise vigorously and creatively forward.
The effect upon the economy was spectacular. “A people,” observed
Henry Adams, “which had in 1787 been indifferent or hostile to
roads, banks, funded debt, and nationality, had become in 1815
habituated to ideas and machinery of the sort on a great scale.” The
new order of things had its critics—notably John Taylor of Caro-
line, who ponderously urged America to turn back to 1787—but in

8
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influence if not in number they were shrinking into a sentimental and
objurgatory remnant.*

By 1815, indeed, enterprise had outgrown its Federalist nursery,
destroying the party in the process. The American Revolution had
fused with the Industrial Revolution, and the Republican party of
Thomas Jefferson had gained the greater part of the Federalist
inheritance. For enterprise in time had found the old fashioned
conservatism of the Federalists unbrookable, and like the cow-bird
it went to lay its eggs in the Jeffersonian nest. The sayings of
Thomas Jefferson lent themselves readily to laisser faire and to a
democratic dream that in America everybody might get rich. So the
Jeffersonian party was become by 1800 one fold both for John
Taylor of Caroline, the agrarian apostle, and for Daniel Ludlow,
the Wall Street bank president. The trend was to go further, mak-
ing Alexander Hamilton’s son, a wealthy speculator in New York
real estate, one of Andrew Jackson’s personal aides and making the
Jacksonian Revolution itself an entrepreneurial revolution—so
much was business enterprise extended through all strata of society
and money-making democratized.

The bipartisan triumph of enterprise in the American economy
was still fresh when Albert Gallatin, himself become a New York
banker but at heart Jeffersonian and a scion of the 18th century,
mourned it in 1836 in these words: “. . . the bank-paper mania has
extended itself so widely that I despair of its being corrected other-
wise than by a catastrophe. The energy of this nation is not to be
controlled; it is at present exclusively applied to the acquisition of
wealth and to improvements of stupendous magnitude. Whatever
has that tendency, and of course an immoderate expansion of credit,
receives favor. The apparent prosperity and the progress of cul-
tivation, population, commerce, and improvement are beyond ex-
pectation. But it seems to me as if general demoralization was the
consequence; I doubt whether general happiness is increased; and I
would have preferred a gradual, slower, and more secure progress.
I am, however, an old man, and the young generation has a right to
govern itself. . . .”°

IT1

In the 18th century America “banks” were known in three dif-
ferent senses. First, the word was used of corporate institutions—

4« Henry Adams, History rx, 195-96. 5 Henry Adams, Gallatin, 653.
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the Bank of England, for example—of which, however, there was
none in America till 1782. Second, it was used of an issue of bills
of credit by a colonial government: Rhode Island, for example,
might emit “a bank of £40,000.” This use became obsolete before
the century ended. Third, it was used of an association of private
persons who issued their own bills of credit.

The bills of credit of the colonial governments had at first been
issued to meet official expenses, especially for military expeditions
against Indians and the French. Later they were issued principally
by lending at colonial loan offices, which in exchange for the bills
took mortgages on the borrower’s real property. The former bills
were spent, the latter lent. But the difference was of no necessary
importance to the bills as money. Either might be over-issued ; either
might be kept equal to specie in value, or not. The private associa-
tions or “banks” put their bills in circulation by lending them on
mortgage security as the loan offices did ; and the two were therefore
parallel or alternative methods of providing a circulating medium,
the one public, the other private. Both moreover, in a sporadic
fashion, were engaged in the banking function, viz., in the creation
of liabilities generally serving as money and made available to the
borrower in exchange for his promissory note or other obligation. In
both procedures, the liabilities created by lending and used as money
were in the form of circulating bills, whereas the liabilities nowadays
created by lending and used as money are bank deposits. In the 18th
century the borrower took his bills and by paying them to others as
needed passed them into circulation. In the 20th century the bor-
rower receives deposit credit and pays it by check to others. Either
way the amount of silver and gold, as it was then, or of lawful
money, as it is now, was or is far less than the amount of the medium
of payment created by lending. The purpose, then as now, was to
supply, by lending, a flexible, convenient, and inexpensive substitute
for lawful money.

Notwithstanding these abstract resemblances, the public loan
offices or other like associations in colonial America had little if any
influence, in my opinion, upon the banks that have succeeded them.
The modern bank is corporate, with a specialized, distinct, and con-
tinuing organization, with permanent staff and offices, and only
relative limits on the volume of its business. The colonial loan office
was a governmental activity. Its private counterpart was a loose
association of subscribers, without capital other than the mortgages

10
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or other obligations which the subscribers individually provided; it
was organized without corporate charter, to transact a limited vol-
ume of business in a limited period of time. Both arose from the
need of a medium of exchange and a legal tender in the absence of
specie, which the need of imports kept driving away. For as fast as
specie was received, it was exported to pay for goods that could not
be produced at home.

In its absence, a domestic medium of exchange was required, and
even more a legal tender, for the law unrealistically assumed the
existence of silver and gold, which accordingly had to be produced
for the settlement of taxes and contracts. But the medium of ex-
change was so exhausted, wrote John Colman, a Boston merchant, in
1720, “that in a little time we shall not have wherewith to buy our
daily bread, much less to pay our debts or taxes”; people in the
country were lucky, he said, for they were not dependent on the
“ready penny.” Trade was languishing because “there is not money
to buy with.” Moreover there were lawsuits and writs against “good
honest housekeepers” who had property enough and the will to pay
their debts but could not raise the money—the reason being that
there was none. In several colonies land and commodities were made
legal tender in the absence of specie, but that involved disputes about
values and was generally unsatisfactory. The development of the
economy tended to make the problem worse, for development re-
quired imports, and the imports put specie more in demand than
ever. It was this dearth of specie, the only legal tender, that in 1786
drove the Shays rebels in Massachusetts to demand a medium with
which they could protect their farms from tax sales—though the
dearth at that time coincided with no unusual surplus of imports.
The difficulty was general and persisted into the 19th century. “The
small farmers,” according to Professor Abernethy, writing of Ten-
nessee at a later period, “were often forced to accept depreciated
paper currency for their produce at the same time that they were
required to discharge obligations in specie, for only gold and silver
were legal tender.”

In their efforts to meet the need of a domestic medium of exchange,
several colonies were very successful. One was Pennsylvania. Benja-
min Franklin had advocated her paper money and Thomas Pownall,
who had been governor of Massachusetts and South Carolina, praised
it in his study of colonial administration. “There never was a wiser

¢ A. M. Davis, Colonial Currency Reprints 1, 398-409; Abernethy, 325.
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or a better measure,” he said, “never one better calculated to serve
the uses of an increasing country, . . . more steadily pursued or
more faithfully executed.” Governor Pownall distinguished Penn-
sylvania’s success from the “outrageous abuses” in other colonies and
“the great injury which the merchant and fair dealer” had suffered
from them. A group of London merchants who were engaged in
trade with America, and with Pennsylvania in particular, petitioned
Parliament in March 1749 in favor of that colony’s money, which,
they said, had been issued “in an advantageous manner” and inter-
ference with which “would lessen the trade and exports of this
kingdom.” Maryland, from the early part of the 18th century, issued
an acceptable paper money, levied a tax for its redemption, and kept
the unused funds invested in stock of the Bank of England.* Success
attended the issue of bills of credit in other colonies also, notably
New York, New Jersey, Delaware, Nova Scotia, and French Can-
ada.’

Iv

Despite these considerations, emphasized by many authorities—
among them Alexander Hamilton and Albert Gallatin, both of
whom acknowledged the usefulness as well as the imperfection of
colonial currency—the notion has long been current that colonial
Americans, and particularly agrarians, had a “craze” for paper
money as a means of escaping payment of their debts and taxes.
This notion arose in reaction to late 19th century Populism, to
combat which it was said that earlier American experience with

* Independence raised delicate legal questions respecting ownership of the
Maryland funds. Could the British trustees, whose American properties had
been confiscated by Maryland, use the trusteed funds to indemnify them-
selves personally? The British courts held that they could not. Was the
state of Maryland to be recognized as the successor to the colony of Mary-
land and owner of the trusteed funds? The British courts decided that the
Crown and not the state of Maryland was the successor. But the Crown
thereupon surrendered the funds to Maryland voluntarily. The case was
prolonged many years by the claims of minor litigants and in diplomatic
negotiation. The funds surrendered exceeded half a million dollars, a sum
whose transfer was more than an ordinary transaction in international ex-
change.

7 Pownall, 185-88; Stock v, 810-11; Hamilton (Lodge) 1, 365; Gallatin 1, 816-17;
Madison, Writings (Hunt) 1, 259-62; Franklin 1, 807; v, 1-14; Ramsay 11, 125€F;
Adam Smith 1, 810; Lester, 108-14, 140-41, 151 ; Kemmerer, JPE, xLvit (1939), 8671F;
Rodney, 18ff; Knox, History of Banking, 563; Behrens, Crowl, Radoff, Gould, passim.
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paper money had been wholly bad, wholly unnecessary, and wholly
inspired by the frontier, which the Populist West of the 19th cen-
tury roughly paralleled. The idea was expressed by Professor Fred-
erick J. Turner in 1894 in his editorial introduction to a monograph
by Professor O. G. Libby on the votes for and against ratifying
the federal Constitution in 1787 and 1788. In this study the areas
of paper money advocacy in the 1780’s were identified with areas of
hostility to the proposed Constitution. The author of the study, ac-
cording to Professor Turner, had shown ‘“the influence of frontier
conditions and sparse settlement in permitting lax business honor,
inflated paper currency, and wild-cat banking” ; he had shown “that
the colonial and revolutionary interior was the region whence ema-
nated many of the worst forms of an evil currency.” Further he
said:

“The West in the War of 1812 repeated the phenomenon on the
frontier of that day, while the speculation and wild-cat banking of
the period of the crisis of 1837 occurred on the new frontier belt; and
the present Populistic agitation finds its stronghold in those west-
ern and southern regions whose social and economic conditions are in
many respects strikingly like those existing in 1787 in the areas
that opposed the ratification of the Constitution. A phase of social
transformation has passed westward and carried with it, in successive
areas, similar agitations over questions of debt and taxation. Be-
tween paper money agitations in the colonial days and the present
Western unrest and remedial proposals, there is a historical con-
tinuity. Like social conditions have wrought like effects. Thus each
one of the periods of lax financial integrity coincides with periods
when a new set of frontier communities has arisen and for the most
part coincides in area with these successive frontiers. A primitive
society can hardly be expected to show intelligent appreciation of
the complexity of business interests in a developed society. The
continual recurrence of these areas of paper-money agitation is
another evidence that the similar social and economic areas can be
isolated and studied as factors of the highest importance in American
history.”®*

* I am sorry to say that Professor Turner’s statement seems to me wholly
fallacious. The crises of 1812 and 1837, for example, were commercial; the
speculation and wild-cat banking were not peculiar to the frontier or engaged

8 Libby, vi-vii; from Turner, Significance of the Frontier in American History,
Annual Report, AHA (1893), 223; also in Turner, Frontier in American History, 32.
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The matter was restated no less symmetrically six years later by
Professor Calvin J. Bullock, when William Jennings Bryan was
making his second formal attempt to loosen America’s bondage to
gold and give it Populist salvation with greenbacks and free silver.
Professor Bullock’s statement was that “a strong movement in favor
of cheap money has existed continuously in this country from the
earliest period”; that “the persistence of such an agitation has been
due, more than to any other single cause, to the constant spread of
settlements westward”; that “with the growth of numbers, the rise
of manufacturing and commercial industries, and the increase of
wealth, the desire for a cheap currency has gradually diminished”;
but that “this has no sooner taken place in the more populous states
than the old phenomena have reappeared in newly settled districts,
while any localities that have remained sparsely peopled and devoted
chiefly to agricultural pursuits have always furnished a favorable
field for the old propaganda.”

This is the view, commonly elaborated by writers around 1900,
which seems still to govern what many if not most people think on
the subject. But it involves serious difficulties in fact and reasoning.
It avoids the basic fact that the 18th century Americans, being with-
out specie to serve as a medium of exchange and legal tender, had
to provide something. It conflicts with the fact that colonial and
revolutionary paper currencies were the products of war, adminis-
trative need, and business interest. It conflicts with the fact that
many of the colonies had a satisfactory experience with paper money.
It ignores the fact that when the federal Constitution was being
composed, paper money was condemned because of the experience
with the continental bills issued to finance the Revolution and not
because of colonial experience. It ignores the fact that Andrew
Jackson and the agrarians of his day were fanatically opposed to
paper money, whether issued by banks or by government. It conflicts
with the fact that so far from demanding easy money and abundant
credit as they spread westward, these agrarians restricted banks and

in by “a primitive society.” Between ‘“paper money agitation in colonial
days” and 19th century Populism there was neither parallel nor continuity—
no parallel, because one was commercial and the other agrarian—no con-
tinuity, even if a parallel be assumed, because the Jeffersonian and Jack-
sonian agrarians were a rigidly hard-money lot. The basic error is the
assumption that easy money is peculiarly agrarian if agrarian at all.

9 Bullock, 1-2.
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bank currency to the point of prohibiting them, without supplying
a substitute. It conflicts with the fact that the dominant and influen-
tial debtors have long been speculators and business men rather
than farmers, and with the fact that the eventual multiplicity of
banks and abundance of credit characteristic of the 19th and 20th
century American economy are the result of an aggressive and per-
sistent demand by these business men and speculators. The conven-
tional theory of an agrarian “craze” for easy money is tenable in
the United States, and also in Canada, for a relatively recent period
only; and its attribution to the 18th century is a projection of ideas
backward where they have no place.

The colonial shortage of money was first felt by the colonial gov-
ernments, next by the merchants, and least of all by farmers. The
governments felt it because cash was needed for wars and administra-
tive expenses. Payments in kind would not do. The first American
issues of paper money were occasioned by the expedition from
Massachusetts against the French in 1690, and from then on issues
and advocacy of issues never ceased. In 1720 John Colman, the
Boston merchant whom I quoted earlier, urged the country folk to
Join the city in an effort to get paper money issued; “and tho’ I
confess you can do without Money better than we, yet our want of
Money to Buy will very much lower the Prices of all your Produce.”
His division of the interest between country and city was confirmed
by an opponent, the Reverend Edward Wigglesworth: “As to the
Publick Loans, or Bank, as you call it, all the World knows that
the General Assembly, especially the Country Part, had never
thought of or consented to it, had it not been upon the great Sollici-
tation and pressing Importunity of the Trading Part.” The same
conviction was implied by Thomas Jefferson nearly a century later,
in 1813, when he attributed complaints about the scarcity of money
not to farmers but to “speculators, projectors, and commercial
gamblers.”*°

The most famous 18th century advocate of paper money is Benja-
min Franklin. In his Modest Enquiry into the Nature and Necessity
of a Paper Currency, 1729, he mentions the stimulating effect
abundant money will have on the prices of farm products, but mainly
it is the advantage to trade that he emphasizes, to manufacturing,
particularly shipbuilding, and to the wages of labor. The opponents

10 A. M. Davis, Colonial Currency Reprints 1, 407, 410; Jefferson (Ford) 1x, 417n.
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of paper money, he says, will be those “wanting Courage to venture
in trade,” the wealthy, and lawyers. Its proponents will be those who
are “lovers of trade and delight to see manufactures encouraged.”
Later, in a memorandum written about 1764, he suggested that the
colonial legislatures be empowered to issue any amount of paper
money required for purposes of revenue, trade, business, and agri-
culture—the bills to be lent on collateral security, deficiencies in the
security to be guarded against by funds obtained from taxes, and
the interest on the loans to be used in meeting current expenses. In-
cidentally, “in emergencies, war, etc.,” the money might be used
directly in payment of expenses, but money so used was to be retired
at a uniform rate in ten years.* In 1767, in his Remarks and Facts
Concerning American Paper Money, he avers that in the middle
colonies the money has increased their “Settlements, Numbers,
Buildings, Improvements, Agriculture, Shipping, and Commerce.”**

The best-known contemporary of Dr Franklin who opposed paper
money was “the honest and downright Doctor William Douglass”
of Boston, whom Adam Smith esteemed, though he was himself far
more temperate about paper money than his downright doctor was.
Dr Douglass, an intelligent physician who appears to have had
much more authority with historians and economists than Benjamin
Franklin, can not mention paper money without heat. Yet he never
attributes the issues to farmers. Those who call most loudly for
it, he says in his Discourse, about 1740, are “such as would take up
money at any bad lay, viz., the Idle, those in desperate Circum-
stances, and the Extravagant.” Paper money, he concedes, has given
“some Men Opportunities of building vessels and running into
trade,” but they are men without substance, not “large traders,” and
he expects them to fail. He is scornful of the argument that a plenty
of money enables the community to spruce itself up. “Boston, like
a private man of small fortune, does not become richer but poorer

* It was on this proposal of Benjamin Franklin’s that Thomas Pownall
based his own proposal for an issue of bills by His Majesty’s government
to be lent in America on real estate security, remarking that in case of an
American war the bills could also be used for expenditures in the colonies, so
that it would be unnecessary “to send real cash thither.” Governor Pownall
seems to have been the one British statesman to offer a constructive proposal
for the colonies’ monetary needs.

11 Franklin n, 139, 141; v, 14; Riddel, PMHB, riv (1930), 52; A. M. Davis, Boston
“Banks,” passim.
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by a rich, goodly appearance.” Debt is something that sensible per-
sons avoid, a concomitant of distress and no possible source of good.
“All private banks for large sums upon subscription have the same
bad consequence which attends publick Loans, viz., a snare to the
People by giving the unwary and the Prodigal Opportunities of
borrowing, that is, of involving and ruining themselves.” Debt serves
a constructive purpose only ‘“amongst Shopkeepers,” who have a
maxim, he says, that the readiest way to grow rich is through bank-
ruptcy.*?

His animadversions never suggest that he has agrarians in mind,
nor what Professor Turner calls the more “primitive” elements of
society. He declares “that all our paper-money-making assemblies
have been legislatures of debtors, the representatives of people who
from incogitancy, idleness, and profuseness have been under a
necessity of mortgaging their lands.” Incogitancy, idleness, and
profuseness are not the frailties of farmers. That instead he is
talking about business men becomes evident when he turns to Rhode
Island, in contrast with which Connecticut is a “colony of indus-
trious Husbandmen,” who have “with much Prudence emitted only
Small Quantities of Bills” to meet administrative needs, and retired
them. The Rhode Islanders issue paper money “for private iniqui-
tous ends,” he says. “This handful of People have lately made a very
profitable Branch of Trade and Commerce by negociating’ their own
Paper Money in various Shapes.” With it, they purchase in Massa-
chusetts “British and foreign goods” which they then sell as com-
petitors of the Massachusetts merchants, particularly in the rich
West Indies markets. And one of the arguments used in Massachu-
setts for paper money, he reports, is that Massachusetts should
imitate the Rhode Islanders and “partake with them in the plunder,”
instead of doing which she is “by some unaccountable Infatuation,”
and to her own hurt, giving Rhode Island’s money a wide currency
and her traders unconscionable profits.*®

A%

Rhode Island was generally considered the most reprobate of the
colonjes. From 1715 to 1750, she issued eight “banks” of paper
money, mostly lent to borrowers. The preamble to the act authorizing
the first of these “banks,” one of £40,000, recalled the expense of

12 Douglass, Discourse, 27-41.
13 Douglass, Discourse, 11-18, 38; Douglass, Summary 1, 310; 11, 86-88n.
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fighting the French and the Indians and other military charges that
had “reduced the Money of the Colony and other Mediums of Ex-
change unto a very low Ebb that thereby Trade is sensibly Decayed,
the Farmers thereby Discouraged, Husbandmen and others Reduced
to great Want and all sorts of Business Languishing, few having
wherewith to pay their Arrears and many not wherewithal to sustain
their daily wants by Reason the Silver and Gold in the first place
necessary to defray the Incident and Occasional Charges hath been
exhausted. .. .” In 1721 a second “bank,” of £40,000, was authorized
and in 1728 a third, of the same amount—*“at this juncture,” ac-
cording to the preamble, “there being so great a scarcity and want
of a proper Medium of exchange, that . . . Trade and Commerce,
which are the Nerves and Power of the Government,” were beginning
to “Decline, Stagnate, and Decay.” Proposals for a fourth “bank,”
1781, aroused spirited opposition, but the paper-money party won.
A “bank” of £60,000 was brought in with an eye to “Encourage-
ment of the Hempen Manufactury and of the Whale and Cod
Fishery.” In 1733 came the fifth “bank,” of £104,000, again for
“Promoting the Whale and Cod Fishery” and the construction of a
harbor at Block Island; and in 1738 a sixth, of £100,000. In au-
thorizing the latter the legislature found that the previous “banks”
had “entirely answered those Ends for which they were emitted and
have tended greatly to the interest and Advantage of the publick by
encreasing and promoting Trade and encouraging all Kinds of
Business.” But now they were due to be retired, and so new issues
must take their place. Moreover a new Colony House should be built
in Newport and a new light house at Beaver Tail, “the Fishery and
Hemp Manufactures” were growing but needed increased encourage-
ment, and some £3,000 was to go into an enterprise for making duck.
A seventh “bank,” of £20,000, was authorized in 1740, and an
eighth, of £40,000, in 1743. The principal of all these “banks” was
lent to borrowers on the security of land and the interest was
allocated to the improvements and enterprises named.*

Among the advocates of these paper money measures, members of
the Wanton family were prominent. They were merchants and
shipbuilders. One of them, John Wanton, was Deputy Governor of
the colony. He was accounted the wealthiest merchant in Newport.
In 1781, when the Governor, Joseph Jenckes, a professional land
surveyor, had sought to prevent the “bank” then being authorized,

14 Potter and Rider, 12, 28, 26ff, 40-41, 45-50, 52, 57, 182-86.
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John Wanton had convened the Assembly and over-ridden the
Governor. The latter appealed to the King and to the Board of
Trade against the Assembly’s behavior and its dismissal of his
memorial “in this torn and tattered manner.” But the appeal was
futile. The legal opinion in Whitehall—indulgent to the American
colonies in a fashion soon to be abandoned—was that the Assembly’s
act was valid under Rhode Island’s liberal charter and that neither
King nor Governor could set it aside. So Rhode Island got some
more paper money, the Governor who tried to stop it was defeated
for re-election, and William Wanton, the colony’s leading ship-
builder and a brother to John, was made Governor. John Wan-
ton, who had convened the Assembly and got the paper money
through, continued as Deputy Governor, and later became Governor
himself.*

Some years later, in response to a request from the Lords Com-
missioners of Trade for the Foreign Plantations, Governor Richard
Ward made a report on the colony’s currency, 9 January 1740. He
too was a Newport merchant, Deputy Governor when John Wanton
was made Governor, and his successor when he died. Rhode Island
at the time had about 18,000 inhabitants—Dr Douglass’s trouble-
some “handful of people.” In his report to Whitehall, the Governor
observed first “that it is now but an hundred years since the English
came into this Colony, then a hideous wilderness and inhabited by
Indians only.” He reviews one by one the paper money issues I have
mentioned and describes the fruits of a monetary policy which later
historians and economists have called ruinous. He says that after the
colony was called upon in 1710 “to appear in the field for the honor
and interest of Great Britain” and had been reduced by the expense
of its expeditions “to a low ebb, . . . we . . . boldly ventured upon
enlarging our trade, which God Almighty hath crowned with so
great a success, that we follow the same path to this day.”*

The colony, he says, now has above 120 sail of vessels “all con-
stantly employed in trade” with Africa, Europe, the West Indies,
and her neighboring colonies. She has equipped and manned five
privateers, “now cruising against the Spaniards.”

* The expeditions referred to were presumably incident to the War of the
Spanish Succession, known in America as Queen Anne’s War, which was
concluded in 1713 by the Treaty of Utrecht.

15 Bartlett, Wanton Family; Bartlett, Records of the Colony of Rhode Island 1v,
457-58, 461; Potter and Rider, 26fF, 58n.
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“These, may it please your Lordships, are matters of the utmost
importance to us; for navigation is one main pillar on which this
government is supported at present; and we never should have en-
Jjoyed this advantage had not the government emitted bills of credit
to supply the merchants with a medium of exchange, always pro-
portioned to the increase of their commerce. Without this, we should
have been in a miserable condition, unable to defend ourselves against
an enemy or to assist our neighbors in times of danger.

“In short, if this Colony be in any respect happy and flourishing,
it is paper money and a right application of it that hath rendered
us so. And that we are in a flourishing condition is evident from our
trade, which is greater in proportion to the dimensions of our gov-
ernment than that of any Colony in His Majesty’s American
dominions.

“Nor have we served ourselves only by engaging so deeply in
navigation. The neighboring governments have been in a great
measure supplied with rum, sugar, molasses, and other West India
goods by us brought home and sold to them here. Nay, Boston, itself,
the metropolis of the Massachusetts, is not a little obliged to us for
rum and sugar and molasses, which they distil into rum for the use
of their fishermen, &c.

“The West Indies have likewise reaped great advantage from our
trade, by being supplied with lumber of all sorts suitable for building
houses, sugar works, and making casks. Beef, pork, flour, and other
provisions, we are daily carrying to them, with horses to turn their
mills, and vessels for their own use. And our African trade often
furnishes them with slaves for their plantations. To all this we beg
leave to add that the merchants of Great Britain have, within these
twelve months or thereabouts, received seven or eight sail of ships
from this Colony for goods imported here of late and sold to the
inhabitants.

“. .. Hereto, we beg leave to add, that within the space of about
six or seven years, several of the merchants of Newport have con-
tracted a correspondence in London, procured goods to be sent to
them, and thereby so well supplied our shop-keepers that our de-
pendence on Boston hath been in some measure taken off. In return
for those goods, our merchants have remitted to their correspondents
ships of our own building, logwood fetched from the Bay of Hon-
duras in our own vessels, bills of exchange purchased of the planters
in the West Indies, and other commodities, in such quantities that
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for these six years last past bills have continued to be equal to silver,
at twenty-seven shillings per ounce.”®

Now, I think one will see in this account more of the influence of
Lord Keynes than of distressed agrarian debtors. And the following,
though not peculiarly Keynesian, is certainly not agrarian either. A
committee of the General Assembly of Rhode Island, February
1749, explains that Rhode Island currency is depreciated “because
the inhabitants of New England constantly consume a much greater
quantity of British manufactures than their exports are able to pay
for.” This “makes such a continual demand for gold, silver, and bills
of exchange to make remittances with that the merchants to procure
them are always bidding one upon another and thereby daily sink
the value of paper bills with which they purchase them.”

“And it is plain where the balance of trade is against any country,
that such part of their medium of exchange as hath a universal
currency will leave them, and such part of their medium as is con-
fined to that country will sink in its value in proportion as the
balance against them is to their trade. For what hath been the case
with Rhode Island bills hath also been the common fate of all the
paper bills issued by the other Colonies in New England ; they have
been all emitted at near equal value and have always passed at par
one with another and consequently have equally sunk in their value.
And this will always be the case with infant countries that do not
raise so much as they consume: either to have no money or if they
have it, it must be worse than that of their richer neighbors, to com-
pel it to stay with them.”*’

Rhode Island was the least suitable of the provinces for an agrar-
ian economy, because her land area was little, and little of that little
was as good as what her neighbors had much of ; at the same time, a
large part of her gross area comprised excellent harbors and road-
steads for the light-draft vessels of the 18th century. Her people
were free-thinking and independent. She was a haven for refugees
from the theocracies of Massachusetts and Connecticut and a pioneer
of religious and political tolerance. She had an exceptionally liberal
and democratic charter. She was a progressive, unshackled com-
munity, thoroughly disliked by her larger, more conservative neigh-
bors—and not least of all for her commercial prosperity. “The

16 Potter and Rider, 143-63; Bartlett, Records of the Colony of Rhode Island v,

8-14.
17 Potter and Rider, 188-89.
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paper-money promoters” in Rhode Island, wrote a contemporary
gentleman in Boston, 1743, “are the desperate and fraudulent, these
being vastly the majority in the colony.” He links her ascendancy
with the practice in Rhode Island of electing “both legislative and
executive parts of their government” annually, which was an abom-
inable democratic heresy. “This poor small colony,” containing no
more than 20,000 men, women, and children, whites, Indians, and
Negroes,” had £400,000 in paper money outstanding; “and of this
about three quarters is in the possession of people of neighboring
colonies.”*

These unfriendly words do not fit the paper money craze of poor
farmers but the sophisticated monetary practice of an intelligent
and energetic business community which not only fomented com-
merce and developed markets but obtained the capital for its enter-
prise, without interest, from its envious and conservative neighbors.
Rhode Island’s monetary practice was as characteristic of its success
as were its ships. No other colony appears to have achieved so much
or exemplified so much in monetary policy. But that is perhaps
because no other was so largely commercial. The enterprising ma-
jority in Rhode Island was an enterprising minority elsewhere—
inclined the same way but not so powerful. Yet throughout the
colonies the same interest, in an economic setting more or less com-
mon to all, found in some degree the same solution to the problem

* There happens to be abundant evidence that the people of Rhode Island
used to be very wicked. Many of them were Quakers, or worse. The men in
power were dependent on the people, who were “cunning, deceitful, and
selfish” and lived “almost entirely by unfair and illicit trading.” Moreover,
as Dr Douglass had observed, their judicial oath or affirmation did “not
invoke the judgments of the omniscient God,” and so entailed only this
world’s penalties for perjury. (Summary II, pp. 94-95.) The colony being
in so wretched a state, “it has happened more than once that a person has
had sufficient influence to procure a fresh emission of paper money, solely
to defraud his creditors. . . .” This is the testimony of an energetic and
excellent young man, the English traveler Andrew Burnaby, who subse-
quently became a clergyman. His dispassionate opinions confirm those of
the honest and downright Dr Douglass, from whom he got them. (Burnaby,
127-29.)

On the other hand, Professor Hillman M. Bishop, answering the question
as to “Why Rhode Island Opposed the Federal Constitution,” in Rhode Is-
land History, vin (February 1949), 7, contends that the number of persons
in Rhode Island who abused their creditors by payments in depreciated
paper money “has been greatly exaggerated.”
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of money; and Adam Smith, commenting on the redundancy of
paper money in America, and in Scotland, said that “in both coun-
tries it is not the poverty but the enterprising and projecting spirit
of the people” that occasioned it.*®

The jejune assumption of poverty among farmers or any other
part of the colonial peoples is itself palpably out of accord with the
facts. For all but a few, the conditions of living were primitive and
severe but not miserable. They were far better than in Europe.
“Some few towns excepted,” wrote Hector St. John Crévecoeur
somewhat later, “we are all tillers of the earth, from Nova Scotia to
West Florida,” and everywhere was “a pleasing uniformity of decent
competence.” Andrew Burnaby, in the course of 1,200 miles, “did
not see a single object that solicited charity.” A scarcity of silver
and gold was inconvenient to such people only when a tax or other
obligation had to be paid in specie; it did not signify poverty or any
scarcity of food, shelter, and apparel.*®

VI

British policy with respect to the monetary schemes of the colonial
Americans was at first indulgent but became at last arbitrarily
negative, in the spirit of the Bubble Act. This retrogression owed
much to the difficulties of the problem—difficulties arising partly
from the colonies’ inchoate state of economic development and partly
from their number: there were nineteen of them from Newfoundland
to West Florida, with their various monetary systems, constitutional
rights, traditions, and other idiosyncrasies.* The sheer multiplicity
of currencies was bad enough, but it was a multiplicity variously
depreciated. Prices of the same commodities varied inordinately from
colony to colony,.and debtors were legally shielded from their outside
creditors by the right to offer them payment in money whose value
was less than the amount of the debt. In the reign of Queen Anne,
Parliament had sought to establish order in the heterogeny by as-

* This was the maximum number from 1763 to 1776. They were New-
foundland, Prince Edward Island, Nova Scotia, Canada, New Hampshire,
Massachusetts, Rhode Island, Connecticut, New York, New Jersey, Penn-
sylvania, Delaware (not wholly separate from Pennsylvania), Maryland,
Virginia, North Carolina, South Carolina, Georgia, and the two Floridas,
East and West. I do not include the West Indian colonies, which to the home
government, however, were just so many more.

18 Horace White, 81-82; Adam Smith 11, 426.
19 Crevecoeur, 49, 50 (Letter n1); Burnaby, 149.
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certaining and publishing the comparative value of foreign coins
current in each of the “plantations,” but the good intent of this
measure had been frustrated, Parliament complained, 25 April
1740, by subsequent issues in the various colonies with arbitrary
values. A generation later, Adam Smith wrote that “£100 sterling
was occasionally considered as equivalent in some of the colonies to
£130 and in others to so great a sum as £1,100. . . .” These things
Parliament knew, for she was being constantly reminded of them
by exasperated creditors and colonial administrators. But what
could she do? It seemed impossible to solve the problem without
abandoning basic commitments on commercial and colonial policy;
nor on the other hand could any prohibition of paper money be
effectual without interfering with the common law right to borrow.
For paper money was essentially an evidence of debt. Such inter-
ference, by a commercial people, was unlikely.*

In 1740 John Colman, the Boston merchant whom I have quoted,
organized one of those associations called “banks,” whose bills of
credit, lent to members of the association on the security of real
estate, were not redeemable in specie. Other merchants who mis-
trusted this “land bank” organized a rival association whose bills
were to be redeemed after a period in silver. John Colman’s land
bank seems to have assumed the impossibility of getting specie to-
gether in any great amount, and the silver bank seems to have
assumed the possibility of getting it together some years later. A
third group petitioned Parliament to curb both projects. Mean-
while Governor Jonathan Belcher had interposed despotically
against the land bank. He warned Parliament that “If some speedy
stop be not put to these things, they will be more fatal consequences
to the Plantations than the South Sea Bubble was, in the year 1720,
to Great Britain.” This was ridiculous, but Parliament listened.
When she was told that John Colman’s scheme “would here in Great
Britain be an high offense and attended with heavy punishments
and might easily be suppressed” as being within the Bubble Act
but that “his Majesty’s Attorney and Sollicitor-General . . . have
reported their opinion that that act does not extend to America,”
she took pains to extend it there “by express words.” The new act
was passed early in 1741. It recited that persons had presumed to
publish in America “a Scheme for Supplying a pretended Want of
Medium in Trade” by setting up a bank on land security ; that they

20 Stock v, 49; Adam Smith 1, 310.
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promised “to receive the Bills which they should issue for and as
so much lawful Money”; and that “sundry other Schemes, So-
cieties, Partnerships, or Companies have been and may be set on
Foot in America for the Purpose of raising publick Stocks or Banks
and unlawfully issuing large Quantities of Notes or Bills there. . . .”
On these grounds the Bubble Act of 1720, suppressing “mischievous
and Dangerous undertakings,” was extended to America.*

There was already vocal in the colonies a resentment at Parlia-
ment’s growing disposition to rule British subjects without allowing
them representation, and the act of 1741 caused an uproar. It was
universally offensive on constitutional grounds, it produced suffering
and injustice in Massachusetts, being an ex post facto measure, and
it reversed the position taken by Whitehall ten years before in up-
holding Rhode Island’s paper money. But it does not follow that
Americans at large greatly resented its substance. They might have
found the purpose of the act as congenial as their British con-
temporaries did, could it have been considered by itself. Most of the
farmers and shopkeepers of the new world, and scarcely less the
large land owners and conservative merchants, were not disposed
to have large scale, corporate, monied organizations at their thresh-
olds.*

Besides arousing bitter feelings, the act of 1741 failed to stop the
Americans, especially in New England and particularly in Rhode
Island. The Rhode Islanders, Parliament was told, authorized issues
of paper money, borrowed it, purchased goods and other property,
depreciated it with successive issues, used it when depreciated to
repay their indebtedness, and realized egregious profits. So Parlia-
ment passed in 1751 “An Act to regulate and restrain Paper Bills
of Credit in his Majesty’s Colonies or Plantations of Rhode Island
and Providence Plantations, Connecticut, the Massachusets Bay,
and New Hampshire in America; and to prevent the same being
legal Tenders in Payments of Money.” It forbade that “any Paper

* So late as 1884 it was contended in the Massachusetts Supreme Court
that the Bubble Act was still in force in that state, having been amongst the
statutes taken over when Massachusetts became independent. The reasoning
was logical, but the Court, whose opinion was given by Judge Oliver Wendell
Holmes, rejected it on pragmatic grounds. The case was Phillips v. Blatch-
ford, 137 Massachusetts 513.

21 A. M. Davis, Currency and Banking in Massachusetts 1, chap. vir; Osgood i,
853ff; DuBois, 25, 65-66, n138; Stock v, 97-100; 14 George II, c. 37 (1741).

25



THE SETTING

Bills or Bills of Credit . . . be created or issued under any Pretence
whatsoever” but permitted issues for current administrative needs
or emergencies—a distinction pretty hard to define and observe in
practice.?

Thirteen years later, 1764, Parliament passed the more general
“act to prevent Paper Bills of Credit, hereafter to be issued in any
of his Majesty’s Colonies or Plantations in America, from being
declared to be a legal Tender in Payments of Money.” It bore on
all the colonies and not on New England alone but seems to have
left them free to issue paper money, so long as it was not legal
tender. Certainly they did issue it: Nova Scotia continued to do so
till Confederation in 1867. But the legal tender quality was of a
practical importance hard to imagine nowadays, and the prohibi-
tion was another interference in domestic matters; and in conse-
quence the new measure caused an uproar like that two decades
earlier when the Bubble Act was extended to America. It was coupled
in spirit with the Stamp Act, the Quartering Act, and Parliament’s
other assumptions of power to legislate for British subjects in
America without allowing them representation. These violations of
constitutional rights formerly defended by the British authorities
affronted the Americans more than refusal to let them have paper
money and make it legal tender, which was something that many of
them did not wish to do anyway.* Three years later Benjamin
Franiklin told Parliament that the lessened respect Americans felt
for it was in part due to “the prohibition of making paper money
among themselves.” His last two words are pregnant; being denied
paper money is not the same as being denied the right to do some-
thing about one’s own monetary system oneself.*®

In 1773 in “an Act to explain and amend” the 1764 measure,
Parliament confirmed and enlarged the freedom of the American
colonies to issue paper money. It did so in consideration of “the
Want of Gold and Si]_ver Currency” in the colonies, in consideration

* In 1833 William Gouge, Jacksonian anti-bank authority, spoke ap-
provingly of Parliament’s interdict of 1764 respecting legal tender; though
he said it had “‘caused much murmuring, for the speculating classes of so-
ciety, who are always the most noisy, liked not to be deprived of so many
opportunities of profit as a vacillating currency afforded them. . ..” Gouge
11, 24.

22 Stock v, 448-50, 464-67; 24 George II, c. 58 (1751).
23 4 George III, c. 34 (1764); Franklin 1v, 420.
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of “the publick Advantage,” and “in Justice to those Persons who
may have Demands upon the publick Treasuries in the said Colonies
for Services performed.” The money might be issued in the form of
“Certificates, Notes, Bills, or Debentures” and made “a legal Tender
to the publick Treasuries” in payment of taxes and other dues. But
this concession came too late.?*

The Declaration of Independence, three years later, cited Brit-
ain’s interference with domestic law-making among the causes which
impelled the colonies to separation, but it did not include inter-
ference with paper money among the more specific of them. The
new sovereign state of Virginia observed a like distinction in October
1777 when she enacted a law derived from Parliament’s statute of
1764 but more drastic. It was “an act to prevent private persons
from issuing bills of credit in the nature of paper currency.” After
reciting that “divers persons have presumed, upon their own private
security, to issue bills of credit or notes payable to the bearer, in the
nature of paper currency, which may tend . .. to the great injury
of the publick by increasing the quantity of money in circula-
tion . . . ,” the law subjected persons who issued such bills to a
forfeiture of ten times their amount. It did not merely forbid their
being made a legal tender—which was all that Parliament had done
in 1764—it forbade their being used at all. Virginia was brushing
boldly against the common law right to borrow, which Parliament
had not done, and evincing a grimmer intent against paper money
per se. There is the difference that Virginia was dealing with private
action alone, but this was a difference of jurisdiction only, not of
principle. Her stated purpose was to curb inflation. And in October
1785, after the war, she passed a new act “to prevent the circulation
of private bank notes,” making it unlawful “for any person to offer
in payment a private bank bill or note for money,” the penalty
again being forfeiture of ten times the amount involved. This was
at a time, as James Madison testified, when money was so scarce it
was doubtful if taxes could be paid; and for that reason the year
following, the Shays rebellion broke forth in Massachusetts. The
new Virginia statute was prepared by George Wythe, who with
Thomas Jefferson was one of the revisors appointed to survey the
Parliamentary statutes ante-dating Independence and select those
which it was expedient for the state to re-enact. There is, to be sure,
no direct phraseological evidence that the Virginia prohibitions were

2413 George II1, c. 57 (1778).
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derived from the Parliamentary act of 1764. But there should be
none; Mr Jefferson has explained why. The revisors decided, he
said, “to reform the style of the later British statutes and of our
own acts of Assembly, which, from their verbosity, their endless
tautologies, their involutions of case within case and parenthesis
within parenthesis, and their multiplied efforts at certainty by saids
and aforesaids, by ors and by ands, to make them more plain, do
really render them more perplexed and incomprehensible, not only
to common readers but to the lawyers themselves.” What the re-
visors “thought proper to be retained were digested into one hundred
and twenty-six new acts in which simplicity of style was aimed at
as far as was safe.” No listing was made to indicate correspondence
between the old and the new laws, but important changes were ex-
plained, among which no change of monetary measures was in-
cluded.* George Wythe and Thomas Jefferson had been vigorous
critics of Parliament’s usurpations, but they were evidently in
accord with Parliament’s monetary principles.*

The same seems to have been true in Massachusetts, where in
1799 a law was enacted to the effect that “no person unauthorized
by law” should “subscribe or become a member of any association,
institution, or company, or proprietor of any bank” (unless an
incorporated bank, of course) and that existing unincorporated
associations were to cease issuing notes and lending. New York in
March 1804 enacted the same law. By then such bans could have
no other effect than that of protecting the monopoly of note issue
by banks already incorporated. But Richard Hildreth, who was a
contemporary, said that the Massachusetts law of 1799 was based
on the 1741 act of Parliament, which at that time, he observed, “had
almost produced a rebellion.” Thus the series of statutes which the
Bubble Act of 1720 initiated came round in the end, in America, to
the purpose with which it evidently had started in Britain, viz., the
shielding of monopoly; but for the greater part of the 18th century
its purpose, in America as in Britain, was to protect the public
interest. Verbally, the law remained the same; subjectively and juris-

* Why the law enacted in 1777 was altered in 1785, I do not know. But
the revisors’ measures were not adopted systematically, and my conjecture
is that the 1777 law was enacted amongst the first, because it was thought
important, and later was re-enacted in modified form with numerous other
measures that had had the revisors’ more deliberate attention.

25 Hening 1x, 175, 431; x11, 166; Jefferson (Boyd) 1, 816-17; Jefferson (Ford) 1,
61; 11, 242-43.
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prudentially, its purpose moved to the opposite and back again. And
for the Americans as for the British its purpose was restrictive and
expressed no craze for easy money.*®

VII

The bills of credit issued during the Revolution were wartime
expedients that stood on a very different footing from the colonial
bills that preceded them. One may condemn the colonial bills and yet
excuse those of the Revolution on the ground that there was no
practicable alternative to issuing them, except giving up the strug-
gle. Alexander Hamilton called them “indispensable,” though never
again to be employed. Benjamin Franklin said they had worked as
a gradual tax upon each person in whose hands they had lost value,
and that with them the Americans had “supported the war during
five years against one of the most powerful nations of Europe.”
David Ramsay, in his History of the American Revolution, pub-
lished in 1789, wrote that ‘“‘the United States derived for a con-
siderable time as much benefit from this paper creation of their
own, though without any established funds for its support or re-
demption, as would have resulted from a free gift of as many
Mezxican dollars.” He observes that their issue was not intended for
more than a temporary expedient but that the war outlasted expec-
tations, and the issues had therefore to be continued.*”

The individual states issued bills and so did the Continental
Congress—the bills of the latter being called “continentals.” They
could not possibly be replaced by specie, and the amount of them
could not be held down to normal needs for circulation. Instead the
amount was determined by the needs of war. But the more there were
issued, the less they were worth. In the end their value sank to
nothing, as the phrase, “not worth a continental,” survives to testify.
They were not agrarian in any sense whatever; farmers indeed were
their worst victims, for they were mostly used to supply the army
with food, horses, fodder, carriage, and such. There had to be force
to make farmers accept them.

VIII

In contending that colonial demand for paper money, aside from
military and administrative needs, reflected nascent enterprise in-

26 Hildreth, History of United States v, 549.
27 Hamilton (Lodge) 1, 807; Franklin 1x, 281, 234; Ramsay 1, 127.
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stead of distress and impoverishment, I have had some misgivings
lest I be beating a dead horse. For a respectable number of recent
works have pitched their discussion of colonial paper money in a new
key. A younger generation than my own, horn since the Populists
frightened the country in-the late 19th century, has felt no inspira-
tion to see in the facts more than is there. In 1939 Professor Richard
A. Lester in his Monetary Experiments showed that colonial paper
money issues of Pennsylvania, New York, New Jersey, Delaware,
and Maryland had done very well; the people of the colonies were
realists and “managed the money supply with a considerable degree
of skill and success.” Studies of Maryland’s colonial paper money by
Kathryn L. Behrens and Philip Crowl had already indicated that
that colony had not been so imbecile in money matters as the colonists
were reputed in general to be. In 1946 Professor Joseph Dorfman,
in his Economic Mind in American Civilization, observed of the
colonies generally that “contrary to the tradition that historians
have perpetuated, a critical analysis of the contemporary literature
indicates that the proponents as well as the critics were not poor
debtors or agrarians, but for the most part officials, ministers, mer-
chants, and men of substance and learning in general.” Professor
H. F. Williamson, in 1951, in a volume edited by him, Growth of
the American Economy, stated that some colonial issues were “highly
successful in remedying an inadequate monetary supply.”*®

Yet the confused notion of paper money crazes and orgies for
which poor debtors, usually agrarian, were responsible, survives
openly still in many works and lurks mischievously between the lines
in more. In Horace White’s long-lived, entertaining, and influential
Money and Banking, first published in 1894, “the pamphlets and
records of the colonial period are filled with accounts of the distress
and demoralization caused by depreciated paper money made legal
tender.” They are also filled with accounts of the benefits to business
of paper money, for which, however, Mr White had only a frosty and
unseeing eye. “The emission,” he says, “of bills of credit on loan was,
in effect, a conspiracy of needy landowners against the rest of the
community.” It is especially unfortunate that such ideas should
have penetrated works of general history. They got into Professor
Turner’s at the very outset. Thirty years later they confused Pro-
fessor H. L. Osgood in his volumes on the American colonies and
produced there an odd incongruity between what he saw the facts

28 Lester, 287, 307; Dorfman, 93, 142; Williamson, 227.
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to be and what he accepted on faith. He is cognizant again and again
of the pressing want of a proper circulating medium, of the froward-
ness of the British government in forbidding what the colonists
tried to do whilst proposing nothing better, and of the paper money
issues advocated by merchants for the promotion of trade and in-
dustry. Yet he also lets himself be persuaded to see in it all ““a paper
money craze,” the work of “agrarian radicals.” The enterprising
and lucrative practice of Rhode Island’s traders he calls “an expres-
sion of her agrarian radicalism.” In the Dictionary of American
Biography’s article on Governor Richard Ward, whose account of
Rhode Island’s paper money I have quoted, it is remarked that
“Ward as a merchant belonged to the conservative group, but he
was unable to prevent the establishment of another bank of issue.”
Passing over the implication that Governor Ward ever wished to
prevent paper money issues and that a bank in the corporate sense
was involved somehow, I think the really notable error in this state-
ment is couched in its bland assumption that merchants constituted
a “conservative class” and presumably included no debtors at all
but only creditors. In the volumes of Professor Charles M. Andrews,
The Colonial Period in American History, published 1934 to 1938,
these incongruities are absent. But so is the whole subject, prac-
tically. Professor Andrews omits the customary clichés, and what
he does say is respectful of the facts even though brief with them.
“The one problem,” he says, “that neither the government nor the
mercantilists were ever able to solve was how to meet the need of
hard money in the colonies or to provide an adequate medium of
exchange for the doing of business. Though the Board of Trade well
knew that the money situation in America was serious—and it knew
this at least as early as 1707—it seemed quite incapable of finding
an adequate solution.”*®

Among recent works I have encountered none in which the ideas
to which I object are deliberately expounded; but there are plenty
in which they are confusedly taken for granted and employed to
enliven a few ancient paragraphs with orgies and disasters. In most
that mention the matter anti-Populist cant reappears whenever
colonial paper money comes up. In one or another, the classic narra-
tives of Horace White or Calvin J. Bullock are cited for details,
honest and downright Dr William Douglass is quoted respectfully,

29 Horace White, 86-87; Osgood 11, 874-T5; 1, 221, 258, 260-61, 280, 847, 849;
Andrews 1v, 850-51.
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and poor befuddled Dr Benjamin Franklin is corrected and patron-
ized. One comes on “the craze for paper money” again and again, on
“the rapid depreciation,” and “the utter demoralization of industry
and trade.” Rhode Island “started upon her notorious career”; hers
was the “most extreme case”; her issues are “of infamous memory.”
The colonial scene as a whole was one of monetary “confusion,”
“excesses,” ‘“‘abuses,” “crazes,” “manias,” “orgies,” and “rages.”
There was little variety in all this. The experience was “monotonously
bad”; it was “almost everywhere the same: over-issue, delay, and
postponement of redemption, depreciation, and finally in some cases
repudlatlon And yet with all its evils, the practice was persisted
in. . . .” The experience “only too well illustrates the temptations
and dangers involved in the resort to paper money. Once started on
the downward path. . . .” And so on.

Such words sustain a myth of colonial distress, ineptitude, and
dishonesty. They deny the austere and simple well-being of the
colonists. They ignore the difficulties that had to be faced and the
energy, enterprise, and success with which the Americans met them.
They appraise colonial resourcefulness by one criterion only, the
depreciation of paper in terms of silver and gold. They also disre-
gard the conservative temper of agrarianism the world over. It can
be stubbornly rebellious, not because agrarians are experimental,
innovatory, and radical but because they are typically the opposite.
In America they have changed considerably since colonial days, but
as late as the era of Andrew Jackson they still clung to the typical
preference for metallic money, serving as a store of value, a medium
of exchange, and a legal tender. Money in this sense is not meant to
stimulate economic activity; its amount is to be limited to the needs
of trade and of legal payments; and to make its volume expansible
at will is mischievous. Thomas Jefferson, taking note that it was
considered a merit in banks that they could expand the circulating
medium, said that just that in his judgment was their demerit.*

But it is no less important that the agrarians be absolved from
the demand for colonial paper money than that business men be
credited with it. The demand did not connote the stagnant, oppres-
sive burden that unproductive debt may be but the welcome obliga-
tion that the entrepreneur assumes when he has a chance to make
money. The merchant borrowed eagerly because the credit enlarged
his working capital and his profit. The farmer borrowed, if at all,

30 Clarke and Hall, 93.
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because accident forced him to. The effective demand for credit,
accordingly, came from the prospering and enterprising part of the
population; the politically powerful “poor debtors” of the clichés
were really thriving business men, and their debts were mercantile
and self-liquidating. They relied for credit in part on their British
suppliers, who allowed them customarily eighteen months’ time; but
for domestic transactions they wanted paper money, which they
could borrow on mortgage security—for like everyone they owned
land—and which would provide a medium of payment. They would
alternately buy with it and sell with it. After Independence they
found themselves able to set up banks, which under British rule the
Bubble Act had forbidden. The vast creative use to which credit was
put in the 19th century arose from these beginnings in the 18th at
the hands of sanguine pioneers of enterprise and not from the
hypothetical straits of farmers and paupers floundering in debt and
trying to evade its repayment.

The agrarian demand for paper money and easy credit which did
at last appear in the States in the latter part of the 19th century
arose from tardy recognition by the agrarians that they lived in a
modern economy, not in dreamland, and in order to hold their own
must use credit as business men did. It arose from a slow realization
that farming must be a means of making money, not of withholding
oneself from the world. Till then, observers who knew with what
attention to profit farming was conducted in Europe were struck by
the American farmer’s inattention to it; and similarly Americans—
from the North—were impressed by the expectation of Europeans
that agriculture should pay. But in the face of business enterprise
and industrialization, it became impossible for farming to remain
unchanged. Stock had to be improved. Machinery had to be ac-
quired. The elements of farm capital became diversified, the land
itself ceasing to be the one ingredient of weight. Money and credit
forced their way into the farmer’s reckoning.*

This development diminished no whit the agrarian antipathy for
city, commerce, and finance. It did not inake the farmer love banks.
Instead it led him, with the current of nationalism stimulated by
the Civil War, to think more trustingly of the federal government
than he had done when it was established. The central power that
with Thomas Jefferson he had feared, he now saw he might control
to his own advantage against the forces of enterprise that had set

31 Danhoff, JPE, Lxix (1941), 317ff.
33



THE SETTING

it up. He concluded that the banks, especially under the National
Bank Act, had usurped the sovereign power to create money.* He
wanted it restored, so that he might get the funds he needed from
the state, and not from private corporations. So wholly was the
farmer won by this un-Jeffersonian concept of a benevolent central
government, that he also dropped his Jacksonian aversion to paper
money and became enthusiastic for greenbacks; though free silver
at the ratio of 16 to 1 came closer to his hard money traditions and
to his heart. This was Populism. It was now the business world, for
which bank liabilities had become the accepted monetary medium,
that became the so-called hard money party. And it was in defense
of the existing “sound money” system, comprising mainly bank
liabilities convertible into gold, that economists and historians iden-
tified contemporary Populism with 18th century agrarianism.
Whether this historical analogy ever converted any Populists I
doubt, but it confirmed the “sound money” party in the righteous-
ness of their views and steeled them to resist the alarming nonsense
of Mr William Jennings Bryan.

This effort made a half century ago to save the country from
Mr Bryan and his Populists is one with which I have a congenital
sympathy and in which I had an infant but enthusiastic part. For
my liveliest political recollections are of the exciting presidential
campaign of 1896—there has been none like it since—when I was
nine years old and my breast was covered with badges attesting
allegiance to the gold standard. My father, a country banker in
Iowa, on occasion wore a waistcoat of golden yellow to the same
purpose ; he was a young man of great ardency, and as & member of
the McKinley and Hobart glee club he sang derisive songs about
greenbacks and the free and unlimited coinage of silver at the ratio
of 16 to 1. I understand the anxious bias which omitted to say any
good of paper money and which saw in history more warnings
against contemporaneous agrarian monetary projects than were
really there. But it is time that the 18th century be freed from the

* This point was made by Mr Jefferson himself in 1813. “Bank paper
must be suppressed, and the circulating medium must be restored to the
nation, to whom it belongs.” But the Populist idea of doing this was not his.
He wanted first to curb the banks; he wanted second to solve a fiscal prob-
lem for the Treasury. His proposal was the same that Alexander Hamilton
had made fifteen years before and solely for the Treasury’s benefit. Jefferson
(Ford) 1x, 399n.
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19th century’s polemics, which like the golden yellow waistcoat are
riow démodé.

IX

The agrarian dislike of banking under the Republic continued
the agrarian dislike of paper money in colonial days, for the dis-
tinctive mark of banks was their circulating notes, and these notes
were a variety of paper money. The dislike was aggravated by the
recent experience with continental bills during the Revolution and
by the fact that banks were corporations. It was a blend of acute
understanding and of pardonable ignorance. When Thomas Jeffer-
son explained in 1791 that the vaunted power of banks to expand
the supply of money was not a virtue but an evil, he showed that he
discerned the function of banks as well as Alexander Hamilton did.
The difference between Hamilton and him was not as to the fact
but as to the significance of the fact. The agrarians saw well that
banks belonged to an order of things incompatible with their own
and differentiated from it by predilections and moral choices that
were basic.

In these circumstances such ignorance of banking as they ex-
hibited was excused by an idealism which directed attention to the
moral significance of things, not to their formal peculiarities, and
which in consequence effaced differences and likenesses obvious to
others. When the agrarians hated banks, they had, by a business
man’s standards, no clear idea what a bank was. Yet by their own
standards they had a very clear idea. They were endeavoring
tenaciously to preserve some primitive and virtuous simplicities in
the labors of man and in his institutions. This purpose appears in
the way the Bubble Act was applied and in the act of 1741 supple-
mentary to it, in the currency act of 1764, in the Virginia statutes
of 1777 and 1785, in repeal of the Bank of North America’s charter
in 1785, and later in the prohibition of banking in a number of
western states. It is as if the greater part of the 18th century Anglo-
Saxon world, in point of numbers, were drawing back premonitorily
from the vast accomplishments of the entrepreneurial and industrial
revolution in the centuries ahead—a revolution generated by steam
and credit—to which the world is now so firmly committed that
resistance to it seems quaint. To Thomas Jefferson it did not seem
quaint.

There was, it is true, an important element of ignorance in the
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novelty of what was being brought to pass in the world by steam
and credit, but it was not an ignorance peculiar to agrarians. No
matter whether one welcomed these miracle-working factors in
economic life or deplored them—either way one was confronted by
something of which men had had no previous experience and of whose
powers no one had more than inklings. The more conservative and
thoughtful were deeply disturbed, for their observations were made
in the early, confused phase of an evolution upon which we can look
back calmly and teleologically. In the 20th century the strange and
demoralizing forces that confront man are physical rather than
economic. We take bank credit and machine production for granted,
and think little of the circumstance that most of man’s economic
work is now done through the medium of artificial persons called
corporations. Instead, what bothers us are novelties like nuclear
fission and the second law of thermo-dynamics. In 1800 it was steam
and credit. Most people, however, soon acquired a more cheerful view
of the matter and left the gloom to the dwindling minority of
agrarians, poets, and Transcendentalists. They took the view that
Alexander Hamilton had expressed in 1781: “Most commercial na-
tions have found it necessary to institute banks; and they have
proved to be the happiest engines that ever were invented for ad-
vancing trade.”®

The resistance of the minority to this complacent view died hard
and slowly. In 1799 President John Adams wrote that “the fluctua-
tions of our circulating medium have committed greater depredations
upon the property of honest men than all the French piracies,”
which were then afflicting American commerce. In 1811 he wrote:
“Our whole banking system I ever abhorred, I continue to abhor, and
shall die abhorring.” And in 1819 he wrote again that “banks have
done more injury to the religion, morality, tranquillity, prosperity,
and even wealth of the nation than they can have done or ever will
do good.” John Taylor of Caroline had said in 1794, “banking in
its best view is only a fraud whereby labour suffers the imposition
of paying an interest on the circulating medium”; and in 1814: “In
the history of our forefathers we recognize three political beasts,
feeding at different periods upon their lives, liberties, and properties.
Those called hierarchical and feudal aristocracy, to say the worst of
them, are now the instruments of the third,” viz., of banks. In John
Taylor’s footsteps, William Gouge said in 1833 that banking was

32 Hamilton (Lodge) 111, 362.
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“the principal cause of social evil in the United States,” the italics
being his. About the same time Senator Thomas Hart Benton de-
manded to know: “Are men with pens sticking behind their cars to
be allowed to put an end to this republic?”*

Senator John C. Calhoun was more penetrating and descriptive
of the sort of thing his contemporaries disliked, and less disturbed
by it. He spoke objectively of “that peculiar description of property
existing in the shape of credit or stock, public or private, which so
strikingly distinguishes modern society from all that has preceded
it.”si

Some centuries earlier the only familiar form of property, aside
from personal chattels, was real estate—as it still was in 18th
century America, and as it still is in economically underdeveloped
countries. There might be difficulty in selling property unless it
had been held long enough for it to be commonly known who the
owner was. Evidence of ownership lay largely in continuous, noto-
rious, exclusive, adverse possession, and its transfer required wit-
nesses and a primitive formality. The small portion of society
comprising merchants and money lenders had other forms of prop-
erty—mortgages, notes, bills, etc.—which were at first subjected
to somewhat the same cumbrous, physical procedures as transactions
in lands and houses. Written documents had not the eminent stand-
ing they have since acquired, and bankers would not recognize a
written order to pay to a third party from a depositor’s account;
instead the depositor must go to the banker personally, accompanied
by his creditor, and give oral instructions for the payment or trans-
fer to be made on the banker’s books. But the growth of commerce
necessitated simpler procedures, with the result that in time, under
the law merchant, the ownership of bills of exchange, orders, and
claims became readily negotiable and transferable, by simple en-
dorsement, successively, without witnesses, formalities, or the pres-
ence of the parties concerned. Joseph Chitty, the 18th and early 19th
century authority for both Britain and America, explained the
evolution in the following words, which Senator Calhoun must have
known well:

‘. .. in the infancy of trade, when the bulk of national wealth
consisted of real property, our courts did not often condescend to

83 John Adams v, 660; 1x, 638; x, 375; Taylor of Caroline, Principles and Tend-
ency, Sec. 111, 18; and Principles and Policy, 289; Gouge, Part 1, 42, 133; Benton 11,

60.
34 Calhoun 11, 349.
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regulate personalty; but as the advantages arising from commerce
were gradually felt, they were anxious to encourage it by removing
the restrictions by which the transfer of interests in it was bound.
On this ground the custom of merchants whereby a foreign bill of
exchange is assignable by the payee to a third person—was recog-
nized and supported by our courts of justice in the 14th century;
and the custom of merchants rendering an inland bill transferable
was established in the 17th century. In short, our courts, anxiously
attending to the interests of the community, have in favour of com-
merce adopted a less technical mode of considering personalty than
realty; and in support of commercial transactions have established
the law merchant, which is a system founded on the rules of equity
and governed in all its parts by plain justice and good faith.”*®

Mr Chitty, from a comfortable familiarity with the commercial
world, wrote sympathetically of an evolution peculiar to that world.
But these were things alien and distasteful to an agrarian society.
People accustomed to property in its real form only, became aware
of its taking unfamiliar, abstract, and intangible forms as well.* And
they became aware also that in these forms it seemed to have a
fearful vigor and infectiousness. New values arose which they had
no competence to judge. Speculation, with its vicissitudes of fortune
and ruin, seemed a wicked sleight-of-hand with pieces of paper. Of
two documents bearing legal legends, one might be good as gold and
the other worthless; yet the difference was one that simple people
could not recognize themselves. They had to rely on what they were
told. Where, in such circumstances, was their self-dependence and
the freedom for which they prized America? Altogether, the ready
and dynamic expansion of wealth was profoundly disturbing. Com-
merce at its best was a necessary evil, but bubbles, banks, funds,
stocks, and all such were not only unproductive—they were useless,
burdensome, malign. The source of wealth was the earth, and the

* In a passage of his memoirs, Persons and Places (p. 184), Mr George
Santayana shows how strange the system of trust and credit is when ap-
proached from an economy where it does not prevail. He at first found it
hard to feel at home in the system, but, he says, “I soon learned to swim
happily with my eyes closed on this stream of business convention, which
indeed at this moment is supplying me with a comfortable income coming, as
far as my direct action or perception goes, from nowhere.” Mr Santayana
adjusted himself to the conventions of a credit economy without losing his
sense of wonder; most people take them for granted.

35 Usher 1, 5ff, 28ff; Chitty, 8-9, 12.
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producers thereof were those who tilled it and mined it and fished in
its waters. The wealth possessed by bankers and stock-jobbers must
have been taken somehow from these toilers. Whence otherwise could
it come? The change in the form and instruments of wealth put all
conservatives at a disadvantage and not agrarians alone. “The
paper system,” Alexander Baring told a committee of Parliament
in 1819, “is undoubtedly particularly favourable to one class of
people, viz., to enterprising speculators; and may be said to be un-
favourable to persons of large capitals,” who, of course, were
typically creditors. The debtors were the enterprisers and specula-
tors. Yet, Mr Baring continued, “it is impossible to deny that much
of the aggregate wealth of the country has been derived from that
spirit of enterprise”—an understatement that itself shows how novel
was the thing of which he spoke.®

Though banks owed their growth mainly to business enterprise and
its need of credit for monetary use, they also owed much of it to gov-
ernment and the need it too had for credit. For governments always
have been borrowers, and repeatedly their dependence upon banks
has been critical, especially in wartime. Since it is the function of
banks to create money, and since it is characteristic of wars to cost
money, the evolution of banking in the United States has received
from wars some of its most powerful impulses. Thence indeed it had
its start: the narrative taken up in the next chapter begins toward
the end of the Revolutionary War, when the first American bank
came into existence largely because of the desperate need of the Con-
tinental Congress for funds with which to maintain the Army.

38 British Parliament, Expediency of Resuming Cash Payments, 128 (Query 158).
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CHAPTER 2

The First American Bank, Philadelphia

% 1781-178% %

1. Alexander Hamilton’s first proposals for a bank — IIL
The Pennsylvania Bank — III. Alexander Hamilton’s
further proposals — IV. The Bank of North America estab-
lished — V. The mutiny — VI. The attack upon the bank —
VIIL. The agrarian charges — VIIIL. The charter revoked —
IX. The appeal — X. The bank’s victory

I

In THE winter of 1779-1780, not quite two years before the sur-
render of Lord Cornwallis at Yorktown, the American revolutionary
cause was in one of its darkest passages. The British held New York
fast and were gaining ground in the South. The war was dragging
on into its fifth year. Halfhearted as the enemy was, the Continental
Army still had not the means to strike a decisive blow. Its soldiers
were neglected and mutinous. It was “a mob rather than an army;
without clothing, without pay, without provision, without morals,
without discipline.” Congress had failed to obtain the funds required
for vigorous collective action, and its credit was gone in promises
it could not keep. It had no power to tax but only to requisition the
individual states with the hope that its requisitions would be re-
spected, which much of the time they were not. Often its only resort
for funds was Benjamin Franklin, its Minister in Paris, who, having
once drawn lightning from the clouds, was expected to draw money
from the coffers of the King of France with the same ease and when-
ever required.

Lieutenant-Colonel Alexander Hamilton was then aide to General
Washington in winter quarters with the army near Morristown, New
Jersey. The words quoted in the foregoing paragraph are his. Four
years in the Army had impressed him with the fact that military
operations could not be made more effective without more money,
and more money could not be procured without new means. To pay
for its imports, the young country was dependent on loans and gifts
from other enemies of Great Britain. To pay its domestic expenses

1 Hamilton (Lodge) 1, 221.
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it issued bills of credit. It issued more and more—continental and
state bills—and in the end they became valueless. The Army had
to have food and equipment, as every patriot knew, but the soldier
or farmer or dealer who accepted payment in revolutionary bills
was making an inordinate contribution to the cause of independence,
for the money he received would not buy the equivalent of what he
had sold or of the service he had rendered. Patriotism grew thin in
such circumstances, soldiers lost ardor, and farmers and dealers
withheld supplies.

Amidst his military duties Alexander Hamilton found time to
formulate a plan for radical reform of the revolutionary finances
and to set it forth in a long letter whose date and address are both
uncertain but which probably was sent in November 1779 to General
John Sullivan, representative of New Hampshire in Congress. In
this letter, from which his name was withheld, Colonel Hamilton
urged that a bank be “instituted by authority of Congress for ten
years, under the denomination of the Bank of the United States.”
Its nominal capital was to be $200,000,000—a fantastic sum, save
that it represented the current depreciated continental paper money,
whose retirement would be effected by exchange for bank stock and
bank notes. This would provide a currency whose value would no
longer rest on the promises of a weak government but on those of an
institution with assets and credit derived from the union of private
wealth and governmental authority. Farmers and merchants alike
would accept this new currency in payment for the supplies needed
by the Army.?

“I am aware,” Hamilton wrote, “how apt the imagination is to be
heated in projects of this nature.” He was then about twenty-four.
But nevertheless he thought that the scheme stood on a firm footing
of public and private faith, that it linked the interest of the state
intimately with the interests of rich individuals; and that it afforded,
“by a sort of creative power,” a circulating medium that would be
“a real and efficacious instrument of trade.” The plan also com-
prehended a foreign loan of two millions sterling and that the bank
be recompensed by the government, which was to be its principal
borrower and own half its stock. “Very beneficial contracts,” the
Colonel said, might be made between the bank and the government
for supplying the Army. Its life was set tentatively at ten years, but

2 Schachner, 98, n46; Hamilton (Lodge) rm, 333-84. The retained copy of this letter
in the Hamilton papers is without address or date. Lodge took it to have been ad-

dressed to Robert Morris in 1780. Schachner shows it to have been addressed more
probably to John Sullivan in 1776.
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Hamilton did not suppose that it would be discontinued, or that
experience would fail to suggest how it should be improved. The
plan had a kinship, which he recognized, “to the famous Mississippi
scheme projected by Mr Law,” who, however, he said, “had much
more penetration than integrity.” The foundation of that scheme
was good, he thought, “but the superstructure too vast. The proprie-
tors aimed at unlimited wealth, and the government itself expected
too much.”®

These early proposals by Alexander Hamilton, known then as a
very able young military officer, probably reflected more ideas than
they originated. They seem to have been without influence, but they
indicate what the current ideas were and the early stages of his own
prolific thought. In the developments that follow immediately, he
seems to have had no part.

II

During the spring of 1780 things had continued to go badly for
the Americans. General Tarleton’s raids spread fright in the Caro-
lina Piedmont, and in May Sir Henry Clinton captured Charleston.
The next month, Congress received what it called the “liberal offer”
of some ninety merchants and other men of substance who “on their
own credit” were preparing “to supply and transport three millions
of rations and 300 hogsheads of rum for the use of the army” and
had “established a bank for the sole purpose of obtaining and trans-
porting the said supplies.” These men had pledged their property
and credit for respective sums which aggregated £300,000. Congress
accepted thejr offer, and James Madison wrote Thomas Jefferson
that the greatest hopes of feeding the soldiers were founded on this
“patriotic scheme of the opulent merchants” of Philadelphia.* The
front page of the Pennsylvania Packet, 15 July 1780, was taken up
by a dialogue in verse which included the following:

“Has not the loss of Charlestown prov’d once more
That where the soul’s engaged

Danger becomes a stimulus to action?

Look at those large and honorable aids

By voluntary contributions rais’d

Which this fair city gives—her splendid Bank
And liberal subscriptions ; whence are they

8 Hamilton (Lodge) 1, 832-34, 338-39,
4 Lewis, 18-23; Clarke and Hall, 9-10; Madison, Writings (Hunt) 1, 66.

42



1781-1787

But from the arduous feeling of the soul
Rous’d by some new and unforeseen misfortune?”

A prospectus of the bank and a list of subscribers had already been
published in the Philadelphia Gazette, 5 July 1780, and on the 15th
the following business-like notice appeared in the Packet: “The
Pennsylvania Bank will be open on Monday next two doors above
Walnut Street in Front Street from nine to twelve in the morning
and from three to five in the afternoon. All persons who have already
lent money are desired to apply for bank-notes, and the Directors
request the favor of those who may hereafter lodge their cash in the
bank that they would tie it up in bundles of bills of one denomina-
tion, with labels, their names endorsed, as the business will thereby
be done with less trouble and greater dispatch.”

Besides accepting the offer of the subscribers, Congress resolved
that since the associators in the bank meant “not to derive from it
the least pecuniary advantage,” it was just and reasonable that they
be fully reimbursed and indemnified. It therefore pledged the faith
of the United States to protect them against loss. The directors
were authorized to “borrow money on the credit of the bank for
six months or for less time and to emit notes bearing interest at the
rate of six per cent.” Operations beghn in Philadelphia 17 July
1780 and continued until the latter part of 1781. The subscribers
were reimbursed by Congress for the purchases they had made, and
the bank was fully liquidated in 1784. By means of this bank, wrote
Thomas Paine, “the army was supplied through the campaign and
being at the same time recruited was enabled to maintain its
ground. . . .” According to Paine, it was with himself and not with
the opulent merchants of Philadelphia that the idea of the Penn-
sylvania Bank originated. In 1780, he said, the American states
were “in want of two of the most essential matters which governments
could be destitute of—money and credit.” The spring of that year
“was marked with an accumulation of misfortunes. The reliance
placed on the defense of Charleston failed and exceedingly lowered
or depressed the spirits of the country. The measures of government,
from the want of money, means, and credit, dragged on like a heavy
loaded carriage without wheels and were nearly got to what a coun-
tryman would understand by a dead pull.”®

When the Pennsylvania Assembly met in May in Philadelphia,

5 Clarke and Hall, 10; Paine (Conway) m, 149-50, 153.
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Paine went on, “what particularly added to the affliction was that
so many of the members, instead of spiriting up their constituents
to the most nervous exertions, came to the assembly furnished with
petitions to be exempt from paying taxes. How the public measures
were to be carried on, the country defended, and the army recruited,
clothed, fed, and paid, when the only resource, and that not half
sufficient, that of taxes, should be relaxed to almost nothing, was a
matter too gloomy to look at. A language very different from that
of petitions ought at this time to have been the language of every
one.” Meanwhile, a letter received by the Executive Council from
General Washington was transmitted to the House. The doors were
shut, and Mr Paine, as clerk, read the letter aloud. “In this letter,”
he said, “the naked truth of things was unfolded. . . . The General
said that notwithstanding his confidence in the attachment of the
army to the cause of the country, the distress of it, from the want of
every necessary which men could be destitute of, had arisen to such
a pitch that the appearances of mutiny and discontent were so
strongly marked on the countenance of the army that he dreaded
the event of every hour.”

Thomas Paine himself felt that there was “something absolutely
necessary to be done which was not within the immediate power of
the House to do; for what with the depreciation of the currency
and slow operation of taxes and the petitions to be exempted there-
from, the Treasury was moneyless and the government creditless. If
the assembly could not give the assistance which the necessity of the
case immediately required, it was very proper the matter should be
known by those who either could or would endeavor to do it. . . . The
only thing that now remained and was capable of reaching the case
was private credit and the voluntary aid of individuals; and under
this impression, on my return from the House, I drew out the salary
due to me as clerk, enclosed five hundred dollars to a gentleman in
this city, in part of the whole, and wrote fully to him on the subject
of our affairs.” Paine divulged to his correspondent the desperate
news that the Assembly had heard and urged him to propose a
voluntary subscription, in which his own five hundred dollars was
to be included. )

“While this subscription was going forward, information of the
loss of Charleston arrived, and on a communication from several
members of Congress to certain gentlemen of this city of the increas-
ing distresses and dangers then taking place, a meeting was held
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of the subscribers and such other gentlemen who chose to attend, at
the city tavern. This mecting was on the 17th of June, nine days
after the subscription had begun. At this meeting it was resolved
to open a security-subscription, to the amount of three hundred
thousand pounds, Pennsylvania currency, in real money ;* the sub-
scribers to execute bonds to the amount of their subscriptions and
to form a bank thercon for supplying the army.”®

This was the Pennsylvania Bank. In September 1780, when it
was barely two months old, Alexander Hamilton wrote that he had
had hopes it would be “the embryo of a more permanent and ex-
tensive establishment.” But he now had reason to believe he would be
disappointed. “It does not seem to be at all conducted on the true
principles of a bank.” For, he said, “the directors of it are purchas-
ing with their stock instead of bank-notes, as I expected, in conse-
quence of which it must turn out to be a mere subscription of a
particular sum of money for a particular purpose.” Some years
later, after the Pennsylvania Bank had ended its brief life, Robert
Morris, who was one of its organizers, confirmed Colonel Hamilton’s
words. He said it was “in fact nothing more than a patriotic sub-
scription of continental money . . . for the purpose of purchasing
provisions for a starving army.””

Thomas Paine’s name does not appear on surviving lists of sub-
scribers to the Pennsylvania Bank, but his subscription may have
been included in the larger one of his friend, the practice being
common ; for five hundred dollars in continental money was precious
little. Nevertheless, though the lists include a hundred or more
persons representing a substantial part of the commercial wealth
of Philadelphia, the first to lay cash on the barrel head was evidently
Thomas Paine. Noah Webster made the statement in 1806, or a little
before, that banks were advocated in America “as early as 1776, first
by Mr Paine” in Common Sense; and he quoted the following words
in which Paine anticipated a famous remark of Alexander Hamil-
ton’s. “No nation ought to be without a debt,” Paine had said. “A
national debt is a national bond. . . .” In the 20th century the

* “Three hundred thousand pounds, Pennsylvania currency, in real
money” would be, presumably, an amount of specie obtainable with three
hundred thousand pounds of Pennsylvania currency, the latter being at a
discount in relation to specie.

6 Paine (Conway) 11, 150-53.
7 Hamilton (Lodge) 1, 233; S y i ier and It s 11, 22.
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advocacy of a national debt does not obviously imply an advocacy
of banks, because both in men’s thinking and in fact the association
of banking and a public debt is less close than the prominent ex-
ample of the Bank of England made it in 1776 and than the nearer
example of the Bank of the United States made it thirty years later.
According to Noah Webster both public debt and banks were
instruments of mercantile triumph over the survival of feudalism,
and it was for such reasons that Thomas Paine advocated them.?

II1

In September 1780, about nine months after his first proposal
for a bank and about two months after inauguration of the Pennsyl-
vania Bank, Alexander Hamilton restated his proposal in a letter
to James Duane, representative in Congress from New York. This
letter gives a foretaste of the Constitution, which it preceded by
seven years. To Duane, Hamilton said less about the form of his
proposed bank than he had to John Sullivan and more about the
scheme of government in which the bank was to have place.

“Congress,” he said, meaning the Confederation as distinct from
the individual states, “should have complete sovereignty in all that
relates to war, peace, trade, finance, and to the management of
foreign affairs.” It should have the right “of coining money; estab-
lishing banks on such terms and with such privileges as they think
proper; appropriating funds and doing whatever else relates to the
operations of finance.” The providing of supplies, he said, was now
“the pivot of everything else,” and there were four ways of achieving
it, “all of which must be united: a foreign loan, heavy pecuniary
taxes, a tax in kind, a bank founded on public and private credit.”
The contemporary paper money rested on public credit alone; the
joint credit of the public and of individuals was needed. The pro-
posed bank should be authorized to issue notes to the amount of its
capital. It should be authorized to coin money. The faith of the
government must be pledged for its support, and the government
must have the right to inspect it. It “should be one great company
in three divisions: in Virginia, Philadelphia, and at Boston.” It was
to be hoped that it could be built on the Pennsylvania Bank, which
at the time he wrote was still in existence.®

In February 1781 Congress made Robert Morris its Superin-

8 Blodget, 168; Paine (Conway) 1, 102.
9 Hamilton (Lodge) 1, 224-25, 229, 232-36.
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tendent of Finance, or Financier. Colonel Hamilton, still with Gen-
eral Washington, had been considered for the appointment, evidently
without his own knowledge. Two months later he resigned as Wash-
ington’s aide, hoping to get a combat command, and the day he left
headquarters, 30 April 1781, he sent Robert Morris the third argu-
ment he had elaborated for a “National Bank.”*

The national bank was to be, of course, far more than a private
enterprise. At the moment American independence was the object
of ‘all effort, and in Colonel Hamilton’s words, ‘“’Tis by introducing
order into our finances—by restoring public credit—not by gaining
battles, that we are finally to gain our object.” He reviewed at
length the capacity of the country for revenue and “the proportion
between what it is able to afford and what it stands in need of,” and
found a difference between revenues and expenses of from four to
four and a half million dollars, “which deficiency must of course be
supplied by credit, foreign or domestic, or both.” He considered the
potentialities of France, Spain, and the Netherlands as lenders and
found them inadequate. But America had her own resources, and
these he would utilize more fully by a public bank which would
“supply the defect of monied capital and answer all the purposes
of cash,” secure the independence of the country, “have the most
beneficial influence upon its future commerce, and be a source of
national strength and wealth.” The tendency of such a bank, he
said, would be “to increase public and private credit. The former
gives power to the state for the protection of its rights and interests,
and the latter facilitates and extends the operations of commerce
among individuals. Industry is increased, commodities are multi-
plied, agriculture and manufactures flourish; and herein consists
the true wealth and prosperity of a state.”

The national bank was to be a corporation chartered for thirty
years—“no other bank, public or private, to be permitted during
that period.” It was to have a capital stock of £3,000,000. Besides
specie, this sum was to include “European funds” and “landed se-
curity”—i.e., real estate mortgages. About half the capital might
be owned by the government, which would appoint four of the twelve
directors. The bank was to issue pound notes—partly. in large de-
nominations bearing interest—but the whole issue should not exceed
the amount of the bank’s capital. It might coin metal to half of the
amount of its capital. It was to receive deposits. It was to lend to

10 Schachner, 126; Hamilton (Lodge) i, 842ff.
47



PHILADELPHIA

the government and to the public. It was to be the agent for re-
demption of the government’s outstanding paper money obligations
at the ratio of forty units of the old for one of the new. It was to
contract with both the French and American governments for the
supply of the naval and mililary forces. It was to have three offices,
as in his earlier plan, one in Pennsylvania, one in Massachusetts, and
one in Virginia.!

These terms were closer to those of banking as subsequently known
than were the terms that Hamilton had previously proposed. They
specified a corporation whose principal powers were to lend, to issue
notes and accept deposits, and to act as fiscal agency of the gov-
ernment. Moreover, the amount of capital was now more practicable
and the transactions in merchandise were of reduced importance. As
before, in his letters to Sullivan and Duane, Hamilton did not stake
all on a bank alone: a foreign loan was indispensable, and there
must also be fiscal and political reforms. And again as before, he
sought to shift from the Spanish dollar, which was the unit of the
depreciated revolutionary currency, to the pound, which was still
current and in terms of which the proposed bank was to be capital-
ized and to issue its notes. He still hoped that the amorphous Penn-
sylvania Bank would contribute to establishment.of the national
bank he was proposing.

When the Financier, Robert Morris, received this letter, he was
engaged on his own more modest plan for the Bank of North
America, and it is unlikely that he thought Colonel Hamilton’s
ideas made any important changes nccessary in what he had already
done. But he wrote Hamilton that he felt strengthened in his own
confidence by finding their ideas had much in common and that he
would show the letter to the proposed bank’s directors.**

v

The Bank of North America, now proposed by Robert Morris,
was to have a capital of $400,000, to be paid in gold and silver. Its
notes were to be accepted by the government in payment of duties
and taxes, and a statement of its note obligations and cash on hand
was to be made daily to the Superintendent of Finances, who would
have the right also at all times to examine into its affairs, with
“access to all the books and papers.” Congress, 26 May 1781, ap-

11 Hamilton (Lodge) mi, 343-56, 3G0-61, 3G7ff.

12 Clarke and Hall, 14.
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proved the plan for what it called “a national bank,” which it
resolved to promote and support.**

Mr Morris published the congressional resolution with a state-
ment in which he offered the enticement to prospective subscribers
that the bank’s advances to the government would be profitable and
secure, that its circulating notes would replace the depreciated gov-
ernment issues then current, and that its credit would be available
to merchants. “To ask the end which it is proposed to answer by
this institution of a bank, is merely to call the public attention to
the situation of our affairs. A depreciating paper currency has un-
happily been the source of infinite private mischief, numberless
frauds, and the greatest distress. The national calamities have moved
with an equal pace, and the public credit has received the deepest
injury. . . . The exigencies of the United States require an anticipa-
tion of our revenue; while, at the same time, there is not such con-
fidence established as will call out, for that purpose, the funds of
individual citizens. The use, then, of a bank is to aid the government
by their monies and credit, for which they will have every proper
reward and security, to gain from individuals that credit which
property, abilities, and integrity never failed to command, to supply
the loss of that paper money which, becoming more and more useless,
calls every day more loudly for its final redemption, and to give a
new spring to commerce, in the moment when, on the removal of all
its restrictions, the citizens of America shall enjoy and possess that
freedom for which they contend.”**

The response to these brave words was not too encouraging.
Though many participants in the Pennsylvania Bank transferred
their interests to the new institution, new subscribers came in
sluggishly. The Financier also had trouble in getting together the
funds the government was subscribing, but providentially “one of
his most Christian majesty’s frigates arrived at Boston and brought
a remittance in specie of about four hundred and seventy thousand
dollars,” which was taken to Philadelphia by wagon. All that Morris
could spare, “about 254,000 dollars,” he subscribed for stock in the
bank and immediately borrowed back. The money was part of a
sum obtained by Benjamin Franklin from the French Treasury,
some as a gift and some as a loan. It was fetched across the ocean
by Colonel John Laurens, Alexander Hamilton’s friend, and Thomas
Paine, according to whom it took sixteen ox teams to transport the

13 Clarke and Hall, 10-12. 14 Lewis, 80-31.
49



PHILADELPHIA

money from Boston to Philadelphia; and it took the teams two
months or more to make the journey. The money arrived in Phila-
delphia in October after the British surrender at Yorktown, and
the task of organizing the bank was not completed till two months
later.* On the last day of the year 1781, Congress passed an ordi-
nance incorporating it as the President and Company of the Bank
of North America.’® This was the first real bank, in the modern
sense, on the North American continent.**

A week after the action of Congress, Robert Morris addressed a
circular letter to the Governors of the thirteen states, with which he
transmitted copies of the congressional ordinance and of the reso-
lutions “recommending to the several states to pass such laws as
they may judge necessary for giving the said ordinance its full
operation.” “It affords me great satisfaction to inform your Excel-
lency that this bank commenced its operations yesterday, and I am
confident that with proper management it will answer the most
sanguine expectations of those who befriend the institution. It will
facilitate the management of the finances of the United States. The
several states may, when their respective necessities require and the
abilities of the bank will permit, derive occasional advantage and
accommodation from it. It will afford to the individuals of all the
states a medium for their intercourse with each other and for the
payment of taxes, more convenient than the precious metals and
equally safe. It will have a tendency to increase both the internal
and external commerce of North America and undoubtedly will be
infinitely useful to all the traders of every state in the union, pro-
vided, as I have already said, it is conducted on the principles of
equity, justice, prudence, and economy.””*®

The Connecticut legislature a few days later made the bank’s

* The bill of lading for this specie, put on board La Résolue at Brest, the
receipt given for it by Governor John Hancock of Massachusetts in Boston,
and the receipt given for it by Tench Francis in Philadelphia for Robert
Morris, Superintendent General of Finances, are displayed in Carpenters’
Hall, Philadelphia.

** In Canada banking did not start till establishment of the Bank of
Montreal in 1817. In Mexico there seems to have been no banking, in the
sense in which I am using the term, until about the year 1864, when the
Banco de Londres y México was founded and the country’s modern banking
system had its beginning. Lobato Lopez, 135, 140, 158ff; McCaleb, chap. 1.

15 Carey, 48; Paine (Foner) 11, 720-21; Paine (Conway) 1, 171-73, 213-15; 11, 466.
16 Lewis, 39-40.
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notes receivable in payment of state taxes, and the Rhode Island
legislature made punishable the counterfeiting of the bank’s notes
and theft of its funds. Massachusetts and New York went further
and granted charters of incorporation which gave the bank a
monopoly in the two states for the duration of the war. These state
charters were occasioned by disbelief in the validity of the congres-
sional charter; New York in its grant made the reservation, “That
nothing in this act contained shall be construed to imply any right
or power in the United States in Congress assembled to create bodies
politic or grant letters of incorporation in any case whatever.” That
Congress had not the power was maintained by several of its own
members and particularly by James Madison, its foremost legal
authority. The bank’s directors being themselves in doubt, barely
a month passed before they sought a charter from the Pennsylvania
Assembly. After considerable opposition and debate, one identical
with that granted by Congress was enacted 1 April 1782 and ac-
cepted by the bank as the authority under which its operations
were to be conducted. These measures with reference to the Bank of
North America which were adopted in 1781 and 1782 by Congress
and by Connecticut, Rhode Island, New York, Massachusetts, and
Pennsylvania constituted the first bank legislation proper in North
America, with the dubious exception of that respecting the Penn-
sylvania Bank.*’

With the surrender of Yorktown several weeks before the bank
was opened, the fighting had stopped, but the government was no
stronger, the states were no more united, British troops still occupied
New York, and Great Britain was in no hurry to conclude the formal
recognition of American independence. The negotiations with her
were to be prolonged for nearly two years. These were not the cir-
cumstances in which the bank had been expected to work, but its
services were nevertheless useful; it facilitated the resumption of
peacetime commerce and the administration of the public finances.
The United States for a short time owned most of the bank’s stock,
having more than 600 of its 1,000 shares. For these shares, “the
bank by special bargain lent them the whole money immediately, but
it not being convenient for the Financier to repay the money when
wanted by the bank,” the shares were sold to other subscribers.*®
The president of the bank was Thomas Willing, one of Philadel-
phia’s principal merchants. Its directors and proprietors, its gov-

17 Cleaveland, xiin, 18 Lewis, 135.
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ernmental connection, and the fact that it was unique, made it an
outstanding institution. But the private stockholders represented
only a part of the mercantile community in Philadelphia, and the
neglected merchants, who were mostly Quaker, decided that they
should have a bank of their own. Their efforts to obtain a corporate
charter from the Pennsylvania Assembly seemed about to succeed—
this was in the spring of 1784—when the Bank of North America
hastily offered to enlarge its capital and let them come in. It made
the offer, which was accepted, because most subscribers to the pro-
posed bank were tendering their payments in Bank of North Amer-
ica notes, and these were being presented for redemption in such
volume that the bank was losing its specie. This experience convinced
a good many people that it was impracticable to have two banks in a
single community, the supply of specie being considered insufficient
and raids on one another’s reserves inevitable.?

\%

Although the Bank of North America was helpful in the fiscal
affairs of the confederated government as well as in the affairs of
the business community, it could not make up for that government’s
characteristic weaknesses—one consequence of which was arrearages
in the payment of soldiers of the Revolutionary Army now due to
be mustered out and returned to their homes. In June 1783, when
the bank was in its second year, about a hundred men of the Penn-
sylvania line mutinied at Lancaster for want of their pay and
marched the sixty or seventy miles east to Philadelphia, which they
entered on a hot summer day “with fixed bayonets and musick.”
They were joined by discontented troops in the local barracks, and
three or four hundred in all put a cordon round Independence Hall,
where the Pennsylvania Executive Council and the Continental Con-
gress were sitting separately. While the leaders pressed their de-
mands on the officials, the soldiers comforted themselves with
spirituous drink served to them from the ncarby tippling-houses,
they uttered offensive words, and they wantonly pointed their
muskets at the windows of the hall, where Elias Boudinot, James
Madison, Alexander Hamilton, and other celebrities were scowling
over the situation. They also threatened the bank, which was a little
farther down the street. It was the agent of government, it had
money, and money was what they wanted. It natu rally mattered little

19 Schwartz, JPE, vv (1947), 417f.
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to them that the bank facilitated commerce and the public finances,
so long as they were unpaid themselves. But they faltered; after a
few days they accepted furloughs and dispersed, as unpaid as ever
but freshly promised. A really serious attack on the bank came two
years later when the agrarians, with the help of persons unfriendly
to the bank for private reasons, determined to repeal its charter.*

VI

It was in the spring of 1785, when the Bank of North America
had been three years in business, that the effort to end its existence
was undertaken by the agrarian majority in the Pennsylvania
legislature. The first step, 16 March, was to authorize an issue of
bills of credit by the state to pay its share of “the annual interest
on the debts of the United States” and the interest on its own public
debt. For this purpose an issue of £100,000 was authorized ; £50,000
more was authorized to be lent by the state to private borrowers.
This implied no love of the bills; but bad as they were the bank was
worse, and their issue was a blow at it. Five days later, the 21st, a
petition for repeal of the Bank of North America’s charter was
received by the Assembly. On 4 April, the state loan office at which
the £50,000 was to be lent was authorized. The same day a bill to
repeal the charter of the bank was introduced and ordered printed,
counsel for the bank was refused a hearing, and the legislature
adjourned, to take up the matter at the next session. A major
controversy burst forth which was to preoccupy the community for
two years.

The case of “the gentlemen from the country” against the bank
included charges of usury, favoritism, “comity with commerce,” in-
terference with the state’s prerogative of monetary issue, refusal
to lend on the long terms thought necessary for honest borrowers,
discrimination against husbandmen and mechanics, insistence upon
punctuality in paying debts, admission of foreigners to investment
in America, and other miscellaneous mischiefs. The case of “the
gentlemen from the city” for it, aside from explanation of its use-
fulness, included the argument that repeal of the charter would be
a breach of faith on the part of the state, an arbitrary invasion of
property rights, and nugatory because the bank might continue
anyway under the congressional ordinance of incorporation. Upon

20 Hamilton (I.odge) 1, 303, 314ff; Elliott v, 91-94; Journals of Continental Con-
gress xxiv, 410, 412ff; Pennsylvania Gazette, 2 and 9 July 1783.
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reconvening in August, the Assembly decided to grant the bank’s
plea to be heard in defense of its charter but made the point that
the hearing was a matter of grace, not of right. It listened to the
bank’s spokesmen and also the spokesmen of the petitioners. Its
mind remained unchanged, and an act repealing the charter was
passed 13 September 1785.

Operations continued, but the loss of the charter was serious.
There was little chance that the state courts would allow the bank
any corporate rights or protect its shareholders from its creditors,
and the charters got from Congress, from New York, and from
Massachusetts were of little or no help. Public confidence shrank.
The bank’s stock dropped below par, its notes came home, and its
cash fell off. When things were about at their worst, the bank was
encouraged by the grant of a charter from Delaware in February
1786; but whether it would have been found practicable to move
down the river into the friendlier jurisdiction is dubious. Meanwhile,
however, the political complexion of the Pennsylvania Assembly was
altered by the clections, in which the bank had been a leading issue,
and an energetic effort was made to get the charter restored. More
petitions were lodged with the Assembly, for and against the bank. A
new committee considered the question, found evidence of prejudice
and ignorance in the former committee’s action, and recommended
repeal of the former repeal. There ensued four days of lively and
tense debate, from 29 March to 1 April 1786.

VI1

The agrarian charges were numerous, as I have indicated, but
their gravamen lay in the complaint that the bank was a monstrosity,
an artificial creature endowed with powers not possessed by human
beings and incompatible with the principles of a democratic social
order. In the language of the Assembly report of 1785 recommend-
ing repeal, “the accumulation of enormous wealth in the hands of a
society who claim perpetual duration will necessarily produce a
degree of influence and power which can not be entrusted in the
hands of any set of men whatsoever without endangering the public
safety.” And again: “We have nothing in our free and equal gov-
ernment capable of balancing the influence which the bank must
create.” William Findley, the influential agrarian leader who repre-
sented Westmoreland county, declared that “the government of
Pennsylvania being a democracy, the bank is inconsistent with the
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bill of rights thereof, which says that government is not instituted
for the emclument of any man, family, or set of men.” Further, he
said, “This institution, having no principle but that of avarice,
which dries and shrivels up all the manly, all the generous feelings
of the human soul, will never be varied in its object and if continued
will accomplish its end, viz., to engross all the wealth, power and
influence of the state.” John Smilie, a representative from remote
and mountainous Fayette county—whose farmers were to rebel ten
years later against the taxing of their whiskey by the federal gov-
ernment—was incensed because the friends of the bank were said
to include “the most respectable characters amongst us.” It looked
to him as if respectability meant riches. “This is holding out an
aristocratical idea. ‘An honest man’s the noblest work of God.” A
democratical government like ours admits of no superiority.”*

These were considerations by which the bank would stand con-
demned even if no alternative to it existed. But the agrarians had
an alternative in the state loan office. Robert Whitehill of Cumber-
land county complained that the bank’s notes cramped the credit
and circulation of the paper money of the state and that the bank,
besides being incompatible with the public welfare in general, was
of no help to the country people because “its loans are confined to
forty-five days—a period which can never afford any opportunity
for the country people to profit by it.”” It was an argument of John
Smilie also that the bank’s operations were a discouragement to
agriculture—because it would lend for short term only—whereas the
state’s paper money had been of the utmost utility.*

There was far more interest in destroying the bank than in foster-
ing the loan office, however, and Robert Morris, now a state Senator,
twitted the few country gentlemen who professed such esteem for
the state’s paper money notwithstanding ‘it is notorious that they
will not sell the produce of their farms for it.” Nor did they all
profess to like it. But they were one in their hatred of the corporate
nature of the bank. When assured that “if this public bank be de-
stroyed, private banks will arise out of its ruins till the demands
of trade are satisfied,” they were unmoved. Indeed Whitehill ob-
served that if the bank had no charter, the “private circumstances”
of the stockholders would then be liable for its debts. This seemed
to him preferable. Findley also said the proprietors might still keep
a private bank, as if that would be unobjectionable. The proprietors

21 Carey, 21, 52, 57, 65-66. 22 Carey, 15, 24, 61-62.
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of a private bank would be merchants and members of an unloved
class, but they would at least be individual human beings lifted by
no artificial, aristocratical powers above the level of ordinary Amer-
icans. And they would not be alien. For one of the most exasperating
peculiarities of incorporation was that it enabled forecigners to
invest money in America. The agrarians could see no advantage in
this but only the disadvantage that it led to the drain of profits
back to Europe.”
VIII

In their rebuttal of the agrarian attack, the friends of the bank
sought to establish two general facts. One was that the merchants
of the community had a right to maintain a bank for their own
convenience; the other was that the bank was useful as well to
everyone else.

Before they had a bank, Robert Morris explained, the merchants
had had to lend to one another. One who was shipping a cargo, to
assemble which he had expended all or much of his ready cash, would
draw a bill on the purchaser—a merchant in England or in Bar-
badoes, for example—to whom the goods were being shipped, and
would sell the bill at a discount to a merchant who was at the time
in funds. The latter would gain the amount of the discount for the
use of funds that would otherwise have been temporarily idle in his
hands, but he would soon have need of the funds for payments to
be due on his own purchases. So he would willingly be a lender only
for the intermediate period when he held cash for which he had no
instant need, and he would wish to be as fully assured as possible
that he would have his money returned to him punctually. By be-
coming stockholders in a bank, the merchants had pooled their cash
to make it go further. But there were very few of them, Mr Morris
said, “who do not stand in need of the whole of their money in the
course of business, and when in need they borrow occasionally per-
haps the whole amount or more.” Ifurther, “it is upon these prin-
ciples the merchants generally remain stockholders—when one docs
not want his money, it is carning his share of the dividend from
another; and by thus clubbing a capital together, as it were, the
occasional wants of all are supplied.” Why, he asked in substance,
should not the merchants do collectively and conveniently what they
had used to do severally and inconveniently ?**

23 Carey, 28, 62, 74, 80-81. 24 Carey, 95.
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The second point urged in favor of the bank was its provision of
a ready and adequate means of payment which passed from the
hands of the merchants who bought produce into the hands of the
farmers who sold it and thence into the hands of others in the com-
munity. “The utmost that the country gentlemen can any ways
contend for,” declared Thomas Fitzsimons, another of the bank’s
friends, “is that they, living at a distance and wishing to be ac-
commodated with loans of money for long periods, can not have them
at the bank. But is that a reason that the inhabitants of the city and
its vicinity shall not have the privilege of accommodating each
other? Though the money is not lent to the farmer, yet as it facili-
tates the purchase of his products and the procuring him ready
money for them, he derives thereby a full share of the advantage.”*

Suppose, Robert Morris again said, a ship arrives from the West
Indies with a cargo of rum and sugars—is she to be detained because
merchants can not procure money to purchase flour to load her?
Morris recalled occasions when farmers had waited vainly with their
loaded wagons in Market Street and at the end of the day had driven
them home as full as they came, because there were no buyers; and
there were no buyers because there was no cash. Produce in the
market had been plenty, he said, and he himself had been eagerly
bent on the purchase of it, but could not command the money for
the purchase, although possessed of sufficient property. Now that
there was a bank, money was always available, for the bank furnished
its notes to the merchants in exchange for their obligations, and the
notes served as money with which they paid for their purchases. At
the same time, contrary to allegatlons, the community’s cash was
conserved. For, explained Thomas Fitzsimons, “where there are no
banks every merchant or trader must at all times have money in
his chest or in his drawer unemployed. . . . If he wants to make a
purchase of any considerable value, he collects money for some time
in order to enable him to make that purchase.” The bank made these
several hoards unnecessary. Moreover, the bank discriminated
against loans that would lead to shipments of cash from the com-
munity. Formerly when a ship was put up for London, the remitters
who wished to ship specie cast about to get it, and away it went if
they succeeded ; they now make application to the bank and “the
directors being interested to obstruct the shipments of money and
knowing those who want discounts for that purpose, they watch

25 Carey, 104-05.
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them as closely as a cat does a mouse » 1 re{use such discounts until
the ship is gone.”?

The bank was also defended from the specific complaint that it
obstructed the use of the state’s bills of credit. It accepted them with
the reservation that the liability incurred by doing so should not
entail repayment in specie but in the equivalent of the bills received.
This necessitated keeping double accounts—one set in specie and
one set in Pennsylvania paper money; and these accounts showed,
Robert Morris told the Assembly, that the whole amount of the
emission, that for the loan office excepted, had passed through the
bank the first year and been credited on its books.”

The bank’s friends met the complaint that the bank had alien
stockholders by explaining that Americans needed European invest-
ment and gained more from it than the Europeans did. When foreign
capital entered the country in the form of goods bought on credit,
Robert Morris explained, the price of the goods might be increased
by as much as thirty per cent; when it came in the form of investment
in bank stock it cost only the bank’s dividend rate, which did not
exceed eight per cent. It was better to finance domestic trade with a
bank employing foreign capital than to finance it by going into debt
to foreign merchants.*

“Did the first settlers of America bring capitals with them? Some
few individuals might, but the generality certainly did not; if they
could accomplish the bringing the necessary implements of hus-
bandry, it was doing a great deal. The settlers that have continued
to follow the first comers, from that time to this, were in the same
way. Very few have brought capitals, and yet nearly all have grown
rich.

“How did this happen? It has happened by the use of European
capitals.

“How were these obtained for that use? Not by borrowing money;
for they could not . . . obtain such loans. If they could, the country
would have grown rich much faster. But they borrowed goods.
America has risen to opulence by means of the credit she obtained
in Europe. The goods so borrowed, or, in other words, bought upon
credit, were not procured on the same easy terms on which money
is usually lent. It would have been much better for the traders in
America to borrow money at six, eight, ten per cent, or at any rate
of dividend made by the bank, and to have purchased their goods

26 Carey, 43, 51, 93-94, 104. 27 Carey, 119. 28 Carey, 55-56.
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with the ready money so borrowed; for with ready money, those
purchases might have been made ten, fifteen, twenty, and perhaps
in some articles, thirty per cent cheaper than on credit.

“It is true that the merchants in England usually shipped goods
on one year’s credit, without charging interest for that year. But
it has been always said and in some instances proved upon trials in
the courts of law, that the year’s interest is amply compensated by
the advances put on the real cost of the goods, besides other benefices
derived by the English merchant by means of drawbacks, discounts,
ete., ete. And if the American importer can not pay at the expiration
of the twelve months, an interest account commences and is continued
in such manner that he pays at the rate of compound interest until
the debt is discharged. Under these disadvantages, the credit ob-
tained in Europe at a rate of interest equal to fifteen, twenty, or
perhaps thirty per cent has been the foundation of that prosperity
which we behold in America. That credit has been extended by the
importer to the country shopkeeper; and through him to the farmer
and mechanic, who being thereby enabled to pursue their labours,
have drawn produce from the surface and bowels of the earth, which
has not only defrayed the whole of the cost and charges but enriched
the industrious.

“Must not then an institution which draws money from Europe
for the use of our citizens at the rate of seven and three fourths or
eight per cent be extremely beneficial? Could America by means of
such institutions, or by any other means, obtain loans sufficient to
enable her to purchase all the goods wanted from Europe with ready
money, she would find a vast and lasting advantage in it.”

Mr Morris, however, did not pretend that the bank offered all
that the farmers required. On the contrary, he said that long-term
credit as well as short-term was needed and that there should be
institutions specializing in each. “A loan office,” he said, “established
on proper principles and on a solid foundation would promote and
encourage the landed interest and operate as much in its favour as
a bank does in favour of commerce.” He had some share in the landed
interest, he continued, having a quantity of lands within the state;
and he was “willing to submit to a tax to be paid in hard money to
establish a fund for the purpose of lending sums to farmers for the
improvement of their lands.” His offer accomplished nothing. The
agrarians, still assured of a majority, simply held their thumbs
down. They were not interested in collaboration or compromise. They
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had attacked the bank in order to destroy it—not supplement it
or correct it. They insisted on having its head.?

IX

The Assembly room was crowded with auditors of the dcbate, a
verbatim account of which, dedicated to Benjamin Franklin, was
published by Mathew Carey within a few weeks. The bank was the
subject of acrid public controversy, oral and written. Able pamphlets
in its defense were produced by James Wilson, a distinguished
lawyer and later an influential member of the convention that wrote
the federal Constitution, and by Pelatiah Webster, a merchant, a
stockholder, and an active writer. But the most effective participant
on either side was Thomas Paine. The bank was produced, he said
in his Dissertations in its defense, “by the distresses of the times and
the enterprising spirit of patriotic individuals,” a phrase that
catches the substance of Hamilton’s and Morris’ arguments and
puts in a nutshell the circumstances in which American banking had
its origin. “Those individuals furnished and risked the money,” he
said, “and the aid which the government contributed was that in-
corporating them.” The government had never made a better bar-
gain and got so much for so little. The bank had done what the
government could not. “The war being now cnded and the bank
having rendered the service expected, or rather hoped for from it,
the principal public use of it at this time is for the promotion and
extension of commerce. The whole community derives bencfit from
the operation of the bank. It facilitates the commerce of the country.
It quickens the means of purchasing and paying for country produce
and hastens on the exportation of it. The emolument, therefore,
being to the community, it is the office and duty of government to
give protection to the bank.”*°

As for the absurd condemnation of foreign investment in the
bank’s stock, Paine said the enemies of the bank “must have for-
gotten which side of the Atlantic they were on,” for their arguments
would be true if the situation were the other way round and Amer-
icans were putting their money in foreign banks. He also expatiated
on the evils of paper money, which, since he had not come to America
till 1774, he had never known in the form of colonial bills of credit
but only as continentals. So he assumed that all paper money was

29 Carey, 37-38. 30 Paine (Conway) 11, 153, 167; Paine (Foner) 11, 431.
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bad. It was bad because it was not convertible into specie, which
was the only real money. He also implied that all paper money was
legal tender and said that the punishment of a legislator who should
so mich as “move for such a law ought to.be death.”* The paper
money authorized by the Assembly, he said, was driving out hard
money and taking its place. “The farmer will not take it for prod-
uce, and he is right in refusing it. The money he takes for his year’s
produce must last him the year round; and the experience he has
had of the instability of paper money has sufficiently instructed
him that it is not worth a farmer’s while to exchange the solid grain
and produce of a farm for the paper of an Assembly whose politics
are changing with every new election and who are here one year and
gone another.”**

In contrast to the Assembly’s paper money, Mr Paine said that
“bank notes are of a very different kind and produce a contrary
effect. They are promissory notes payable on demand and may be
taken to the bank and exchanged for gold or silver without the least
ceremony or difficulty.” The great difference, as he put it, was that
bank notes were not issued ‘“as money but aus hostages to be ex-
changed for hard money.” Every advantage lay with bank notes—
so long, that is, as “the government do not borrow too much of the
bank nor the bank lend more notes than it can redeem.”**?

Thomas Paine wrote of the agrarians’ ideas with scorn. But com-
merce he praised. He was a business man himself, or sought to be,
and his friends were business men. Enterprise had no better spokes-
man. He wrote a few years later in the Rights of Man: “In all my
publications, where the matter would admit, I have been an advocate
for commerce, because I am a friend to its effects. It is a pacific
system, operating to cordialise mankind by rendering nations as
well as individuals useful to each other. . . . If commerce were per-
mitted to act to the universal extent it is capable, it would extirpate
the system of war and produce a revolution in the uncivilised state
of governments. The intention of commerce has arisen since those
governments began and is the greatest approach towards universal

* The italics are Paine’s. Death was the punishment customarily pre-

scribed for counterfeiting. To recommend it for a legislator who should do
no more than move a legal tender law was going pretty far.

31 Paine (Conway) 11, 171, 179-80; Paine (Foner) 11, 427.
32 Paine (Conway) 11, 184-86.
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civilisation that has yet been made by any means not immediately
flowing from moral principles.”***

Thomas Paine evidently found it hard to believe that the agrarian
opposition to the bank was honest, and he ascribed motives to it
that were much too sophisticated. Thus he suspected that the repre-
sentatives of the western counties of Pennsylvania, which were
barred by the mountains from ready access to Philadelphia and
made tributary instead to Baltimore, were attacking the bank in
order to embarrass Philadelphia to the advantage of Baltimore. But
he was probably right in the suspicion that the agrarians were en-
couraged in their course by wealthy enemies of the bank, who, he
said, “view a public bank as standing in the way of their private
interest.” In succeeding years the efforts of rival business groups to
break one another’s banks recurred frequently; and so did the use
of the agrarians as cat’s-paws. Paine quoted a wealthy Philadel-
phian, George Emlen, as complaining that while the bank stood a
monied man had no chance, that his money was not so valuable to
him as before the bank was set up, and that “if the bank was de-
molished he could buy country produce for exportation cheaper.”
Gouverneur Morris said the usurers “never intermitted their efforts
to destroy the bank”; and Robert Morris spoke to the same effect.®*
The confusion of alignments in this controversy, which was typical
of others to come later, has testimony in the following words of a
contemporary observer: “You might have seen the violent whig, the
bitter tory, and the moderate man laying their heads together with
the earnestness and freedom of friendship ; the Constitutionalist and
Republican were arm in arm; and the Quaker and Presbyterian
forgot their religious antipathies in this coalition of interests. The
ultra-radicals, however, never swallowed the idea of the bank in any
form.”**

X

At the end of the debate, 1 April 1786, the Assembly had again
adjourned without undoing its repeal of the charter. But the agrar-

* Paine’s emphasis was the reverse of Jefferson’s, who in the conciliatory
mood of his first inaugural recommended “encouragement of agriculture, and
of commerce as its hand-maid.”

** This is quoted by Robert L. Brunhouse in his Counter-Revolution in
Pennsylvania, page 151, to show how “the bank issue crosscut party lines.”

33 Paine (Conway) 11, 456.
34 Paine (Foner) 11, 424, 434-35, 1256; Sparks 111, 443; Carey, 96.
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ian cause had weakened, and the next elections shifted the member-
ship closer to the bank. They also had the result of making Benjamin
Franklin—who was a stockholder in the bank and whose son-in-law,
Richard Bache, was a director—president of the state. During a
period of more than a year in which it had got on without the
charter, the bank had grown pretty certain of recovering it. The
expectation was realised in March 1787, when a new one was en-
acted. The agrarians had attempted too much. One of their leaders,
William Findley, said about thirty years later that repealing the
charter instead of reducing the size of the bank had ‘“changed the
majority, and men of the greatest talents and influence in the state,
who would not otherwise have served, were returned in favour of
the bank. .. .”®

But the new charter was more explicit and restrictive than the
old had been it was good for only fourteen years and not forever, it
reduced the “wealth” of the bank to two million dollars instead of
ten, it forbade the bank to trade in merchandise and to hold more
real estate than was needed for its place of business and to protect
it from loss on loans, and it required that copies of the by-laws be
deposited with the state authorities. In narrowing the scope of the
original charter and keeping the corporation closely within the
reach of the state, these limitations were prophetic of a tendency for
corporate powers to be more narrowly defined at the same time that
their effectiveness was to be increased.

For a short time, the relations of the Bank of North America
to the confederated government were close, but Robert Morris, still
Superintendent of Finance, sold the government’s stock, as already
said, being unable to complete the payment for it, and the bank
itself became more and more absorbed in private business. It can
scarcely be said ever to have been the “national bank” it was de-
signed to be. Its directors wanted to make money, and they suc-
ceeded, for the annual dividend averaged close to ten per cent for
the first forty years of its existence.*® Long before that it had be-
come merely the oldest of the country’s banks and one of the more
successful, with no other distinction, and it continued so under suc-
cessive charters till 1929, when it was absorbed by one of its younger
competitors, the Pennsylvania Company for Insurances on Lives

35 Franklin x, 496; Lewis, 120; “William Findley,” PMHB, v (1881), 444; Wilson,

PMHB, 1xv1 (1942), 3.
38 Lewis, 152.
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and Granting Annuities, chartered in 1812. All that is of marked
interest in the 147 years of its life occurred in the first five. But the
conflict of principles and interests—economic, social, moral, and
political—in that first lustrum was to recur often and far more
momentously in the country’s later history.
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CHAPTER 3

The Start in New York, Boston,
and Baltimore

% 1784-1790 %

I. Banks in four cities — II. New and Old World banking —
III. Merchant, agrarian, and speculator — IV. Banking
practice — V. Deposits and other accounts — VI. Punctu-
ality — VII. The solitary bank

I

OBserVERs in other commercial centers were little deterred by the
political difficulties of the bank in Philadelphia but much encouraged
by its economic success. So it was not long before efforts were making
elsewhere to set up banks. In New York rival groups set to work
about the same time. One, comprising land-owners and led by Chan-
cellor Livingston, sought to establish a “land bank,” i.e., one whose
capital was to be mainly in real estate mortgages, like a privately
sponsored colonial loan office. Its projectors, Alexander Hamilton
said sarcastically, considered it “the true philosopher’s stone that
was to turn all their rocks and trees into gold.” There seem to have
been two other groups, with which Colonel Hamilton was successively
associated, which were mercantile and projected a “money bank,”
whose capital was to be wholly in specie. These two in the end were
resolved into one. The land bank group and the money bank group
each tried to get an exclusive charter and each frustrated the other.
But the money bank was organized, nevertheless, and began business
without immediate incorporation. This was the Bank of New York.
From its opening, 9 June 1784, till 1791, when it was granted a
corporate charter, it was conducted under a constitution drawn up
by Alexander Hamilton. Before it opened, Hamilton arranged for
its cashier, William Seton, to visit Philadelphia for a first hand
study of the Bank of North America’s operations.

Meanwhile, in February 1784, the Massachusetts legislature

1 Paine (Conway) 11, 163; Domett, 4-6, 113; New York Packet, 12 and 23 February,
15 March, 1 May, 7 June 1784.
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granted a charter to a group of Boston merchants incorporating
the Massachusetts Bank. This bank began business, 5 July 1784,
less than a month after the Bank of New York. Some of the Boston
merchants were already shareholders in the Bank of North America
in Philadelphia, and they sent a letter to its president, Thomas
Willing, requesting information and advice. Banking was new to
them, they said. Mr Willing replied that it had been new to him
and his associates also. “When the bank was first opened here,” he
wrote, “the business was as much a novelty to us . . . as it can possibly
be to you. It was a pathless wilderness, ground but little known to
this side the Atlantick. No book then spoke of the interior arrange-
ments or rules observed in Europe—accident alone threw in our
way even the form of an English bank bill. All was to us a mystery.”

“In this situation,” he went on, “we adopted the only safe method
to avoid confusion. Educated as merchants, we resolved to pursue
the road we were best acquainted with. We established our books
on a simple mercantile plan, and this mode . . . , pointed out by
experience alone, has carried us through so far without a material
loss or even mistake of any consequence.” Mr Willing also sent
copies of the Philadelphia bank’s by-laws and regulations, which
were adopted in Boston with little change. Samuel Osgood, who was
a director of the Bank of North America, became cashier of the
Massachusetts Bank, and another of the latter’s officers visited the
Bank of North America in order to study its methods of operation.*

In Baltimore, meanwhile, beginning in 1782, several attempts
to form a bank had been stimulated by the success of the Bank of
North America in Philadelphia, but according to Robert Morris the
organizers could not muster sufficient subscriptions to carry through
their project, and it was not realized for some years. By that time
trade had been greatly stimulated by war in Europe following the
French Revolution, subscribers had become more responsive, and in
1790 a charter was granted incorporating the Bank of Maryland,
which opened the next year.?

By 1790, accordingly, eight years after organization of the Bank
of North America, four banks were in business, or in train to be, in
four leading cities—Philadelphia, New York, Boston, and Balti-
more.* Three of the first four banks were long lived. The Bank of

* Attempts to set up banks had been made elsewhere—notably in Provi-
dence, Richmond, and Charleston—but had been abortive. A comprehensive

2 Gras, 12-13, 28, 209-12. 8 Carey, 98.
66



1784-1790

North America continued in business from 1782 to 1929, as I have
said. The Bank of New York has continued in business uninter-
ruptedly since 1784; it was the second bank established in North
America and is now the oldest. The Massachusetts Bank took a
national charter in 1865 and was absorbed in 1903 by the First
National Bank of Boston. The Bank of Maryland continued in
business forty-four years and failed in 1834.

II

In 1790 each bank was a public bank; that is, it was distinctly
more than a private institution. Though its active management was
private, it was bound as well as enfranchised by governmental au-
thority, and the state was as often as not a shareholder, or might
be.* There were two ways of assessing the unique, public nature of
“the Bank” in its community. The jaundiced view was that private
interests had wormed their way into official favor and usurped
privileges they should not have. The realistic view was that the
community, whether shrewdly or not, had adapted private initiative
and wealth to public purposes, granting privileges and exacting
duties in return. Though banks grew numerous, there persisted a
strong conviction that a charter was a covenant which the grant of
other charters violated. But the conviction gave way, slowly and
obstinately, and what overcame it was not logic but self-interest, and
corruption. One group after another pleaded, cajoled, fought,
and bribed its way to a bank of its own. Thus monopoly was slowly
impaired. But the impairment was no more agreeable to the opposi-
tion which wanted no banks at all than to the banks themselves
which had to encounter increased competition. To the agrarians, the
multiplication of bank charters was an extension of privilege rather
than a division of it.

account of the early establishments in various cities will be found in Joseph
Stancliffe Davis, Essays in the Earlier History of American Corporations,
1, chap. m.

* There were honorific as well as contractual evidences of the peculiar
regard in which “the bank” in a community was held. In Philadelphia, in
1790, “the President of the Bank” (the Bank of North America, of course)
with the President of the State, the Chief Justice, and others, was a pall-
bearer at the funeral of Benjamin Franklin. For years, at Cambridge, “the
President of the Bank” (the Bank of Massachusetts) had as his right a
seat on the rostrum at Harvard commencements.
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Behind these current conceptions were the great public banks of
issue in the Old World—the Bank of England, the Bank of Amster-
dam, the Bank of Venice, and others. These were the models in every-
one’s mind, and especially in the minds of the moral opponents of
banking for whom the fact that something derived from the Old
World was reason enough for not wanting it. Moreover, despite the
growth of banks, it was long before pluralities of them became
everywhere common. Rather the situation in 1790, when the three
states, Pennsylvania, Massachusetts, and Maryland, had each a sole
incorporated bank, remained typical in one state or another for
some time and enforced the conception of a bank as properly a
unique institution. And it was still the habit of writers to discuss
the advantages and disadvantages of “a bank,” not using the plural
“banks” or the generalization “banking.” In fact everything that
Alexander Hamilton, Thomas Paine, and other writers said in
advocacy of banks was said, explicitly or implicitly, with a “public”
bank in mind. Private banking received no attention till many years
had passed.*

In setting up public banks of issue without first evolving a private
banking system, the pioneer American bankers were in a way put-
ting the cart before the horse. In Europe—particularly in Italy,
the Low Countries, and England—banking had had a long, quiet,
and gradual development; the liabilities of bankers in the form of
deposits had for centuries supplemented the metallic monetary stock,
and the public banks—nowadays called the central banks—came at
a later stage. In America, on the other hand, banking arrived
suddenly by transplantation and in public rather than private guise.
Richard Hildreth wrote in 1840: “The whole system of banking in
America has been formed upon the model afforded by the Bank of
England—the system of private banking which prevails in Great
Britain never having been introduced into this country and being
even prohibited by statute in many of the states. . . .” What little
native inheritance it had was from the loan office and no less gov-
ernmental than what it got from abroad. The country became
spotted with public banks and had no private ones, at least none of
sufficient importance to leave evidence that they existed. By subse-
quent standards of free enterprise this was anomalous, but the
anomaly became corrected by the speedy adaptation of the public
banks to private interest, as illustrated by the Bank of North Amer-

4 Paine (Foner) 11, 429fF.
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ica. The process was attended by great growth in the number of
banks, a growth which ineluctably broke down the unique associa-
tion of the first few banks with the state and also with commerce.
But in the process of becoming adapted to private enterprise, banks
never lost all the birthmarks of their public origin, and those they
ultimately did lose—such as note issue and unique association with
the state—they lost only slowly.®

American banking differed also from Old World banking in that
it originated in a want of capital, not in a surplus of it. For
European economies were already mature when their first banks
arose, and they possessed age-old accumulations of wealth upon
which those banks could rest. In England, stores of coin and plate
had been lodged with goldsmiths, and the goldsmiths had turned
bankers to find a use for the treasure. Nothing of the sort happened
in America, where wealth was in hope more than in possession, and
the need of homely necessities was so great that stocks of gold and
silver could rarely be retained even when they could be assembled.
It was in dearth like this and not in abundance that American
banking had its genesis. Needs were great, means were few, and men
were resourceful. The impulsion to which they responded was that
of demand, not supply, and their response was to club together their
scanty funds, as Robert Morris said, and form institutions that
should do for them collectively what they could not do so well sev-
erally.

This condition is reflected in a succinct description of banking
that Alexander Hamilton gave President Washington in 1791. “For
the simplest and most precise idea of a bank,” Hamilton wrote, “is
a deposit of coin or other property as a fund for circulating a credit
upon it which is to answer the purpose of money.” This description
is still as sound as it was then, though no one would now think of
putting it that way. Hamilton had earlier indicated the essential
nature of banking, when he observed that the Pennsylvania Bank
was making purchases with its assets and not with its liabilities.®

Yet despite the scantinéss of means, and in fact because of it,
enthusiasm for new banks was extravagant. Capital was often sub-
scribed and heavily over-subscribed within a few hours of the
opening of books; in Providence in'1791, when 450 shares were
offered, 1,324 were subscribed; and next year in New York, $10,-

5 Hildreth, Banks, Banking, and Paper Currencies, 118.
6 Clarke and Hall, 106.
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000,000 of new capital was subscribed in two hours when $1,000,000
only was offered.” The heavy subscriptions arose to some extent,
doubtless, from the practice of bidding for much in order to make
sure of getting some. They were feasible because payments in specie
could be delayed and minimized. Banks lent on their own stock.
Benjamin Franklin, for example, had gone into debt to the Bank of
North America for the stock he purchased in it. So had the govern-
ment of the United States. The bank was so hard put for cash that
it had to have porters carry its specie busily to and from the cellar
in order to give the customers a magnified notion of what it had;
and some of its proprietors ostentatiously brought in deposits of
gold and silver that had unostentatiously been carried out a little
while before.* The bank can not reasonably be blamed for putting
its best foot forward, but that sort of thing was to become mis-
chievously frequent. For a century and a half America was to be
straining beyond her means, growing in wealth, to be sure, but
hypothecating her gains as fast as she made them in order that
she might make more. In a mature economy the effort to do business
with insufficient capital is contemptuously called working on a shoe
string; in 18th and 19th century America it was a popular virtue
decried by those who could not make it work. Eventually more was
demanded of banks than they could perform, but till after 1800
their record was good ; “there can be no question,” Professor Joseph
S. Davis says of the 18th century American banks, that they “were

* A hundred and twenty-five years later, in the panic of 1907, a rural
bank in Iowa, of which I was assistant cashier, resorted to a similar strata-
gem. The cashier and I, who constituted the entire office force, fetched all
our bags of coin from the vault and piled them where the customers could
not help seeing them. Subsidiary coin was legal tender for only very small
amounts in those days, and the value of the lot was inconsiderable—ten
of the bags contained only 1,000 pennies each—but the display was im-
pressive, and we kept our doors open. We found it still more effectual, how-
ever, to conceal our paper currency and offer payment to uneasy depositors
in silver. Even the partisans of William Jennings Bryan balked at that; I
remember a free-silver enthusiast, a Civil War veteran, who angrily refused
ninety silver dollars, the amount of his quarterly pension, and stalked incon-
sistently and angrily from the bank with his check uncashed—which, of
course, suited us exactly. It will be observed that we pretended, unlike the
Bank of North America, to be worse off than we were in fact—concealing
our relatively large amount of paper currency and displaying our relatively
small amount of coin.

7J. S. Davis, Earlier American Corporations 11, 62, 81.
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the most important and the most successful of the eighteenth cen-
tury business corporations.”®

Although the first American banks were new phenomena to both
their friends and their enemies, almost everything about them, taken
separately, was old and familiar. They were a rearrangement in
special form of powers and functions that previously had been scat-
tered and unformalized. The corporate form, which the first Amer-
ican banks took, was already known, especially for organizations
of a public nature; and so, of course, was the practice of borrowing.
The notes the banks issued were, in form if not in essence, just
~ another variety of paper money, which had long been generally
known. In substance the accounts of banks with their customers
were like those that merchants had maintained with planters and
farmers, especially in the southern colonies where great cash crops
of tobacco, indigo, and rice were produced. In colonial Virginia and
Maryland, for example, planters would consign shipments of tobacco
to correspondents in England who would sell the tobacco and hold
the proceeds for the planters’ instructions. “It is a fact,” wrote
Thomas Jefferson as late as 1818, “that a farmer with a revenue
of ten thousand dollars a year may obtain all his supplies from his
merchant and liquidate them at the end of the year by the sale of his
produce to him without the intervention of a single dollar of cash.”
The planters’ credit on the merchants’ books would be very much
like deposit credit on a bank’s books: the credit might indeed be an
advance or loan to finance goods ordered by the planter, in which
case the merchant was essentially a banker. Banks, however, prob-
ably bore more likeness to the colonial loan offices than to anything
else in American experience. For these were places where borrowers
obtained credit upon security and whence they carried away notes
to be passed into general circulation by payments from hand to
hand. In all, consequently, the banks took up and continued not
only practices known to merchants but practices familiar to others
as well; and the novelty lay in having an institution, of semi-official
aspect, which specialised in monetary transactions as distinguished
from the transactions in real property to which they were ancillary.

II1
The decade 1781 to 1791, which spanned the establishment of
banks in Philadelphia, New York, Boston, and Baltimore, was fol-

8J. S. Davis, Earlier American Corporations 11, 108.
9 Jefferson (Ford) 1x, 408n.

71



NEW YORK, BOSTON, BALTIMORE

lowed by one in which the number grew so rapidly that contempo-
raries spoke of a rage for banks—a “bancomania.” In 1792, alone,
a year of great speculation, eight banks were set up. This rapid
growth did not mean an unalloyed triumph for the principles upon
which the first four banks had been founded. Unlike the infant
Hercules, those four had merely scotched, not killed, the enemies
that beset them in their cradles. This was especially true of the
agrarian opposition, which grew side by side with banking itself.

But there also arose a speculative, easy-money opposition that
behaved very differently from the agrarian. It had no aversion to
banking per se but only to the strait-laced notions of the merchants
who then controlled banking. For there was more than one kind of
merchant; there were the impatient and risk-loving as well as the
cautious and conservative—men who were willing to turn land
speculator, as Robert Morris did, or to turn entrepreneur and build
canals, set up iron foundries, sail ships, spin silk, or venture any-
where else outside their warehouses in search of wealth. As specula-
tors and entrepreneurs they needed credit on long term and could
not remain satisfied with the thirty- to ninety-day discounts that
sufficed for merchandising. Moreover, with increasing population,
markets, and demand, the speculators and entrepreneurs grew to be
the dominant users of credit. The typical merchants of 1790 became
an old-fashioned minority; in the commercial centers they might
still keep a few banks devoted to their interests, but they could not
hope for long to confine banking in gencral to their own needs. The
pressure of demand by other borrowers became too great.

Yet the cleavage between speculator and conservative produced
vigorous contention within the business world over the use of credit.
The conservative merchant clung to its use in the exchange of goods.
The speculator saw wealth in more things than trade and wanted
the use of credit broadened accordingly. The arguments were illus-
trated in a controversy in Baltimore newspapers several years before
there was a bank there. In November 1784 it was announced that a
group of merchants purposed establishing a Bank of Maryland like
the Bank of North America in Philadelphia, and that the legislature
would be asked to incorporate it, to penalize the counterfeiting of
its notes, to make its notes receivable for taxes, and to provide that
the state authorities might examine it and “at all times have access
to its books and papers,”” A week later came counter-proposals from
speculators who were indebted to the state on purchases of confis-
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cated British property and wished the state to issue paper money
which was to facilitate the payment both of debts owed by the state
and of debts due to it. The first group advocated a bank “established
after the example and long experience of other commercial coun-
tries, under the immediate observation of government, calculated to
increase the medium of commerce and to induce punctuality among
the trading part of the community.” At such a bank, “every day
and every hour of the day, the possessor of a bill may prove its value
equal to gold and silver by making an exchange.” A medium of
payment would be provided by it which farmers as well as merchants
could use: whether one borrowed at the bank himself or not, the
circulation of its notes would make it possible for him to sell his
goods. Paper money let out upon long credit, “which is a known
destructive error,” would never do. It was bound to depreciate.”

On the other hand, the speculators were equally positive. They
said the merchants would have a bank where loans would “exceed
not thirty or the most sixty days” and where the farmer, the planter,
and the mechanic could therefore not expect to borrow. What the
community needed was paper money “emitted upon the security of
landed estate”; land was ‘“fixed and immovable, not to be affected
. . . by the precarious issue of commerce.” Both sides coaxed the
agrarians, arguments against the merchants’ bank being signed
“Planter” and arguments for it being signed “Farmer,” and each
side claiming to show where the agrarian interest truly lay.

One is aware of a difference between what is conservative in
business and what is risky and of a like difference between a man
who 1is conservative and one who is not. But there is no definition
distinguishing the two clearly and a priori. One has to wait and see
how things come out. Robert Morris was once among the conserva-
tives and successful, he turned to land speculation, and he ended
bankrupt; his partner, Thomas Willing, never deviated from con-
servatism and success. Toward the close of the 18th century, there
was an interval when everything American—even a large part of
agrarianism—seelﬁed to merge homogeneously into speculation. As
Professor Joseph Stancliffe Davis has said, “One gigantic specula-
tion had been notably successful—the achieving of independence”;
and it is no mere coincidence that participants in that achievement
included a conspicuous number of energetic, imaginative men who

10 Maryland Journal and Baltimore Advertiser, T, 9, 17, 19, 26, and 30 November;
7, 14, and 19 December 1784; Bryan, 17-18.
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were interested in making money and became creators of the suc-
ceeding age of enterprise. Land speculation came first; to Benjamin
Franklin, George Washington, and Robert Morris it was one ma-
terial expression of their confidence in America. When government
obligations were made abundant by the Revolution, they too became
an object of speculation, and that speculation also was an expression
of confidence in America. Canals, bridges, toll-roads, banks, and
manufactories lay in the path of what came to be called enterprise,
and countless men of practical imagination turned in countless
different ways to their erection with the vigor and the spirit that
had characterized their efforts to erect a new nation. And for these
projects of peace, which had a scope far beyond that of merchandis-
ing, credit was as essential as it was to political revolution.™

IV

“Discounts,” said the rules of the Bank of New York in 1784,
“will be done on Thursday in every week, and bills and notes brought
for discount must be left at the bank on Wednesday morning, under
a sealed cover, directed to William Seton, Cashier. The rate of
discount is at present fixed at six per cent per annum; but no dis-
count will be made for longer than thirty days, nor will any note
or bill be discounted to pay a former one.” This followed the practice
in Philadelphia, where Thomas Willing said they discounted “only
for thirty days”; though, according to Robert Morris, “sometimes
through tenderness” a credit was prolonged. The rules of the Mas-
sachusetts Bank, which would “not be deviated from in the smallest
instance nor on any pretence whatever,” permitted discounts for
thirty or sixty days only, depending on the security, with no privi-
lege of renewal on any terms. The directors were convinced that
the existence of the bank depended “on the Punctual payment of
Discounts and all Monies at the Time they become due . . . ,” and
the names of delinquent debtors to the bank were posted conspic-
uously. That the strictness of these rules was a reality seems borne
out by the circumstances. Lending was not left to bank officers, and it
was not possible to walk into the bank, ask an officer for a loan, and
get it. Lending was the responsibility of the directors, who were
merchants advancing their own money, as they felt, to other mer-
chants. The directors of the Massachusetts Bank met for discounts
twice weekly, and each director in turn voted for or against each

11J, S. Davis, Earlier American Corporations n, 7.
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discount by dropping a white or a black ball in a box in a corner of
the director’s room. A single black ball was enough to reject a dis-
count.*?

Such rules, the first to govern banking in North America, con-
stituted orthodoxy and retained prestige long after banking practice
developed wide deviations. Orthodox doctrine has been that banks
should lend only for short term and only to finance actual sales of
commodities, a good banker, it was said, being one who knew the
difference between a bill of lading and a real estate mortgage. It
is notorious that this doctrine was professed long after it became
otiose, but it does not follow that it was always otiose. So long as
commerce has been a leading economic interest in any given center,
there always have been banks specializing in short-term commercial
credit. Philadelphia, New York, Boston, and Baltimore were more
eminently merchant cities in the last two decades of the 18th cen-
tury than they have been since, and their banks were more eminently
mercantile. They could have lent on real estate mortgage security,
but they would have lost thereby their utility to the merchants who
organized them. “A bank,” said Pelatiah Webster, “is a sort of
mercantile institution or at least has such a close connexion with
the whole mercantile interest that it will more naturally and properly
fall under the direction of merchants than of any other sort of men
less acquainted with its nature and principles and less interested in
its success.””*®

This meant that the earning assets acquired by banks were obliga-
tions arising from the sale and purchase of merchandise at wholesale.
Almost by definition bank credit was mercantile. From the nature
of their business, merchants had among themselves both the readiest
means of supplying credit and the most attractive uses for it. No
other economic group possessed so much cash to lend or could repay
borrowings with such certainty in so short a time. This condition
of itself put them on the threshold of banking and made them the
first to engage in it. Agriculture had a potential demand for credit
but no comparable means of supplying it or of making competitive
offers for what was obtainable; and the country was as yet without
the manufactures, the transportation systems, and the manifold
services that were later to diversify its economic activity and mul-
tiply the uses to which credit might be put. Hence banking germi-

12 Domett, 19-20; Gras, 45-46, 210, 273-76.
13 Pelatiah Webster, 439.
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nated and rooted itself in the one place that at the time it could—in
commerce.

In doing so it conformed to the most approved thought of the
time. Of this conformity its sponsors were quite aware, being
familiar with the writings of British economists, and their resolution
was undoubtedly strengthened by their orthodoxy. But one can
not help seeing that what really counted was the fact that the first
American bankers were merchants seeking to advance their own
interests by an improved means of providing the credit they needed
and that they lent as bankers the way they had lent as merchants.
That expedience had more to do with the credit practice than
orthodoxy did is shown by the readiness to lend to the government
and to nascent industrial enterprises. The government, whether
municipal, state, or federal, was a notoriously slow debtor, but its
right to bank credit was unquestioned. Providing capital for new
industries was by modern judgment less compatible with orthodox
mercantile credit practice than was lending to the state, but with
industry a wholly new thing this could not have been recognized. The
Bank of New York in 1792 made substantial long-term loans to the
Society for Useful Manufactures, then preparing to go into opera-
tion at Paterson, New Jersey. According to Alexander Hamilton,
banks, “within reasonable limits, ought to consider it as a principal
object to promote beneficial public purposes.” As fast as those
“beneficial public purposes” multiplied, bank credit followed them,
but so far its important use remained in commerce, for the merchants
were still able to hold their own.**

Although the first American banks were mercantile, the earning
assets they held do not seem to have comprised the bills, drafts, or
acceptances of orthodoxy but simply the promissory notes of local
merchants who borrowed at the bank to pay the bills drawn on them
by the merchants who shipped to them from overseas. Not till about
1820 do American banks appear to have purchased on a large
scale the obligations drawn against shipments of merchandise. The
reason for their not buying such obligations at first is presumably
that they had no chance to. When they were established in the ’80’s
and ’90’s of the 18th century, trade with Britain and the Indies
was already more than a century old and with it the procedure by
which Old World merchants collected what was due them from the
New. They drew on the latter, the drafts followed the cargoes, and

14 Domett, 48-49; Hamilton (Lodge) 1x, 512.
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the ship captains collected payment, in either goods, return bills, or
specie. This was not changed in any one port, Philadelphia, New
York, Boston, or Baltimore, the moment a bank was established
there. British merchants selling to Americans probably preferred
to collect what was due them through established means. The bank,
consequently, performed its function by lending to the local mer-
chant so that he could pay the drafts drawn on him. The bank
indeed would undoubtedly prefer to lend to its local customers rather
than buy claims on them from others. There might be no difference
economically, but legally and in good will there might be consider-
able. Moreover by the purchase of drafts the bank would become
debtor to a British creditor and obligated to effect payment in a
fashion for which it was as yet unprepared, not having foreign
balances. At the same time, the bank would probably eschew the
purchase of bills drawn against exports because it had not the means
of collection. It had rather lend to its local customer and let him
make his collections through channels he was alrcady using. Al-
together, therefore, I am inclined to think that the first banks
avoided the purchase of bills, especially in foreign trade, and con-
fined their credit to local borrowers. In their circumstances, more-
over, most trade that was not local was foreign—Charleston or
Baltimore being quite as “foreign” to Boston, for example, as
Bristol or Bordeaux. In New York the office of the Bank of the
United States “sold to merchants forcign exchange resulting from
government drafts on Amsterdam” in the Bank’s favor, but this
seems to have becn exceptional till after 1800."

A%

The following is a balanced statement of the Bank of New York
for 1 May 1791 :*

Bills discounted $845,940.20 Capital stock $318,250.00
Due from Corporation 12,222.44 Notes outstanding 181,254.00
Cash 462,815.87 Due depositors 773,709.67
Profit and loss 47,764.84

$1,320,978.51 $1,320,978.51

* I have used the dollar sign, $, which is an anachronism. It did not come
into use till twenty or twenty-five years later.

15 Redlich, 17.
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This shows the bank’s condition at the time it became a corpora-
tion, after seven years in business. It is known to have held govern-
ment securities and these may be included among bills discounted,
though the amount due from New York City, the “Corporation,” is
shown separately. The net cash, besides coin, may have included
some notes of the banks in Philadelphia, Boston, and Baltimore. The
capital stock was at the time not fully paid in, for it was supposed
to be $500,000 before the charter was granted in 1791; under the
charter the authorized capital became $1,000,000, of which $950,-
000 was shortly paid in, the state subscribing $50,000. The amount
due depositors is more than four times the amount due note-holders.
It presumably included government funds.*®

Bookkeeping was very different from what it has since become. At
first, balanced statements do not seem to have been drawn up except
for occasional, special purposes—certainly not daily. In 1791 the
by-laws of the Bank of the United States required that the Bank’s
books and accounts “be regularly balanced on the first Mondays in
January and July in each year, when the half-yearly dividends shall
be declared. . . .”” Thomas Willing’s letter to the Massachusetts
Bank indicates that this was the practice of the Bank of North
America, a practice taken over from mercantile bookkeeping. A run-
ning total of notes in circulation would be maintained, of necessity,
but no corresponding total of depusits, though individual deposit
accounts must have been kept current. Modern accounting methods
and the requirements of supervisory authorities make a daily bal-
ancing of the books invariable now, but the first American banks
had neither modern standards nor modern requirements—though
they were very good banks. The Bank of North America, 24 Sep-
tember 1792, directed its bookkeepers to prepare balance sheets
every Monday and Thursday, but how much the accounting varied
from modern practice is indicated by the following general statement
headings found in the collection of the bank’s records held by the
Historical Society of Pennsylvania: “State of the Bank and Inven-
tory taken 31 December 1793”; “State of the Bank in the Spring,”
1793; “State of the Bank founded partially but not fully on the
account in the General and Particular Ledgers,” 31 December 1800.
The latter contains the two following items: “Balances due on Per-
sonal Accounts in 4 Particular Ledgers as struck and returned by

16 Domett, 87; Knox, History of Banking, 393.
17 Holdsworth, 133.
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the bookkeepers, 788,115.20” dollars; and “Balances duc on Per-
sonal Accounts in Ledger of Debts Payable and Receivable as
returned by Bookkeepers, 22,807.25” dollars.

The two statements that follow are illustrative.*

State of the Bank on the Morning of the 3d of May 1802.

Bills discounted outstanding $1,818,357.12
Foreign Notes 70,000
Specie 246,103

$2,184,460.12

Stock $742,800

Notes in Circulation 646,984

Balance due Bank of United States 84,289.09
Balance due Bank of Pennsylvania 18,078.57
Balance due Bank of New York 5,741.86
Discount 34,439.90
Deposit Money 602,126.70

$2,134,460.12

State of the Bank on the Morning of the 4th of November 1802.

Bills discounted $1,731,996.65
Specie 255,144
Foreign Notes 62,000

$2,049,140.65

Stock $742,800

Notes in Circulation 556,641

Balance due Bank of United States 84,691.31
Balance due Bank of Pennsylvania 32,628.35
Balance due Bank of New York 3,124.09
Discount 35,045.36
Deposit Money 594,210.54

$2,049,140.65
Figures drawn up in balance, like the foregoing for the Bank of
North America and those already shown for the Bank of New York

* These statements are taken from the books of the bank in the collection
of the Historical Society of Pennsylvania. Again I add the dollar sign, not
used in the original.
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in 1791, have a deceptive definiteness and tempt one to unwarranted
comparisons. Still they are informative. They indicate that almost
no account had then the relative importance it has now, except the
main body of earning assets. And these have changed radically in
composition. They consisted then of short-term promissory notes
almost wholly but now consist of all kinds of obligations and of gov-
ernment and corporation securities. On the liability side, the state-
ments differ from those of to-day in that banks no longer have notes
in circulation, their obligations to the public comprise deposits
only, and their capital is relatively far smaller. Early American bank
liabilities seldom seem to have been more than two or three times the
capital, whereas to-day liabilities are commonly ten or fifteen times
the capital. A bank’s proprietors had then to supply a far larger
portion of the funds upon which it operated; to-day they depend
on the public for most of the funds and themselves supply a small
fraction of them.

Because banking laws and public discussion in the 19th century
were preoccupied with note issue, there has been a tendency in the
States to think of note issue as the original banking function, super-
seded at a later stage by deposits. In fact the importance of deposits
was not realized by most American economists, Professor Charles F.
Dunbar being the distinguished pioneer and exception, till after
1900; and then there was a comfortable assumption that the object
of so recent a discovery must itself have been recent. On the con-
trary, European banking was a matter of deposit credit and bills of
exchange for centuries before note issue first became prominent,
which was in England. English influence and American conditions
worked together to make note issue prominent in America too, but
never so predominant, I am convinced, as is generally thought. De-
posits always have been important in American banking, but several
things have tended to keep the emphasis off them. First was the
mistaken notion that deposits represented only specie put in the
bank “for safekeeping”—what was later called a “special deposit”—
that they were therefore a book credit for money, and had impor-
tance only as its surrogate and as between the bank and the de-
positor. Second was the notion that the only money supplied or
created by banks in the process of lending was their circulating
notes. Third was the fact that because the country could not afford
to accumulate specie enough for monetary purposes, bank notes
made up the bulk of the circulation. Fourth was the fact that laws
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and public discussion fixed on circulation and continued to give it a
factitious importance long after its quantitative importance had
ceased to justify it. Fifth was the fact that most bankers thought
note liabilities were more profitable than deposit liabilities and hence
did all they could to extend their note circulation.*®

But it is obvious that the first banks had deposit accounts and that
borrowers at the banks had the proceeds of their loans credited to
their accounts. In 1786 Pelatiah Webster, after explaining the ad-
vantages of a bank in terms of bank notes or bills, went on to say:
“The advantage would be still greater if instead of bank bills the
owner would take a bank credit and draw checks on the bank when-
ever he needed his money; this would enable him to pay any sum
exactly without the trouble of making change; he would be able in
any future time to prove his payments if he preserved his checks,
which he received cancelled from the bank, as every man ought to
do. ... This practice is found by experience to be so very convenient
that it is almost universally adopted by people who kecp their cash
in our present bank.” According to Thomas Paine there were then
about 600 such people maintaining deposit accounts with the Bank
of North America.?

In 1790 Alexander Hamilton wrote: “Every loan which a bank
makes is in its first shape a credit given to the borrower on its books,
the amount of which it stands ready to pay either in its own notes
or in gold or silver, at his option. But in a great number of cases
no actual payment is made in either. The borrower frequently, by
a check or order, transfers his credit to some other person, to whom
he has a payment to make; who in his turn is as often content with
a similar credit, because he is satisfied that he can, whenever he
pleases, either convert it into cash or pass it to some other hand as
an equivalent for it. And in this manner the credit keeps circulating,
performing in every stage the office of money. . . . Thus large sums
are lent and paid, frequently through a variety of hands, without
the intervention of a single picce of coin.” Hamilton knew this
important fact first hand, for there is a letter among his papers in
the Library of Congress in which William Seton, writing in New
York, 8 February 1791, informs Mr Hamilton, in Philadelphia,
that his promissory note had been received, discounted, and passed

18 Dunbar, 173, 179; Usher, passim; De Roover, passim.
19 Pelatiah Webster, 434; Paine (Foner) 11, 416, 432.
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to his credit, and that his “present ballance in Bank including the
discount is 2907 dollars and ;i&s.”

The direct result of such transactions in volume would be an
amount of deposit credit exceeding the bank’s cash. And this is what
the figures of the Bank of New York in 1791 show: $463,000 in
cash and $774,000 due depositors. But not all this cash arose from
deposits; most of it, in the current view, was capital. Moreover,
the earning assets, $858,000, greatly exceeded the circulation, $181,-
000, and must therefore have been offset by some other liability,
which would naturally be deposits. But to show in figures the
magnitude of deposits and circulation year by year for the period
before 1834 is impossible, though statistical series might be de-
veloped from the scattered but abundant data that would be quite
as good as those provided by the Treasury after 1834. There are
few other statements contemporary with the 1791 statement of the
Bank of New York, but there are many by 1800 or shortly there-
after. What I have seen indicate that deposits sometimes exceeded
circulation and that circulation sometimes exceeded deposits. The
variations are due as much to place as to time, apparently, and
depend considerably on the presence or absence of government de-
posits. Some banks, especially in commercial centers and particu-
larly in New York, seem to have preferred from a very early date
to cultivate deposits while others preferred to cultivate note circula-
tion. These tendencies developed by the 1830’s and 1840’s into
marked specialization.

I imagine that so long as the banks were definitely commercial,
their customers, being merchants, probably kept the bulk of their
current funds in deposit balances. But after 1800 the greatest in-
crease in the number of banks was outside the commercial centers,
and note liabilities for banks in the aggregate outgrew deposit
liabilities. This was the situation in 1834, when the Treasury began
publishing comprehensive figures, such as they were. Yet even then
notes exceeded deposits by about a fifth only, and the largest banks,
at least in New York, had few or no circulating notes at all. Notes
continued their excess uncertainly for about twenty years, and then
were left far behind for good. The reason for the temporary excess
of notes, I should says, is in part that the Jacksonian period, in which
it occurred, was characterized by an intense popular expansion
and democratization of business enterprise which required more

20 ASP, Finance 1, 68; Hamilton Papers 11, p. 1893.
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money than had been needed in an agrarian economy. In these cir-
cumstances, people at first used more of the hand-to-hand currency
to which they had been accustomed, and only as they became more
sophisticated did they turn to demand deposits, which the older
business classes had always preferred. A less theoretical reason is
the hypertrophy of note circulation induced in the Jacksonian
period by the energetic efforts of bankers to keep their notes from
being redeemed. Notes were exchanged for that purpose. Banks in
remote towns would do this systematically, each taking, for example,
$10,000 of the other’s notes, counting them as cash while still on
hand, and offering them to customers in preference to their own
notes, deposit credit, or drafts on other banks. Still another con-
sideration is that the Bank of the United States ceased to be a
regulator of the state bank note issues in 1834, just at the time the
Treasury series began to be published. Finally, the Treasury series
includes the most casual sort of data, and deposits would not, ac-
cording to the prevailing sense of their importance, be reported so
regularly as circulation would. These conditions would combine to
exaggerate circulation and to minimize deposits.

Though some effort may have been made by the 18th century banks
to segregate credit for deposits of specie from credit for amounts lent
to borrowers, it is not reflected in any early bank statements. The
banks did segregate credit for paper money, but that was because
its convertibility into specie was uncertain, whereas transactions
in their own liabilities were always on a specie basis. My supposition
is that banks found it impracticable to maintain two specie accounts
for a single customer and instead maintained one only for each, to
which all credits and debits on a specie basis were entered regardless
of the transaction, whether a loan or a deposit of cash. The com-
bined account probably came to be called a ‘“deposit” account be-
cause the bookkeeping process was the same in both cases and because
the term “deposit” was natural for specie transactions and nothing
equally good suggested itself for the others.

Secondly and more important, as soon as there were several
banks, the book credit entered in favor of a borrower at one bank
could become transferred to another bank by checks or by bank
notes deposited therein exactly as coin might be deposited. When
this stage was reached, the fact that a given deposit originated in
a loan became obscured, because the loan was made at one bank
and the credit was transferred to another. So, also, the more com-
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prehensive fact that the bulk of “deposits” originated in loans—
that deposits were in fact mostly bank credit—also became ob-
scured; for whercas a given loan was a single transaction, the
transfer of the funds lent from bank to bank as they served for a
succession of payments from person to person would result in a
series of deposit transactions not only divorced from the original
loan transaction but far more frequent. In these circumstances it
would cease to be obvious that deposits were a result of lending; if
anything, they would secm only to precede it. Moreover, since in
principle the checks and notes “deposited” were payable in specic, it
seemed reasonable to say the deposits represented specie, even
though it was known that the aggregate deposits of all banks ex-
ceeded the aggregate specie.

As soon as there was a plurality of banks in any community, it
became evident at once how indissolubly banks are bound to one
another with respect to lending and reserves. Every time it lent, a
bank in effect put its competitors in possession of claims against it
which cnabled them to demand so much of its reserves. Banks
raided one another rapaciously. This was stupid, and after some
sixty years or so, when banks in Philadelphia tried to force the banks
of New York to close, it was given up. But it was associated with a
phenomenon never absent from banking and of essential significance
in the control of credit by the public authorities. This is the in-
fluence of bank reserves upon the power of banks to lend.

In 1792 William Seton of the Bank of New York wrote to Alex-
ander Hamilton in great uneasiness about current withdrawals of
specie for shipment to India and asked the Treasury’s help. In
1799 Robert T'roup wrote to Rufus King that “late shipments of
specie to India and China have so drained the vaults of our banks
that at present we have a heavy pressure for money.” And he added
that “this pressure is increased by a resolution of the Manhattan
Company lately announced to set up a new bank.” In 1804 James
Chectham of New York, after observing that “all banks, if pru-
dently and ably managed, find it necessary to curtail their discounts
when their specie gets low,” went on to say: “The truth of this
remark was sensibly felt in this city a few weeks ago when several
hundred thousand dollars were taken from it to satisfy the demands
of the English government under the British treaty. The discounts
usually done were instantly curtailed. There was a general complaint
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of a want of bank accommodation, but the cause was not well under-
stood.”**

It seldom is. Instead it seems to be assumed that if banks curtail
their loans, it is because they are seeking to coerce or punish their
customers. This contention is one that demagogues have always
thriven on. Banks are guilty of misdoing when they have lent too
much, but the amount of ill-nature animating their curtailments is
negligible. They are under a pressure to lend that is practically ir-
resistible, unless the prospective borrower is of doubtful standing.
The pressure is internal, for they want to make profits, and external,
for their customers want to borrow. Save for intervals this is the con-
stant condition under which they have operated since 1781. Only a
cramping of their reserves can stop them.

If a bank lent out all its reserves till it had no money left on hand,
it would clearly be in an awkward position. People with checks they
wanted to cash would raise a hubbub. No bank lets itself get into
such a state; but every loan a bank makes fends to push it in that
direction. Accordingly the successful management of a bank keeps
it between the two hypothetical extremes of lending nothing at all
and lending everything it has; and when it finds its reserves inade-
quate or apprehends that they may become inadequate, it is impelled
to curtail its lending. This sensitivity of the lending process to
alterations in the volume of reserves—either of an individual bank
or of banks collectively—is an invariable characteristic of banking
and manifest whatever the form of lending, the form of liability, or
the form of reserves. Thus in 1800, when lending was on promissory
notes, when bank liabilities were partly in circulating notes and
partly in deposits, and when reserves were wholly in specie, a shift
of reserves from bank to bank—which would happen, say, when the
government disbursed funds it had in one bank to persons who kept
their funds in another bank—or a loss of reserves by the banks
generally in the form of specie shipments to India, would at once
affect the ability of banks to lend, as James Cheetham pointed out.
Now, a century and a half later, the composition of earning assets
is different, liabilities are in deposits only, and reserves are in the
form of balances due from the Reserve Banks. Yet the sensitivity
of the lending process to alterations in the volume of reserves—of
the individual bank or collectively—is as real and as important as
ever.

21 Charles R. King, Rufus King 11, 34-43; Cheetham, 22.
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VI

In the judgment of practically every contemporary who had
anything favorable to say about banks, one of the outstanding
advantages derived from them was the establishment of punctuality
in the payment of debts. How difficult it had been for debtors to be
punctual, even assuming the honest disposition to keep promises
made and accepted, can be imagined in a society where the supply
of tender, legal or acceptable, was straitly limited and could be
used only by those lucky enough or astute enough to lay hands
on it first. The supply of specie was not elastic. It -could not be
expanded readily at seasons when a large number of due payments
coincided, nor could it be fetched readily from where it might be to
where the debtors needed it. This was the familiar situation that
had led to colonial issues of paper money, which were often excessive,
and were always a nuisance in their conflicting multiplicity.

The establishment of banks made punctuality easier. It did not
make Americans any more honest than they had been nor did it
introduce any more effective means of making them pay. Instead
it simply created a new source and form of money, readily available
upon agreement between borrower and banker. A debtor possessed of
property who could not obtain silver or gold with which to make a
payment that was due need not paw the air in fear that his property
would be seized, but might borrow at the bank and with its notes
or a check drawn on it pay what he owed. There were limitations
on this procedure, of course; the banks would not and could not
give every debtor all he wished, nor did they at first venture outside
the field of commercial credit, where debt was a normal and produc-
tive means of anticipating payments and not the stagnant burden
that long-term borrowers were apt to find it. But this second limita-
tion was not so confining as it may sound. Credit released anywhere
does not stop at the point of release any more than water, flowing
from a tap, stands still where it falls. Credit, like the money of which
it is a form, passes from one person to another, dissolving one
obligation after another. In the business world every creditor is also
a debtor, and what he receives he pays. Consequently, though the
early commercial banks chose their own debtors within a limited
business group, their benefits, as their apologists explained, ran far
outside that group.
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As compared with the intricacy of 20th century inter-relation-
ships, the 18th century setting was an uncomplicated one in which
the banking function can be watched more plainly than when many
banks are engaged in it. When there was one bank respectively in
Philadelphia, New York, Boston, and Baltimore, each was organ-
ically tantamount to a complete banking system, especially in the
sense that each directly increased its deposits by lending. Notes of
each and checks drawn on it would rarely go to any other bank;
till transport improved and inter-city business grew, obligations of
a bank in one city seldom appeared in another city, and one bank
seldom gained funds from any of the others. So when one of the
banks lent and credited its customer accordingly, its deposit liabili-
ties were increased and remained so, as Alexander Hamilton ex-
plained, till the credit was withdrawn in specie, which was less often
than not, or till the loan was repaid. The amount borrowed would be
transferred from one creditor of the bank to another and would be
sometimes in the form of bank notes, but it would never leave the
bank’s books unless it went to a bank in another city. This simple
condition could not have lasted long. Thus shortly after the opening
of the Bank of Maryland, in Baltimore, the following letter was
addressed to it, 2 June 1791, by Thomas Willing, president of the
Bank of North America in Philadelphia:

“Your favor of the 19th of May last has this day been laid before
our Board of Directors. The subject of it is of much importance
as well to your institution as our own. I am therefore authorized to
inform you that having the best disposition to support the credit
and to promote the interest of the Bank of Maryland, we shall as
we have hitherto done, receive your paper as far as it may be con-
venient for us to do so and you will no doubt do the same by ours.
But as to any stipulation respecting the quantity or the time we may
continue to take each other’s notes, we do not think it advisable at
present to enter into it as a matter obligatory on either side. . . .

“We received the first of your notes, which appeared at our coun-
ter, and in the whole have had about 15,000 dollars brought in, all
of which except about 4,000 dollars has again been paid away to
those who have been willing to take it as a remittance to Maryland,
and we have the pleasure to say we have found no difficulty with it
hitherto.”??

22 Redlich, 16; Bank of North America Papers, No. 2, Minutes and Letter Book,
November 1781-January 1792,
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In this letter, which also acknowledges specimen signatures of the
Bank of Maryland’s officers, the Bank of North America discourages
the practice by which banks at a distance from each other exchanged
notes in order that each might have its notes put in use far from
home and therefore made apt to remain in circulation longer. But
the letter also shows how commonly banks were already becoming
holders of one another’s cash obligations through the normal course
of business. Thus in May 1795 President George Washington in
Philadelphia sent a remittance of over $4,000 to Alexandria, Vir-
ginia, for the purchase, as it happens, of bank stock.?® The remit-
tance included $960 in notes of the Bank of the United States,
Philadelphia, and these came into the possession of the Bank of
Alexandria, which thereupon became creditor of the Bank of the
United States in Philadelphia to the extent of $960. The multi-
plication of such transactions gradually knit the individual banks
into the continental system they constitute to-day.*

But until inter-bank relationships arose, each bank was a virtually
complete banking system. From 1781 to 1784, when it was sole, the
Bank of North America was the equivalent statistically of the entire
banking system of the United States. It was self-contained. So long
as it had the community’s confidence, its notes would not be pre-
sented for redemption but only, or almost only, for deposit credit
or the payment of a debt due the bank. So in the 20th century, de-
posits of the American banking -system are not usually reduced by
withdrawals of currency but by repayment to the banks of what
they have lent. Although aggregate deposits have, it is true, been
reduced in the United States by currency withdrawals on several
occasions—the last time in 1933—the thing is anomalous. For such
demands spell, for the time being, a cessation of the banking func-
tion; that function subsists on public confidence, and with no con-
fidence there can be no banking.

**“ .. by 1810 banks were already dependent on each other to such an
extent that they had lost that freedom of action which, for instance, the
Bank of North America, the Massachusetts Bank or the Bank of New York
had had for about a decade, during which they possessed regional mono-
polies. This statement is but another way of saying that by 1810 American
banks had become part and parcel of a banking system.” Redlich, 28.

23 Washington (Fitzpatrick) xxxiv, 207-08.
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CHAPTER 4

Money, Banking, and the Federal Constitution

% 178%-1791 %

I. Economic reasons for federal government — II. The mone-
tary clauses of the Constitution — III. The contemporary
demand for paper money — IV. The monetary clauses and
acceptance of the Constitution — V. The Constitution and
banks — VI. The monetary clauses in the courts

I

Tirr 1789 the general government of the United States rested on
the Articles of Confederation, adopted in 1781. It was the Congress
of the Confederation that chartered the Bank of North America the
last day of that year, and the dubiety that had clouded that act was
characteristic of the Confederation’s ineffectiveness in nearly every-
thing it did and failed to do. It was weaker than its parts, which
followed their thirteen, sovereign, jealous, and selfish courses to the
rapid deterioration of common interests. Each prized its sovereignty
before everything and sought to advance itself at the expense of its
neighbors. Though united in name, the states were close to fulfilling
a fear expressed by Alexander Hamilton during the war that the
near future would bring his fellow Americans all the leisure and
opportunity they wished to cut each other’s throats.*

The persons most immediately injured in this situation were mer-
chants and others concerned with inter-state business transactions.
Besides imposts to be paid on the entry of goods into one state from
another, there were more direct discriminations. States having no
convenient ports for foreign commerce were in effect taxed by those
through whose ports their commerce passed. James Madison said
that “New Jersey, placed between Philadelphia and New York, was
likened to a cask tapped at both ends; and North Carolina, between
Virginia and South Carolina, to a patient bleeding at both arms.”
It is illustrative of the feelings engendered in this situation that New
Jersey interfered with maintenance of the Sandy Hook lighthouse

1 Hamilton (Lodge) 1, 217.
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marking the entrance to New York harbor. Moreover the monetary
payments essential to commerce were subject to a variety of kinds
of money of uncertain value and to laws which protected local debtors
and disturbed contractual relationships. A merchant in Massachu-
setts or Connecticut, for example, was helpless in collecting amounts
due him from Rhode Island, because Rhode Island money though
depreciated was legal tender, and Rhode Island in her courts and
laws sought to protect her citizens from oppression by “foreigners.”
The situation was as bad as before the Revolution, or rather it was
worse. For then, though each colony had had its own monetary sys-
tem, Parliament had sought to keep down the confusion; whereas
now there was no central authority in Great Britain’s place, and
the states were even more intransigent and inconsiderate of one
another, each being sovereign, than the colonies had been.?

But this state of affairs, though bad for merchants, was not dis-
agreeable to most people. The rugged agrarian, who stayed decently
by his own hearth, was not discontented by it. He lived his self-
sufficient, homespun life with little dependence upon distant markets
and suppliers and felt small dissatisfaction with the existing gov-
ernmental organization. The ineffectiveness of the Confederation
and the frowardness of the states toward each other was more apt to
please than displease him. He had no sympathy with the commercial
classes, and the governmental jealousies that for them meant in-
terference with trade, for him meant freedom in his woods and fields.

The first step toward a new federation was taken in 1786, when
Virginia, then the largest and wealthiest state, authorized commis-
sioners to confer with like commissioners from other states on “the
trade of the United States; to examine the relative situations and
trade of the said states; to consider how far a uniform system in their
commercial relations may be necessary to their common interest and
their permanent harmony,” and to report on means of attaining
“this great object.” Commissioners from only five states fore-
gathered, but these, sitting in Annapolis, agreed unanimously upon
a report, prepared by Alexander Hamilton, in which they quoted
their instructions, observed that the object of their meeting was “the
trade and commerce of the United States,”” and recommended that a
meeting of representatives of all states and with larger powers be
arranged ; because “in the course of their reflections on the subject
they have been induced to think that the power of regulating trade

2 Madison, Writings (Hunt) n, 895, 405.
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is of such comprehensive extent . . . that to give it efficacy . . . may
require a correspondent adjustment of other parts of the federal
system.” This proposal led directly to the constitutional convention
itself, which sat in Philadelphia during the summer of 1787 and
composed the federal Constitution ordaining the present form of
government of the United States. Both the document and the federa-
tion ordained by it owed little at. the start to the agrarian majority
of the population but much to merchants and men of property. It
was the plight of commerce that thrust the reluctant states into
a more perfect union.?

The commercial interest reflected in these prolegomena to the
Constitution coincided with the convictions of Franklin, Washing-
ton, Hamilton, Madison, and others whose concerns were far more
than commercial. These men believed that America had impending
over it two possibilities, of which one was fission and chaos, the other
ascendency into national power, welfare, and dignity. The end of
their effort, naturally enough, turned out to be a political document,
not merely a commercial one. Yet the commercial considerations
were no less fundamental than the political; they became quite as
explicit later in the Federalist essays which followed the Constitution
and even more explicit in the administrative and legislative measures
by which the Constitution, under the leadership of Hamilton and
Washington, was bodied forth in the new federal government.

II

The monetary clauses of the Constitution are three; they deal
respectively with coin, bills of credit, and the impairment of con-
tracts. They are in the form of one authorization and four prohibi-
tions: the authorization being for the federal government to coin
money and regulate its value; the prohibitions being against the
states’ coining it, emitting bills of credit, making anything but gold
and silver legal tender, and impairing contracts.

The authorization is in Article I, section 8, which says the Con-
gress shall have power “To regulate Commerce with foreign Nations,
and among the several States, and with the Indian Tribes; To
establish an uniform Rule of Naturalization, and uniform Laws on
the subject of Bankruptcies throughout the United States; To coin
Money, regulate the Value thereof, and of foreign Coin, and fix the
Standard of Weights and Measures. . . .” The prohibitions are in

3 Formation of the Union, 88-42.
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section 10 of the same Article, which says, “No State shall enter
into any Treaty, Alliance, or Confederation; grant Letters of
Marque and Reprisal; coin Money; emit Bills of Credit; make any
Thing but gold and silver Coin a Tender in Payment of Debts; pass
any Bill of Attainder, ex post facto Law, or Law impairing the
Obligation of Contracts, or grant any Title of Nobility.” The
prohibition of laws impairing the obligation of contracts belongs
amongst the monetary provisions, because, as James Madison put
it later, “the violation of contracts had become familiar in the form
of depreciated paper money made legal tender”; and this he men-
tioned as one of the important reasons for seeking to form a union
in which such impediments to business might be prevented.

In simple terms the provisions may be put as follows: With
respect to coin the Constitution authorized the federal government
to issue it and forbade the states to do so. With respect to paper
money it forbade the states to issue it but omitted to say what the
federal government might do. Also with respect to legal tender and
contractual obligations it forbade the states to interfere with either
but omitted to say what the federal government might do.

Offhand this seems an asymmetrical and ambiguous treatment of
the three topics. Why, it may be asked, was the power to coin money
specifically granted the federal government and denied the states,
whilst the power to issue paper, to make anything but gold and
silver legal tender, and to impair contracts was merely denied the
states? Was it intended that though the states might not issue paper
money, establish other legal tender, and impair contracts, the federal
government might do so? The question is not to be answered by the
Supreme Court’s subsequent decision that the federal government
does have the power nor by the fact that the federal government has
exercised the power. The question is historical and is not answered by
Jjurisprudence or by subsequent practice. Was the power intended?
The answer, according to the records of the convention, seems clear
enough: it is no.

Under the Articles of Confederation the general government had
the power to issue bills of credit, and a continuation of that power
was in the draft of the Constitution submitted by the committee of
detail, 6 August 1787 ; whence however the convention struck it out
by a vote of nine to two. The discussion plainly showed that by
striking it out the convention purposed prohibiting it. The aim
was, in the words of various delegates, “to shut and bar the door
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against paper money”; it would have “a most salutary influence on
the credit of the United States to remove the possibility of paper
money”; the authorization for the federal government to emit it,
““if not struck out, would be as alarming as the mark of the Beast in
Revelations”; it would be better to “reject the whole plan than
retain the three words ‘and emit bills’ ”; “the monied interest will
oppose the plan of government if paper emissions be not prohibited” ;
“if the United States had credit such bills would be unnecessary; if
they had not, unjust and useless.” Congress would be authorized to
borrow but not in that way. James Madison asked if it might be
enough to prohibit “the making of them a tender,” but the others
thought not.*

The only delegate who avowed himself “a friend to paper money”
was John Mercer, a Maryland lawyer of considerable property,
“though in the present state and temper of America, he should
neither propose nor approve” its issue; he was merely “opposed to
a prohibition of it altogether.” His associate from Maryland, Luther
Martin, later said they both had argued against the deletion, tak-
ing the ground that it would be “a novelty unprecedented” to
establish a government without a power that well might be “ab-
solutely necessary” in case of war. At most, these two friends of
paper money made no case for it at all on monetary grounds and
took no more loyal stand than its enemies, Mason and Randolph of
Virginia, who also thought it inexpedient to tie the proposed gov-
ernment’s hands, though Mason confessed his “mortal hatred to
paper money,” and Randolph his “antipathy” to it.°

It was generally understood at the time that the new federal gov-
ernment, being an artificial creation, was to have only those powers
specifically granted it, whilst the states, being sovereign, retained all
powers not specifically relinquished. Consequently, the federal gov-
ernment not being given the power did not possess it. This was the
prevailing and orthodox view of the Constitution, which, as Madison
said, “is not only a general grant out of which particular powers
were excepted ; it is a grant of particular powers, leaving the general
mass in other hands”; and so it had been understood by its friends
and by its foes. The most prominent of the latter, Luther Martin,
Jjust mentioned, bitterly assailed the Constitution for the tyranny
it was setting up; but nevertheless he believed that this tyranny

4 Formation of the Union, 475, 556-57; Farrand 11, 308-10.
5 Formation of the Union, 556-57; Farrand 11, 809; 1, 172ff, 205-06, 214-15,
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would not have the power to issue bills of credit, though he thought
its not having that power was anomalous. The principle involved
was that subsequently expressed in the tenth amendment: “The
powers not delegated to the United States by the Constitution nor
prohibited by it to the states are reserved to the states respectively
or the people.” Hence the Constitution, in the general intent of its
authors, forbade the issue of paper money by the federal government
as well as by the individual states, though without saying so. “The
provisions of the Constitution,” Albert Gallatin said in 1831, “were
universally considered as affording a complete security against the
danger of paper money.”*

Yet this understanding of the matter was not quite universal.
David Ramsay, a member of South Carolina’s ratifying convention,
understood that though the states were forbidden to issue paper
money, the federal government might do so. And Alexander Hamil-
ton, for whom the Constitution was the point to start, not stop,
implied to Congress in 1790, before the Constitution was two years
old, that the federal government had the power to issue bills of
credit, though of course he thought it should not do so. The emitting
of paper money by the individual states was wisely prohibited, he
said, and the spirit of that prohibition ought not to be disregarded
by the federal government. There is no record that the convention
discussed the provisions respecting coinage, or the ban on state laws
authorizing bills of credit, making anything but gold and silver legal
tender, or impairing the obligation of contracts. A clause forbidding
Congress to pass laws impairing contractual obligations was moved
but not seconded or discussed.”

Since bills of credit, though used as money, were primarily evi-
dence of debt on the part of the government, the power to issue them
was closely related to the power to borrow; in the Articles of Con-
federation the Congress had been authorized, in one breath, “to
borrow money or emit bills on the credit of the United States.” The
Confederation, that is, might borrow either by open negotiation, as
when it sold certificates (i.e., bonds) to willing buyers, or by giving
its debtors payment in obligations which they accepted willy-nilly.
It was the latter method of borrowing that the Constitution intended
to stop. Borrowing by negotiation was unobjectionable. The states
retained their power to do so, and the new federal government was

6 Clarke and Hall, 40; Gallatin 11, 236, 330-31.
7 Ford, Pamphlets, 374; ASP, Finance 1, 71; Formation of the Union, 728.
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explicitly given it: “The Congress,” says section 8, “shall have
power . . . to borrow money on the credit of the United States. . ..”
But not, as the authors of the Constitution conceived, by the issue
of paper money that should be legal tender for the payment of debts
and irredeemable in specie ; though that is something the government
has since done, nevertheless, with the sanction of the Supreme Court.

III

The recent memory of continental and other revolutionary bills
certainly disposed the convention to want no more paper money, but
what impelled its members was the still more recent issue of paper
money in various of the states. These issues had been authorized un-
der the pressure of two groups, viz., tax delinquents and speculators
indebted to the states for the confiscated property of loyalists and
British subjects. It was occasioned by the economic depression that
followed the war. Payments to the state, for taxes and for purchases,
had to be made in specie, but specie was painfully scarce. Alexander
Hamilton had remarked in 1781 that the people in some of the
states were “distressed to pay their taxes for want of money, with
ample means otherwise”; in western Massachusetts the situation was
especially bad. Albert Gallatin wrote that at that period the farmers
in western Pennsylvania, where he had then lived, were dependent on
barter in their exchange of goods and services and that failure to
perform contracts in barter meant ruinous obligations to pay money,
because money was not procurable. It was in this same period that
Robert Morris, one of the wealthiest merchants in the principal city
of the country, said currency was so scarce there that trading in the
produce market stopped and farmers went home at the end of the
day with their wagons full of unsold stuff. James Madison, 4 June
1786, commented to James Monroe on “the scarcity of money, which
is really great,” he said. “Our situation is truly embarrassing. It
can not perhaps be affirmed that there is gold and silver enough in
the country to pay the next tax. What then is to be done? Is there
any other alternative but to emit paper or to postpone the collec-
tion?” In 1798, more than a decade later, Alexander Hamilton
remarked “how difficult and oppressive is the collection even of
taxes very moderate in their amount, if there be a defective circula-
tion. According to all the phenomena which fall under my notice,
this is our case in the interior parts of the country.”®

8 Hamilton (Lodge) i, 351-52; x, 316-17; Gallatin m1, 815-16; Madison, Writings
(Hunt) 11, 246.
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It was in 1786, when Madison mentioned the intense shortage of
specie, and in Massachusetts, where Hamilton had mentioned its
seriousness, that the Shays rebellion of tax delinquents, debtors, and
miscellaneous malcontents broke out. Daniel Shays had been a cap-
tain in the revolutionary army, and he now found himself directing
armed men whose first object was the avoidance of court judgments
against them as tax delinquents and who bound themselves to prevent
the sitting of any court that should attempt to take property by
distress. But they had other objects too. They protested against
extravagance, importations, wealth, and wasteful taxation. They
wanted the legislature to meet elsewhere than in opulent Boston, and
they wanted the state to issue paper money. There was plenty to
reprobate in their behavior, which was less violently paralleled in
Rhode Island and New Hampshire, but their protest against the
loss of property in consequence of conditions they could not help was
reasonable. No efforts of theirs could fetch in silver and gold with
which to pay taxes and debts, and the dearth of legal tender was
not a thing for which they should be punished. Their demand for it
was excused by the consideration that if the state wanted taxes
paid, it had some responsibility for providing a medium in which
they could be paid. Moreover, since paper money was only one thing
they wanted, it hardly does for this demand to be denigrated as a
“craze for paper money” or an agitation to evade the payment of
debts and taxes.®

For one thing, agrarians did not join generally in the demand, by
any means. William Findley of Pennsylvania, who was one of the
most prominent, had recognized the “amazing usefulness” of paper
money in the colonial period and also that ‘“‘congress meney” had
done essential service in the dark hours of the Revolution; but, he
had asked, should it therefore be continued? His answer was no; it
had become dangerous and its use should cease. It was like the
army, which, when the war was over, should not be continued.*

For another thing, the notion that the demand arose from a low
sense of honor is unjust and irrational-—how much so is indicated
by the roughly contemporary plea of one of the country’s wealthiest
business men for more of such money—the difference being that he
wanted circulating notes issued by a public bank and not by gov-
ernment directly. This was William Bingham of Philadelphia, who
wrote to Alexander Hamilton, newly appointed Secretary of the

® Minot, 34-35, 54-55. 10 Carey, 70, 75.
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Treasury, 25 November 1789, urging upon the Secretary the im-
portance to the country of endeavoring “by all possible means to
increase the quantity of circulating medium”; this he said, “may
be effected by turning a great portion of the gold and silver of the
country into an active and productive stock . . . by substituting
paper. . . .” At present the only money was gold and silver “—and
it costs the country a vast sum of productive labor to purchase the
necessary quantity of this expensive medium to discharge the duties
of circulation.” The Shays rebels did not explain the problem so
perspicuously or so patiently as Mr Bingham did, but they had the
same condition in mind. The difference is that he wanted a circulat-
ing medium in the form of bank notes and they wanted a legal tender
in the form of state bills of credit.*

The interest of speculators seeking protection of their gains was
something very different from that of farmers seeking to prevent the
loss of their homes; yet both inspired much the same demand for
relief. While the farmer advocates of paper money in New England
were using force of arms, the speculator advocates of it in Maryland
and Virginia were advertising in the press the predicament in which
debtors to the state for confiscated lands found themselves, there
being no obtainable cash with which they might make the payments
due. They would like to have the state authorize some paper money
which they could borrow in order to pay their existing indebtedness
to it. They would still be in debt but on more comfortable terms.
According to a Baltimore newspaper of 1784, a number of gentlemen
who were in debt to the state for confiscated property and who had
also purchased certificates of the state had proposed that the state
“emit as much paper currency . . . as would amount to the principal
and interest of all her liquidated certificates; and that the holders
of such certificates should be permitted to exchange them for the
said paper currency.” They could then use the currency to pay
their debts to the state. In all likelihood they would also realize a
profit on their certificates, having usually purchased them at a heavy
discount.* The best known of the Maryland speculators was Samuel

* Of this propaganda, in which plans for a bank in Baltimore were in-
volved, Alfred C. Bryan wrote: “The merchants of Baltimore favored it

(i.e., the bank). The agricultural and speculative elements opposed it; the
former . . . argued that it would draw capital from the country to the city

11 Wettereau, JEBH, 11 (1930-31), 681.
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Chase, whose purchases of confiscated British property kept him
in straits for several years and from 1785 to 1788 in particular, at
which time he was a loud proponent of paper money to be emitted
by the state on loan. Charles Ridgely and William Paca, prominent
land-buyers of more substantial fortune, also wanted it.**

There was the same interest in Pennsylvania, evidently. “There
are a set of men,” Thomas Paine wrote of that state, “who go about
making purchases upon credit, and buying estates they have not
wherewithal to pay for; and having done this, their next step is to
fill the newspapers with paragraphs of the scarcity of money and the
necessity of a paper emission, then to have a legal tender under the
pretence of supporting its credit, and when out, to depreciate it as
fast as they can, get a deal of it for a little price, and cheat their
creditors; and this is the concise history of paper money schemes.”
Like Robert Morris, Thomas Paine also saw that the speculators
and the agrarians had considerable in common, though antithetic
in economic, social, and political outlook. Both groups were in debt
to the states and saw with equal clearness that the likeliest way to
relieve the pressure on them was through issues of paper money by
the states. Neither wanted bank notes—the agrarians because they
wanted nothing to do with banks on any grounds and the specula-
tors because they could not meet the rigorous thirty-day conditions
on which the banks lent.*

Under the incongruous but effective demands of these two groups,
several state legislatures had done what was demanded: they had
authorized fresh issues of bills of credit at the state loan offices.*
These bills did not depreciate in value as sadly as continental bills
had done, but they did depreciate and to that extent confirmed the
aversion already roused by the continentals. But they also did more.
They plagued the country with a heterogeny of currencies that
varied in value from time to time and were legal tender for the pay-
ment of debts in some places but not in others. Hence they were both

and thus check improvement and agriculture. The latter . . . the speculative
class . . . preferred state issues.” Bryan, 18.

* Some “loan offices” lent the state’s bills of credit, and some “loan offices”
borrowed for the state by selling certificates. Whether the same loan offices
did both I do not know. Loan office certificates, like modern bonds, were not
intended for use as money, but they did sometimes circulate, like bills.

12 Crowl, chaps. 1v and v; Maryland Journal and Baltimore Advertiser, 26 Novem-

ber, 7 and 17 December 1784; Behrens, chap. vimr.
18 Paine (Conway) 1, 178.
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an impediment to trade and a source of inequity in contracts. Busi-
ness was burdened with litigation, and the legal significance of money
eclipsed the economic.

The agitation for paper money had been most intense on the eve
of the federal convention. The Shays rebellion was quelled in Febru-
ary 1787, only two months before the delegates convened who were
to write the Constitution. James Madison, a man of law and not of
the business world, whose predilections were agrarian, had been
incensed by the “itch” and the “general rage” for paper money in
preceding months, though he acknowledged, as I have said, that the
scarcity of money was really great. “Pennsylvania and North Caro-
lina took the lead in this folly,” he wrote Thomas Jefferson in Paris,
12 August 1786. “In the former the sum emitted was not consider-
able, the funds for sinking it were good, and it was not made a legal
tender.” (Not being legal tender, it might be more acceptable than
if it were.) Of Pennsylvania’s paper money, he continued, “It issued
into circulation partly by way of loan to individuals on landed
security, partly by way of payment to the public creditors. Its
present depreciation is about ten or twelve per cent.” In North
Carolina, he said, the issues were larger and all were legal tender. In
South Carolina they were not legal tender. “But land is there made
a tender in case of suits. . . .” New York, he said, “is striking
£200,000 (dollar at 8s) on the plan of loans to her citizens. It is
made legal tender in case of suits only.” He also reported on measures
in New Jersey, Rhode Island, Massachusetts, Connecticut, New
Hampshire, and Maryland. He was gratified a few weeks later when
paper money was “rejected in emphatic terms by a majority vote
of 84 vs. 17” in the Virginia Assembly, which called it “unjust,
impolitic, destructive of public and private confidence, and of that
virtue which is the basis of Republican Government.” Paper money,
he said, “by fostering luxury extends instead of curing scarcity of
specie. The produce of the country will bring in specie if not laid
out in superfluities. . . .”” These views of Mr Madison were also
those of Mr Jefferson, who spoke for agrarians more typically than
any advocate of paper money did.**

Iv

It is commonly said and perhaps still more commonly supposed
that the people who tried to keep the Constitution from being ratified
were moved by the craze of “debtor classes” for paper money. Of the

14 Madison, Writings (Hunt) 11, 2569-60, 217.
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opponents of ratification, Professor Orin G. Libby said: “The state
system under the Articles of Confederation served as a shield for the
debtor classes. Many of the motives behind the arguments for
state sovereignty were not of a character to be urged in the de-
bates. . . .” The statement is evidently intended to explain why the
Constitution was objected to so little for its interdict against paper
money and the impairment of contracts, the explanation being that
the “debtor classes” were reluctant, perhaps ashamed, to acknowl-
edge the reasons that moved them.

This, it seems to me, is to assume a condition contrary to fact and
then to assume an explanation of its supposed existence. That there
was some dislike of the proposed ban on paper money is obvious, but
the reasons for it and the nature of it are not. The record of paper
money at the time the Constitution awaited ratification was ambiva-
lent. The experience in the colonial period had been good, that dur-
ing the Revolution had been bad. Different people construed the
evidence differently, according to their own experience, their prin-
ciples, and their interest. The same man might favor paper money
when it lightened his obligations and refuse it when asked to take it
in payments due him. For political reasons, opponents of the Con-
stitution might find it expedient to denounce it not so much because
they wanted paper money as because the ban on it was a radical
cut in state sovereignty. This alone might explain James Madison’s
statement to Thomas Jefferson, 17 October 1788, that “The articles
relating to treaties, to paper money, and to contracts, created more
enemies than all the errors in the system, positive and negative, put
together.” Madison’s dislike of paper money is expressed with more
than common frequency and feeling. It bothered him far more than
it did Hamilton, I should say; and as one might expect, the defense
of the Constitution’s ban on it in the Federalist (XLIV) was written
by Madison, not Hamilton.*®

Luther Martin of Maryland was the only man of prominence
whose disapproval of the Constitution’s ban on paper money was
outspoken and to the point. Yet he did no more than urge that it
was a mistake for the states to abnegate the power to emit bills of
credit; for Maryland and some others had “formerly received great
benefit from paper emissions,” and might in the future find it ad-
vantageous again, “if public and private credit should once more
be restored.” He also disapproved, for similar reasons, the ban

15 Libby, 2; Madison, Writings (Hunt) v, 271.
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against legislation by the states impairing contracts, for it might
on occasion be necessary “to prevent the wealthy creditor and monied
man from totally destroying the poor though even industrious
debtor.” But his disapproval was tactical and minor. What he really
opposed was the subjection of Maryland to a new and over-riding
sovercignty—a subjection to which loss of the power to issue bills
of credit and impair contracts was but incidental. It was the chains
which had been forged for “his country,” Maryland, that he adjured
her to reject, and he neglected no consideration in support of his
plea. His arguments may arise from some attachment to easy money
for its own sake, but not necessarily, or for any evident reason.
Patrick Henry of Virginia also opposed the Constitution, being
sure the states would “sip sorrow” if it were ratified. But, though
his attitude toward paper money varied from time to time, he now
declared it would be the bane of the country; “I detest it,” he said.
He opposed the Constitution on other grounds. So did William
Grayson, a colleague in the Virginia convention. Paper money,
Grayson said, was an ‘“engine of iniquity” so “universally repro-
bated” that no Constitution was needed to protect the people from
it.r

This hostility to paper money seems to have prevailed in the
Shenandoah valley. In 1786, the year before the Constitution was
composed, a petition was got up in Botetourt county—*“the most
definitely frontier of the Valley counties”—in which paper money
was denounced as “dishonest in principle and a menace to the morals
of the people, because it robbed the industrious of the fruits of their
labors.” In 1787 and 1788 when ratification of the Constitution was
pending, the newspapers of Winchester promised that “the new
federal Constitution would be a death blow to the long-feared evil
of paper money.” Professor Freeman H. Hart, who reports the
foregoing, was evidently impressed by the failure of the facts he
encountered to support the generally repeated statement that agrar-
ians wanted paper money, for he observes: “Thus the people of the
Valley not only refused to join in the paper-money movement but
vigorously opposed it, in spite of the fact that their debt problem
was a serious one, in many cases more serious than in those areas that
were demanding such currency. It is noteworthy that not a word
approving a paper emission can be found in any Valley newspaper,
in any collection of private papers, in any petition to the Assembly,

16 Farrand 11, 206, 214-15, 232; Elliott 11, 156, 290-91.
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or in any vote of a Valley member of the Assembly. On the contrary
if such a remedy was mentioned, it was only in terms of spirited
disapproval.” This is far from the paper money agitations which
Frederick Turner would lead one to look for in a frontier com-
munity.*’

At the same time, a correspondent wrote to Thomas Jefferson in
Paris that the opponents of the Constitution in Maryland and Vir-
ginia were persons who had debts to pay or fortunes to make and
wished for “scrambling times” and “paper money speculations.” It
is far more likely that such dislike of the ban on paper money as
arose was of this sort rather than agrarian. But opposition to the
ban, whatever its source, was unimpressive. Instead, hostility to the
Constitution rested on its erection of a super-government to ‘which
the sovereignty of the individual states was to be sacrificed. Not one
amendment was aimed at the prohibition of paper money or at the
prohibition of laws impairing the obligation of contracts. This is
the observation of Professor A. C. McLaughlin, who says in his
Constitutional History of the United States: “There must have been
a good deal of opposition on this ground, though it did not come
prominently to the fore.”*® One supposes that Professor McLaughlin
also, though he continued to think the opposition “must have” ex-
isted, was impressed by the absence of evidence that it had.*

In Rhode Island, the last state to ratify, distrust of the Constitu-
tion was very strong and so was the demand for paper money. But
it does not follow that the Constitution was objectionable mainly
because of its paper-money clauses. Rhode Island had borne more

* Since this discussion of agrarian “crazes for paper money” was written,
Professor Robert J. Taylor’s Western Massachusetts in the Revolution, with
its chapters on the Shays rebellion, has been published. Professor Taylor’s
account is unfortunately like others in making no analysis of “the debtors”
to show who they were, what was the nature of their indebtedness, and how
it was related to their advocacy of paper money. But he does show that the
shortage of specie was acute, that the tax burden payable in specie was
heavy, that the need of legal tender was realized, and that the rebels had
important grievances other than ronetary. He gives no support to the notion
of a lax financial integrity and craze for paper money. And he notes (p. 172)
that though opponents of the Constitution were strong in the Massachusetts
ratifying convention, the record ““contains no mention . . . of that part of the
Constitution which forbids the states to issue paper money or make anything
but gold and silver a tender for debts.”

17 Hart, 127-30; Turner, Frontier in American History, 32.
18 Crowl, 183-35; McLaughlin, 222n.
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than her share of the cost of war and had suffered relatively greater
loss to her shipping. She had also been accustomed for a century
and a half to greater liberties under her charter than other colonies
possessed. Among such factors in her feelings about federal union,
paper money was one but not dominant. Nor was she a frontier
community, such as Frederick Turner found to be the typical home
of paper-money advocacy, but an old, commercial one.*

The ban on bills, though relatively little was made of it by the
enemies of the Constitution, had the utmost importance for its
authors and supporters. James Wilson of Pennsylvania said that
one need not look beyond the provisions regarding bills of credit
and the impairment of contracts to find the whole Constitution
Jjustified. James Madison, in Number XLIV of the Federalist, con-
fidently urged the desirability of those provisions: “The extension
of the prohibition to bills of credit, must give pleasure to every
citizen, in proportion to his love of justice, and his knowledge of the
true springs of public prosperity. The loss which America has sus-
tained since the peace from the pestilent effects of paper money on
the necessary confidence between man and man, on the necessary
confidence in the public councils, on the industry and morals of the
people, and on the character of republican government, constitutes
an enormous debt against the states chargeable with this unadvised
measure, which must long remain unsatisfied; or rather an accumu-
lation of guilt, which can be expiated no otherwise than by a volun-
tary sacrifice on the altar of justice, of the power which has been the
instrument of it.”

On the whole, the monetary clauses of the Constitution seem to
have won exceptional favor, offering what was objectionable to the
fewest people and what was commendable to the most.

A%

There is nothing in the Constitution about banks and banking,
though there might well have been, for the subject was already of
both economic and political importance when the Constitution was
being written. There were then three banks in the United States, and
everybody knew about them. The Bank of North America was
situated in the second block to the east on the opposite side of
Chestnut Street from the State House, where the federal convention

19 Bishop, Rhode Island History vin (1949), 1-10.

103



THE CONSTITUTION

was sitting.* The charter controversy, which had occupied the
Assembly in the very hall where the convention met, had ended only
two months before. The bank was around the corner from the Indian
Queen Tavern, where the members of the convention met informally.
Some of the delegates had attended the Congress that chartered the
bank six years before; one, Robert Morris, had proposed it; another,
James Madison, had declared it unconstitutional. There had been a
bank in New York and a bank in Boston for three years and projects
for banks had been considered in most other American cities. Banks
had long been the subject of pamphleteering and of newspaper and
legislative controversy. Among the delegates, George Washington,
Benjamin Franklin, Robert Morris, Alexander Hamilton, Elbridge
Gerry, and John Langdon were at the time or had been owners of
bank stock. General Washington had owned stock in the Bank of
England, acquired by marriage, for nearly twenty-six years, in-
cluding the period of the Revolution; he had sold it in 1786, the
year before the convention. Seven delegates at least were stockholders
in the Bank of North America, and three of these, Robert Morris,
Thomas Fitzsimons, and George Clymer, who were members of the
Pennsylvania Assembly, had been champions of the bank in the
charter controversy.” Many if not most members of the convention
must have had bank notes in their pockets in the course of the meet-
ings. **

Banks were mentioned in the convention incidentally to the ques-
tion whether the federal government should be empowered to grant
charters of incorporation, which was left open. Madison proposed
that Congress be given specific but limited powers to grant charters
of incorporation, and later held, since the powers were not given,
that Congress did not possess them. Other advocates of the power
held back from putting the question to a vote lest it be lost and the

* The Bank of North America was on the north side of Chestnut Street,
between Third and Fourth. Independence Hall (the State House) is on the
south side of Chestnut, between Fifth and Sixth.

** The seven members who were Bank of North America stockholders were
Benjamin Franklin, Robert Morris, Gouverneur Morris, Thomas Fitzsimons,
James Wilson, and George Clymer, all of Pennsylvania; and John Langdon
of New Hampshire. Others, especially Gunning Bedford of Delaware, may
have been stockholders. Benjamin Franklin’s home in Franklin Court was
in the center of the block almost directly behind the bank.

20 Beard, Economic Origins, 166-67; Washington (Fitzpatrick) 11, 337; m1, 221n;
xxvir, 496-97; Washington (Ford) 1v, 72; Lewis, 133-47; Domett, 132; Gras, 539.
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record be definitely against it, whereas if not acted on it could be
held, as in fact it was eventually, that the power existed. In the
Anas, Jefferson says he was told in 1798 that Robert Morris had
wished to propose that the Constitution authorize the chartering
of a bank and that Gouverneur Morris had urged him not to do
so, because the idea was so controversial that its mention would kill
the chances of getting the Constitution ratified. This was understood
to have been said in personal colloquy between a few delegates and
not before the convention as a whole. William Findley, who like
Jefferson had not been a member of the convention, said in 1794
that incorporated banks had been discussed in the convention fre-
quently.?

But if the delegates were familiar with bank notes and the mone-
tary use to which they were put, why did they not say something
about them in the Constitution while occupied with its monetary
clauses?

In all likelihood it was because the subject was too touchy. Within
the convention, banks had more friends than enemies, but outside
it was the other way round. Moreover, bank notes were not con-
sidered to be money but its surrogate. They owed their value to their
convertibility into money. Bills of credit, on the contrary—at least
those that had made most trouble—had been money itself, legally
speaking, and not merely convertible into money. For at the time,
and for a good many years later, bank notes had never failed to be
converted, nor had they ever exceeded specie in volume.* It will be
recalled that Thomas Paine, in whose opinion specie was the only
real money, had emphasized the difference between Pennsylvania
bills of credit and notes of the Bank of North America. “The As-
sembly’s paper money,” he had said, “serves directly to banish or
crowd out the hard, because it is issued as money and put in the
place of hard money. But bank notes are of a very different kind and
produce a contrary effect. They are promissory notes payable on

* The amount of-specie in the colonies before the Revolution was con-
jectured by Pelatiah Webster to be less than 12 million dollars, by Alexander
Hamilton 8 million, by Noah Webster 10 million. It was undoubtedly more
than 8 million in 1787, at which time the note issues of the three banks were
probably less than 1 million. Though less concentrated in Philadelphia, New
York, and Boston than the notes, specie probably exceeded the notes even
there.

21 Formation of the Union, 563-64, 724-25; Jefferson (Ford) 1, 278; J. S. Davis,
Earlier American Corporations 1, 12-14.
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demand and may be taken to the bank and exchanged for gold and
silver without the least ceremony or difficulty.” Years later, when
their volume had grown excessive and their convertibility into specie
had broken down, James Madison, the aged “father of the Constitu-
tion,” was asked what he recalled the thought of the convention to
have been with respect to the monetary function of banks; and he
answered that the interference of bank notes with a sound medium
(meaning coin), though since become a great evil, had not been
foreseen by the convention. And even had it been foreseen, he added,
it was questionable whether the convention, with so many obstacles
to overcome, would have ventured to guard against it by an addi-
tional provision. Yet by 1811 the monetary function of banks had
become so apparent to Senator William H. Crawford of Georgia
that he held the power to incorporate them was embraced in the
powers to coin money.*

VI

The imprecision of the monetary clauses of the federal Constitu-
tion has enabled succeeding generations to impute various meanings
to them. When the Constitution was about fifty years old, the
agrarian followers of Andrew Jackson, who construed it strictly
and made up the only simon-pure hard-money party the United
States has ever had, contended passionately that it meant there
should be no money but silver and gold. When the Constitution was
about a hundred years old, the agrarians then called Populists held
as passionately to the opposite dogma that it authorized the issue
of irredeemable paper and denounced the gold of the Jacksonians
as the stuff the farmer and laborer were crucified on. From time to
time a considerable number of persons have contended that the
Constitution requires the federal government to vary the quantity
and value of money so as to fix the price level. The future may be
trusted to produce still other things it will be held to require.

In examining the monetary clauses of the Constitution earlier in
this chapter, I considered them in the light of conditions and pur-
poses coeval with their composition. But since the Constitution is the
continuing basic law of the land, its meaning is a matter of juris-
prudence; it means what the courts say it does, and the courts can
not be merely historical when they pass judgment. I shall run for-
ward summarily into later history in the following paragraphs in

22 Paine (Conway) 11, 184; Clarke and Hall, 310, 441-43, 778.
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order to indicate the later significance of the constitutional provi-
sions I have been discussing.

The meaning of the term “bills of credit” came before the Su-
preme Court for the first time in Craig v. Missouri, 1830, when it
had to be decided whether the Constitution permitted the issue of
‘certificates” which the state of Missouri had been lending at loan
offices similar to those of colonial days and which circulated as
money ; and the Court in an opinion written by Chief Justice John
Marshall concluded that the certificates were bills of credit and
therefore forbidden. Can it be maintained, asked Marshall, that
“the Constitution, in one of its most important provisions, may be
openly evaded by giving a new name to an old thing?” He thought
not and was very positive about it. The opinion in this case, which
exhibited less concern about the evil of paper money than about
the evil of a state’s interference in federal prerogative, was one of
Marshall’s strongest. It was generally understood to foreshadow a
conclusion that the notes of banks chartered by the states must also
be unconstitutional, because it seemed reasonable to suppose that
the states could not legally do through their creatures what they
could not do themselves. Yet when the question of bank notes came
to be decided, after Chief Justice Marshall’s death, the Supreme
Court in Briscoe v. Bank of K entucky, 1837, held that such notes
were not bills of credit and therefore not forbidden. The decision,
about as weak and timid as any the Court ever pronounced, was in
effect nullified by Congress in 1865, when through the medium of a
revenue law it imposed a prohibitive tax on the notes of state banks.
Thus the issue of notes by state banks is in effect prohibited, whether
contrary to the Constitution or not. Moreover, the prohibitive tax
was found by the Supreme Court to be constitutional, the decision
being given in 1869 in Veazie Bank v. Fenno. So the status of state
bank notes is actually the same as if they had been declared bills
of credit and therefore unconstitutional, save for the difference that
the statutory ban may be changed more easily than one in the Con-
stitution.?

The interdict against the states’ emitting bills of credit has pre-
sented no problem beyond that of defining what bills are, nor has
the interdict against laws impairing contracts, except outside the
field of legal tender. But the silence with respect to corresponding

28 Craig v. Missouri, 4 Peters 433 (US 1830); Briscos v. Bank of Kentucky, 11
Peters 826 (US 1887); Veazie Bank v. Fenno, 8 Wallace 533 (US 1869).
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action by the federal government, though intended to be preclusive,
has become, with the Court’s blessing, permissive. The federal gov-
ernment can and does issue bills of credit. Jurisprudential evolution
has responded to economic and political change. Economic change
in time made the use of paper money indispensable, and the Con-
stitution had to be accommodated to that fact. Political change
made the exercise of sovereign monetary powers by the federal
government also indispensable, and the Constitution had to be ac-
commodated to that fact too.

The few times before the Civil War that the Treasury issued notes
which in fact circulated as money, it did so on the principle that it
was engaged in borrowing, and the question of federal power to issue
paper money as such did not then come before the Supreme Court.
But in 1862, during the Civil War, the government resorted to the
issue of notes for the same reasons that the Continental Congress
had issued bills during the Revolution, and the question was raised
whether the notes, which came to be called ‘““greenbacks,” were con-
stitutional. For the law made them legal tender, which so far, under
the federal Constitution, only silver and gold had been. This action
ran counter to what had seemed impregnable tradition: Marshall’s
apodictic statement in Sturges v. Crowninshield that nothing but
gold and silver could be legal tender had expressed the general
conviction; as did Justice Field’s later in Juilliard v. Greenman,
when he said in his dissent: “If there be anything in the history of
the Constitution which can be established with moral certainty, it
is that the framers of that instrument intended to prohibit the issue
of legal tender notes both by the general government and by the
states; and thus prevent interference with the contracts of private
parties.” This interference was, of course, the immediate consequence
of making the greenbacks legal tender. In the first suit resulting
that came to the Supreme Court, the problem was that a certain Mrs
Hepburn had contracted in 1862 to pay one Henry Griswold
$11,500—meaning specie, of course—but offered in 1864 to pay
him the amount in greenbacks, which meanwhile had also been made
legal tender. Her offer was refused because the amount in greenbacks
was worth only $4,500 or so in specie. The Supreme Court, in this
first case, held with the traditional view that the Constitution was a
hard-money document, and though the Court condoned the issue of
the notes as a means of obtaining funds to wage war, it found their
legal tender quality unnecessary, and unconstitutional as to debts
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previously contracted. The creditor did not have to accept the
debtor’s greenbacks. This was in 1869.

Whether or not this decision reflected on the honor of one who
sought to discharge her debt by repaying less than half what she had
borrowed, it was certainly felt to reflect on the ability of the govern-
ment to make its money worth what it said. And though the debtor
had to be satisfied with the decision, the government itself did not.
For meantime a newer and more puissant tradition had grown up—
a tradition of nationalism fostered over a long period and now
sanctified by the Civil War. The federal union of individual states
was no longer the cabined product of a compact between sovereign-
ties but sovereign itself. And being that, it could not be without the
power to say what its money should be.

In compliance with this new extension of Hamiltonian principle,
the Supreme Court reversed itself and in the Legal Tender Cases,
1870, found the greenbacks constitutional. Their issue was held to
be an act of sovereignty. This might have surprised Alexander
Hamilton, but I think it would not have shocked him. As for the
impairment of contracts, the Court made assurance doubly sure by
concluding both that payment in depreciated greenbacks of a debt
contracted in specie values did not impair the contract and that it
could be authorized by the federal government even if it did. It
happened, however, that the decision in the 1870 cases turned on the
issue of notes as a wartime measure and still implied, therefore, a
substantial abatement of sovereign powers. In 1884 the Supreme
Court decided in Juilliard v. Greenman that greenbacks could con-
stitutionally be made legal tender even in time of peace. This victory
for nationalism and easy money prepared the way in turn for the
Gold Exchange Act of 1934, which forbade the domestic monetary
use of gold and limited the circulation to paper, to silver dollars, and
to minor coin. In 1935 the Supreme Court upheld that act in Nor-
man v. Baltimore and Ohio and other gold clause cases. These
decisions removed whatever constitutional inhibition ever existed
upon the power of Congress to authorize anything it wishes as
money. Thus in the course of 150 years, changes in monetary and
business habits, in governmental responsibility, in statutes, and in
Jjurisprudence have strengthened the Constitution’s ban on issues of
money by individual states but have nullified completely the original

24 Sturges v. Crowninshield, 4 Wheaton 204 (US 1829); Juilliard v. Greenman,
110 US 4561; Hepburn v. Griswold, 8 Wallace 625-26 (US 1869).
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intent that the federal government should have no power to make
anything but the precious metals legal tender.”

One can either consider the departure from the original intent
a calamity or hold that the original intent, though wise at the
time, could not possibly endure. Alexander Hamilton himself fore-
shadowed what would happen. In 1783 he said that authority to
emit paper money was ‘“a resource which though useful in the
infancy of this country and indispensable in the commencement of
the Revolution, ought not to continue a formal part of the Consti-
tution, nor ever hereafter to be employed, being in its nature preg-
nant with abuses.” Yet fifteen years later, 22 August 1798, in a
letter to Oliver Wolcott, his successor as Secretary of the Treasury,
he mentioned the difficulty and oppressiveness of collecting taxes, as
I have already noted, ““if there be a defective circulation”; and he
continued: “For these and other reasons which I have thought well
of, I have come to a conclusion that our Treasury ought to raise
up a circulation of its own. I mean, by the issuing of Treasury-notes
payable, some on demand, others at different periods from very
short to pretty considerable—at first having but little time to run.
This appears to me an expedient equally necessary to keep the
circulation full and to facilitate the anticipations which government
will certainly need. By beginning early, the public eye will be
familiarized, and as emergencies press it will be easy to enlarge
without hazard to credit. . . .”*

In substance, but not in the form he intended, Hamilton’s words
have been followed. The change from 1789, however, is more than a
matter of putting paper alongside gold. In 1789, money was gold;
in 1935, gold had become money. I mean that when it was sought
in the 18th century to give substance and worth to the money to be
issued by the new and untried government, it was stipulated that
that money should comprise gold (and silver), so much were the
precious metals esteemed above the word of political authority. But
in the 20th century money is become a creature of government,
political authority having supplanted, in the domestic sphere, the
place the precious metals primitively held. In Norman v. Baltimore
and Ohio, 1935, it was not even contended on behalf of gold that
it was money—nay, the only money with which debtors discharged

26 Legal Tender Cases, 12 Wallace 457 (US 1870); Juilliard v. Greenman, 110

US 421, 449-50; Norman v. Baltimore and Ohio, 294 US 240.
26 Hamilton (Lodge) 1, 307; x, 316-17.
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their obligations to creditors—but merely that it was a commodity
transferred according to contract; and it was precisely because gold
was held to be only one of various forms of money subject to selection
or rejection by the state that the political authority could override
contracts calling for payment in gold. Only as between economies, in
the mid-20th century, does gold have anything like the importance
it had within the economy in the 18th century. And even between
economies its value has become relative, not absolute.

The radical change that has occurred in federal monetary powers
since the Constitution was fresh has been determined in the first in-
stance by the practical advantages of paper money over metallic and
in the second by growing preponderance of federal authority—both
of these, in turn, being products of fundamental economic change.
Paper established its advantage by popular choice, without formality
and against the might of law, which was biased in favor of the
precious metals. Formally, however, the question to be decided by
the courts has not been what kind of money the country should have
but what the nature and scope of the issuing authority should be.
And time after time the federal government has emerged from the
question with amplified powers. In this development the monetary
clauses of the Constitution have been invoked seldom and little. To
be sure, it has been recognized long and repeatedly, both in court
and outside, that since bank liabilities provide the bulk of the money
supply, their control is relevant to the monetary powers of the fed-
eral government. John C. Calhoun, early in the 19th century, per-
spicuously related the federal government’s authority over banking
to its authority over the monetary system; his later contemporaries
often did so; and the extinction of the Bank of the United States at
the hands of Andrew Jackson was recognized at the time to be a
repudiation by the federal government of responsibilities imposed
upon it by the Constitution for the monetary system, since the Bank
was regulator of the private bank issues that constituted the major
part of the monetary supply.

But the point seems always to have been made almost fugitively.
In 1824 Justice Johnson of the Supreme Court mentioned it in
Osborn v. Bank of the United States; in 1837 Justice Story, dis-
senting in Briscoe v. Bank of Kentucky, said plainly that the issue
of notes by banks under state charter was “subject always to the
control of Congress, whose powers extend to the entire regulation
of the currency of the country”; in Veazie Bank v. Fenno, 1869, the
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Supreme Court affirmed that Congress, in execution of its monetary
powers, could constitutionally authorize the circulation of certain
banks’ notes and forbid the circulation of others; and in the Legal
Tender Cases, 1870, and in Juilliard v. Greenman, 1884, the in-
corporation of the Bank of the United States was recognized to have
been an exercise of powers over the currency of the country.”” Yet,
these obiter dicta notwithstanding, the regulation of banking has
not rested primarily on the federal government’s monetary powers,
though banking is primarily a monetary function. Even with respect
to money per se, the courts have been indisposed to look for authority
in the monetary clauses only. In Norman v. Baltimore and Ohio, the
Supreme Court put it as follows: “The broad and comprehensive
national authority over the subjects of revenue, finance, and cur-
rency is derived from the aggregate of the powers granted to the
Congress, embracing the powers to lay and collect taxes, to borrow
money, to regulate commerce with foreign nations and among the
several States, to coin money, regulate the value thercof, and of
foreign coin, and fix the standards of weights and measures, and the
added express power ‘to make all laws which shall be necessary and
proper for carrying into execution’ the other enumerated powers.””*®

More particularly, in dealing with questions of federal jurisdic-
tion, the courts have relied more and more in recent years on the
clause of the Constitution which allocates jurisdiction over inter-
state commerce. That clause amply covers the monetary function
as well as the other functions of banks and offers therefore a single
authority of adequate scope, which the monetary clause would not.
Resort to the inter-state commerce clause avoids, for example, any
awkward tendency to settle jurisdiction according to function, with
banking proper falling under monetary powers and trusteeship
falling under inter-state commerce powers. With these attendant
activities of 20th century American banks—trusteeship, checking
facilities apart from lending, safety box rental, etc.—this history
is not concerned. These things are important to the proprietors and
managers of banks because they are means of carning income and
may be conveniently associated with the banking function proper.
And they are not unlawful as, for example, the selling of merchandise

27 OQsborn v. Bank of the United States, 9 Wheaton 871-73 (US 1824); Briscoe
v. Bank of Kentucky, 11 Peters 849 (US 1837); Veazie Bank v. Fenno, 8 Wallace 533,
548-49 (US 1869); Juilliard v. Greenman, 110 US 445; Legal Tender Cases, 12

Wallace 537, 543-44 (US 1870).
28 Norman v. Baltimore and Ohio, 294 US 240-41.
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or the provision of legal advice would be. But they have no more than
a convenient connection—not an essential one—with the lending of
credit for monetary purposes, which is the original and characteris-
tic function of banks and was in the period of this history, with few
exceptions, the only one. I observe a distinction, therefore, that the
courts nowadays have little or no occasion to observe; though in
respect to a constitutional problem of governmental organization
affecting the monetary powers of the federal government it might be
important. Yet as things are, one has the anomaly, in principle, of
the monetary function being considered, for reasons of jurispru-
dence, with little attention to what the Constitution says about it
but with attention chiefly to what the Constitution says about inter-
state commerce.?

29 Noble State Bank v. Haskell, 219 US 104; Doherty v. United States, 94 Fed.
(2nd) 495.
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CHAPTER 5

The Bank of the United States

% 1791-1811 %

I. The Bank proposed — II. Hamilton versus Jefferson —
ITI. Organization of the Bank — IV. A central bank — V.
The Bank of England pattern — VI. The restriction on
liabilities — VII. Capital and specie — VIII. The nature
and status of “deposits” — IX. Hamilton’s origination of
fractional reserve requirements

I

Its silence about banks notwithstanding, the Constitution became
involved in the subject in its second year, when Alexander Hamilton
in December 1790, during the third session of the first Congress,
submitted his plan for a National Bank. The plan was embodied in
the second of the several great reports prepared by him during the
early years of his secretaryship of the Treasury, the others being on
manufactures and on public credit. In these reports he outlined the
major elements of a program for raising up a powerful and pros-
perous nation. The factors already given were immense material
resources—utilized chiefly so far in agriculture and in maritime
shipping—an energetic, multiplying population, and the private
credit of individual men of wealth. The factors needed were manu-
factures and public credit. Hamilton’s program combined magnitude
and comprehensiveness, on the one hand, with, on the other, meticu-
lousness in detail and a thorough understanding of all he was talking
about. The reasonable convictions he had had in 1779 respecting
the utility of a bank had been confirmed by the experience of the
three banks that had been established since. He now wished to have
one set up that should directly and adequately serve the needs of the
federal government, which was to incorporate it and own a sub-
stantial share of its capital.

The proposed institution was not simply another commercial
bank. Like the Bank of England, it would conduct commercial
business but would also do far more. It would be an important aid to
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the new federal government in collecting taxes and in administering
the public finances; it would be a source of loans to the Treasury.
Subscriptions to its capital might be paid one-fourth in gold and
silver coin and three-fourths in obligations of the federal govern-
ment. This arrangement would provide sufficient capital to support
an extensive circulation, but it would also enhance the current price
of government obligations and thereby sustain the government’s
credit.

In the Senate, Hamilton’s report was referred to a committee
comprising Caleb Strong of Massachusetts, Robert Morris of Penn-
sylvania, Philip Schuyler of New York, Pierce Butler of South
Carolina, and Oliver Ellsworth of Connecticut. All of these but
General Schuyler had been members of the constitutional conven-
tion; all shared Hamilton’s ideal of a strong federal government. At
least three of them, Strong, Morris, and Ellsworth, were bank stock-
holders and interested in fiscal matters. Schuyler was Hamilton’s
father-in-law. The committee—presumably to no one’s surprise—
brought out a bill to incorporate a Bank of the United States in
accordance with Hamilton’s recommendation. The handling of the
measure illustrates the important fact observed by Professor Beard
that the first federal administration and Congress continued, de-
veloped, and applied, largely in the same hands, the principles
established by the constitutional convention in order “to restore
public credit, establish adequate revenues, create a nation-wide
Jjudicial system, pay the debt, strengthen the defences on land and
sea, and afford adequate support to trade and commerce.” Being
for a “National Bank,” Hamilton’s proposal implied the purpose,
familiar since the constitutional convention four years earlier, of
subordinating the states to the new consolidated federal government.
It roused vehement resistance.

Opponents of the proposal objected that the Constitution con-
veyed no authority to form a bank or any other kind of corporation
and that by chartering one the federal government would be disre-
garding the limitations of its powers and interfering with the rights
of the states. James Madison, now a member of the House of Repre-
sentatives, pointed out that the proposed institution “would interfere
so as indirectly to defeat a state bank at the same place,” and would
“directly interfere with the rights of states to prohibit as well as to
establish banks.” The proposal for a national bank, he said, “was

1 Beard, Economic Origins, 106-07.
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condemned by the silence of the Constitution; was condemned by the
rule of interpretation arising out of the Constitution; was con-
demned by its tendency to destroy the main characteristic of the
Constitution; was condemned by the expositions of the friends of
the Constitution whilst depending before the public; was condemned
by the apparent intentions of the parties which ratified the Con-
stitution ; was condemned by the explanatory amendments proposed
by Congress themsclves to the Constitution; and he hoped it would
receive its final condemnation by the vote of this House.” IFor more
than a bank was at stake; the constructions of the Constitution
that had been maintained in the course of the arguments for it,
Madison said, went “to the subversion of every power whatever in
the several states.”?

Secretary Hamilton’s proposal was also subjected to an agrarian
attack like that the Bank of North America had sustained in the
Pennsylvania Assembly five years before. Banks, it was averred,
were a corrupting influence and would destroy the free institutions
of the New World. “What was it drove our forefathers to this coun-
try?” demanded an agrarian representative from Georgia, James
Jackson. “Was it not the ecclesiastical corporations and perpetual
monopolies of England and Scotland? Shall we suffer the same
evils to exist in this country, instead of taking every possible method
to encourage the increase of emigrants to settle among us? For, if
we establish the precedent now before us, there is no saying where it
shall stop.” He said the bank was “calculated to benefit a small part
of the United States—the mercantile interest only; the farmers, the
yeomanry of the country, will derive no advantage from it.” William
B. Giles of Virginia presumed “that a law to punish with death
those who counterfeit the paper emitted by the bank, will be con-
sequent upon the existence of this act; hence a judicial decision will
probably be had of the most serious and awful nature. The life of an
individual at stake on one hand; an improvident act of the govern-
ment on the other.” Eventually at least one man was put to death
for counterfeiting notes of the Bank; and this fact was urged twenty
years later by another Virginian, Senator Brent, as one of the things
that made the bank constitutional by practice and acquiescence.?

The Senate, whose discussions were not at that time recorded,
passed the bill incorporating the Bank, 20 January 1791. The

2 Clarke and Hall, 41, 44-45, 83.
8 Clarke and Hall, 37, 55, 74, 402.
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debates in the House ended 8 February 1791, after rousing more
“warmth and passion” than James Madison liked; the votes for
chartering the bank were 39 and those opposed 20. Most of the
ayes—33 out of 39—were from New England, New York, New
Jersey, and Pennsylvania; most of the nays—15 out of 20—were
from Virginia, the Carolinas, and Georgia. One South Carolina vote
was for the bill, one Massachusetts vote was against it. Eleven
Republicans voted for the Bank, and six Federalists voted against
it. The measure was sent for approval to President Washington,
who took all the time permitted him by the Constitution, “in anxious
and diligent inquiries into the constitutionality of the bill and in the
consideration of his duty in relation to it.” He referred it to the
Secretary of State, Thomas Jefferson, and to the Attorney General,
Edmund Randolph, for their opinion. Both agreed that the measure
was contrary to the Constitution.*

Mr Jefferson, grudging even that the Bank might be a con-
venience, was positive that it was not a necessity. And, he asked,
“Can it be thought that the Constitution intended that, for a shade
or two of convenience, more or less, Congress should be authorized
to break down the most ancient and fundamental laws of the several
states, such as those against mortmain, the laws of alienage, the
rules of descent, the acts of distribution, the laws of escheat and
forfeiture, the laws of monopoly? Nothing but a necessity invincible
by any other means can justify such a prostration of laws which
constitute the pillars of our whole system of jurisprudence.” Mr
Jefferson could not abide considerations of administrative advantage
which seemed to him to put an efficient working of the governmental
machinery before the maintenance of a simple society composed as
wholly as possible of individual human beings and as little as pos-
sible of institutions.®

Hamilton on his part could not abide what seemed to him Thomas
Jefferson’s visionary and anarchic metaphysics, which he believed
“would be fatal to the just and indispensable authority of the
United States.” He declared that it was the purpose of the Con-
stitution to set up a workable government and that to find it
frustrating that purpose at the very outset was preposterous. He
countered with a sweeping and audacious assertion of federal
sovereignty: “Now, it appears to the Secretary of the Treasury

4 Clarke and Hall, 35-36, 82, 85-86, 298.
5 Clarke and Hall, 93-94.
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that this general principle is inherent in the very definition of gov-
ernment and essential to every step of the progress to be made by
that of the United States; namely, that every power vested in a
government is in its nature sovereign and includes, by force of the
term, a right to employ all the means requisite and fairly applicable
to the attainment of the ends of such power and which are not pre-
cluded by restrictions and exceptions specified in the constitution,
or not immoral, or not contrary to the essential ends of political
society.” These words, which proved to have a potency for far
more than establishment of the Bank, evidently satisfied the Presi-
dent; he did not use the veto he had asked Mr Madison to prepare
but signed the act incorporating the Bank, 25 February 1791

II

It is obvious that in the beginning the political prominence of
banking in the United States outstripped its economic importance.
When there were still only three banks in the country, the subject
engaged an inordinate amount of attention. The proposed National
Bank became so much a political and constitutional issue that far
more was said of it as such than is of record respecting its operations
and economic significance.* It was its proposal, Professor Beard
has said, “which first summoned to the political battle that high
talent for analysis, deduction, reticulation, and speculative imagina-
tion which has characterized American constitutional conflicts from
that day to this.” John Marshall, whom Beard quotes, wrote in his
Life of Washington that the systematic opposition of the Jeffer-
sonians to the principles on which the Union was formed and ad-
ministered had its origin in the issues raised by Hamilton’s reports
to the first Congress; and with respect to the bill to establish the
Bank of the United States he said: “This measure made a deep im-
pression on many members of the legislature; and contributed not
inconsiderably to the complete organization of those distinct and
visible parties, which in their long and dubious conflict for power
have since shaken the United States to their centre.”®

The people who were most eager for a strong central government

* The Bank’s own records disappeared years later, probably as waste

paper, after its liquidation was completed; those in the Treasury were
probably destroyed by fire in 1833.

6 Clarke and Hall, 95. 7 McLaughlin, 245.
8 Beard, Economic Origins, 109, 157-58; Marshall 11, 206-07.
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and who wished to apply the Constitution constructively were the
people who also wanted banks. They were the commercial and monied
class. They were men of substance, they were creditors of the gov-
ernment, and they had a natural wish to recover what they had
risked on American independence. This wish was identical with the
wish that there be a strong and effective government to maintain that
independence.

Their opponents were principally agrarians who had been mis-
trustful of the Constitution and were now mistrustful of the central
government created by it. They were mistrustful of all business
interests. Those in the Pennsylvania Assembly who in 1785 had
almost annihilated the Bank of North America attempted two years
later to keep Pennsylvania from ratifying the Constitution; and in
Congress the same group maintained a consistent hostility not only
to the Bank of the United States but to other Hamiltonian meas-
ures.* They, too, like the merchants had wanted political inde-
pendence, but to them independence and a strong central govern-
ment were incompatible. They saw in the latter the replacement of
the British yoke with a Hamiltonian one.®

Hamilton’s proposal of a federal Bank was a plain defiance of
agrarian interests and of the view that the powers of the federal
government were definitely limited. In their reception of it, Madison
in Congress and Jefferson in his report to Washington both affirmed
what shortly became embodied in the tenth amendment—that in
effect the federal government possessed only the powers given it.
Jefferson said that he considered ‘“‘the foundation of the Constitution
as laid on this ground.” The ideas later developed and enunciated
in the Kentucky and Virginia Resolutions of 1798, where the Con-
stitution was asserted to be a compact between sovereign states and
the general government to be one with special purpose and possessed
of delegated, limited powers only, were already clearly present in
Jefferson’s and Madison’s arguments against the Bank in 1791. On
the other hand, it was in defense of his proposal for a federal Bank
that Hamilton made to President Washington the statement of
federal sovereignty I have quoted—a statement that has governed
constitutional jurisprudence ever since.*

* William Findley, a conspicuous exception, had been prominent in the
attack on the Bank of North America, but twenty-five years later, in Con-
gress, he was equally prominent in defense of the Bank of the United States.

9 Wilson, PMH B, vpxv1 (1942), 17. 10 Clarke and Hall, 91.
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Thus the principles appealed to in one constitutional issue after
another and at last in the Civil War got their first and clearest
statement in the dispute of 1791 over the Bank recommended by
Alexander Hamilton. The controversy demonstrated at the very
outset that the Constitution had not displaced rival principles or
reconciled them but had become their dialectical arena. Although
it was not a popular document, it became equally accepted by both
sides as soon as it was ratified; and the original differences about
its wisdom gave way to differences as to how it should be interpreted
and applied. Alexander Hamilton had been disgusted because it
did not abolish the individual states outright and consolidate them
at once into a single new sovereignty; but he had furthered it with
all his might, nevertheless, and purposed now to make it, deficient
as it was, the start for the national government he thought necessary.
Thomas Jefferson, on the other hand, purposed to make it a bul-
wark against encroachments by the central government upon the
popular sovereignties of the states and the reserved liberties of the
people. Mr Madison, its chief artificer, and the associate of Alex-
ander Hamilton in the Federalist papers which had brilliantly ad-
vocated it, shrank from Hamilton’s radical course and joined Jeffer-
son in promoting the doctrine that the Constitution was a pact
between sovereignties which had established a central government
logically inferior to themselves and possessed of only those powers
specifically delegated to it. Hamilton made the Constitution a ple-
nary charter for a national government to which the states would be
ineluctably subordinated. Jefferson and Madison made it a barrier
against that development. To Hamilton, the Constitution was an
open door ; to Jefferson and Madison, it was one that had been shut.**

Among the framers of the Constitution, there were some, writes
Dr Charles M. Wiltse, “who feared most the tendency of a weak
government to degenerate into anarchy,” and there were others who
feared most “the tendency of a strong government to absorb all
power to itself” and destroy freedom. The issue lay between those
who trusted human nature in the mass more than government, which
Jefferson did; and those who distrusted it more than government,
which Hamilton did. Hamilton, a son of the 18th century, saw as
had Jehovah before the flood that every imagination of the thoughts
of men’s hearts was only evil continually, and he shaped his ideas
of government to accord with that observation. Jefferson, also a

11 McLaughlin, 234.
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son of the 18th century, looked on man with more of Rousseau’s
indulgence and shaped his ideas of government on greater hopes for
human nature. These contrasting attitudes became political tradi-
tions. But the distinction between them, an intellectual and moral
one as conceived in the 18th century, became in the 19th century a
crassly pragmatic one in which the comparative advantages of cen-
tralized powers and dispersed powers remained clear but the prefer-
ence for one or the other changed with time and selfish interest. In
recent years it has become the economic posterity of Alexander
Hamilton that complains of centralized authority and, with an un-
acknowledged appeal to Jeffersonian principles of government, re-
sists what it considers an unconstitutional interference with human
rights—that is, property rights and business. And it is the professed
posterity of Thomas Jefferson—now more industrial than agrarian
—which fears the evil of a weak governmental authority and which,
since 1913, when it set up a central bank system, has out-Hamiltoned
Hamilton in elaborating the federal government’s apparatus for the
guidance of economic behavior.* There persist to-day, accordingly,
two political groups with economic differences that are reminiscent
of those that divided Americans in 1791, but the two, like Hamlet
and Laertes, have switched weapons.**

Alexander Hamilton prepared America for an imperial future
of wealth and power, mechanized beyond the handicraft stage of his
day, and amply provided with credit to that end. Thomas Jefferson
represented the yeomanry and designed for America a future of
competence and simplicity, agrarian, and without the enticing sub-
tleties of credit. Writing in Paris in 1785 to a correspondent in the
Netherlands, he said that were he to indulge his own theory, he would
wish the United States “to practice neither commerce nor navigation
but to stand, with respect to Europe, precisely on the footing of
China.” All American citizens should be farmers, selling their sur-

* The change is reflected in decisions of the Supreme Court before and
after 1936. In a series of cases in 1935, the Court, with strict, Jeffersonian
interpretations, found unconstitutional the Railroad Retirement Act of 1934,
the National Industrial Recovery Act of 1934, the Bituminous Coal Con-
servation Act of 1935, and other similar laws sponsored by the administration
of Franklin D. Roosevelt. In 1937 a freshly constituted Court, with liberal
Hamiltonian jurisprudence, found similar legislation constitutional, notably
in the National Labor Relations cases of that year.

12 Wiltse, From Compact to National State, 155.
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plus produce to those nations that should come to seek it. But this
he acknowledged was theory only; Americans had a decided taste
for navigation and commerce, which they took from their mother
country, and their government was in duty bound to calculate all
its measures accordingly. Yet in another letter, written at Monticello
to John Adams in 1812, he said with satisfaction that in his part
of the country every family was a manufactory within itself, pro-
ducing with its own materials and labor all the stouter and middling
stuffs for its own clothing and household use. “We consider a sheep
for every person in the family as sufficient to clothe it, in addition
to the cotton, hemp, and flax which we raise ourselves.” And in a
surge of the sanguine idealism he had professed to give up thirty
years before, he went on: “The economy and thriftiness resulting
from our household manufactures are such that they will never again
be laid aside, and nothing more salutary for us has ever happened
than the British obstructions to our demands for their manufac-
tures.” Now, it is clear that a man who at every opportunity turned
passionately to the agrarian ideal, seeing in the agrarian way of
life an advantageousness, a purity, and a humanity with which
commerce and industrialization were incompatible, should hate
banks. For banking presupposed a complex, specialized economy
which found a flexible monetary supply indispensable and the notion
of a sheep for every member of the family, to provide its stouter
and middling stuffs, something to laugh at.* Americans still main-
tain a pharisaical reverence for Thomas Jefferson, but they have in
reality little use for what he said and believed—save when, on occa-
sion and out of context, it appears to be of political expediency.
What they really admire is what Alexander Hamilton stood for,
and his are the hopes they have fulfilled.”®

III

A few days after the act incorporating the Bank of the United
States was signed by President Washington, a supplementary
measure was enacted directing that subscriptions not be opened
earlier than 4 July so that prospective subscribers in remote parts

* The effect of ““British obstructions” and the War of 1812 was the op-
posite of what Mr Jefferson expected. Instead of being revived, agrarian

household manufacture was overwhelmed by the machine-driven industry
that the war raised up.

13 Jefferson (Ford) 1v, 105; 1x, 333.
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of the country would not be cramped for time. When the books
were opened, the entire $8,000,000 available to the public was
heavily oversubscribed within an hour. The subscribers, Professor
Wettereau observed, besides merchants, professional men, and poli-
ticians, included “prominent speculators in public securities” who
were active during the controversies over adoption of the Consti-
tution and of Secretary Hamilton’s funding system. Thirty mem-
bers of Congress subscribed, this being more than a third of the
whole membership and a half or more of the number that had
voted for the Bank. Harvard College, the Massachusetts Bank, and
the state of New York were subscribers. There was active specula-
tion in the $25 subscription certificates almost at once, and in Au-
gust they rose to a market price of $300 or more. This speculation,
in the opinion of the Bank’s friends, was merely incidental; in the
opinion of its enemies, it was a main purpose and intent of the
Bank’s organizers.™*

Though the authorized capital of the Bank was $10,000,000, of
which $2,000,000 was to be paid in specie, the Bank was permitted
to organize as soon as $400,000 had been received from the sub-
scribers. Whether much more was ever got from them on successive
installments is doubtful, though the Bank subsequently accumulated
a treasure much in excess of what the stockholders were supposed
to pay. Payment for the government’s stock was accomplished under
an authorization in the charter that was taken over almost intact
from Hamilton’s proposal and was presumably intended by him to
give the appearance of a cash payment. In effect the Treasury drew
for $2,000,000 on the United States commissioners engaged in sell-
ing government securities in Amsterdam, deposited the drafts with
the Bank, and then drew against the deposit to pay for the stock.
Technically this consummated the purchase of the stock with funds
borrowed in Europe. But it was not desired to have the drafts go
through and the specie shipped from Europe, because it would have
had to be shipped back for other purposes. So the Treasury bor-
rowed $2,000,000 from the Bank and used the amount to take up
the drafts on the commissioners, with which the whole transaction
had opened. The net effect was therefore to leave the government
in possession of $2,000,000 of Bank stock and in debt to the Bank
for $2,000,000, though technically the money owing to the Bank

14 Wettereau, PMHB, vx1 (1937), 273-75; Clarke and Hall, 114.
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had not been used to buy the stock but to “restore” the funds in
Amsterdam which had been “used” for that purpose.*

This transaction and the failure to get the privately owned stock
paid for with any less make-believe has fallen under the strictures
of some historians, especially Professor W. G. Sumner, who strike
me as unrealistic and inconsistent, unless they mean to deplore pro-
cedures generally followed in the growth of the American nation,
both economic ‘and political. The early Americans were short of
capital, particularly capital in the form of gold and silver. If that
dearth of gold and silver had been allowed to hold up their forma-
tion of banks, the circle would never have been broken; instead they
resorted to arrangements which had the practical virtue of estab-
lishing the proper procedure in principle if not in fact. And in time,
because the pretense worked, they accumulated the gold and silver
and made the principle a reality. It is a case where a pious lifting
of oneself by the bootstraps is preferable to cynical realism or
conscientious passivity. And for the most part a saner and more
honest practice in capitalization established itself as soon as a sur-
plus of wealth made it possible. Without the initial act of faith, so
to speak, the surplus would have been slower in coming. The
Americans had declared their political independence before it was
a reality, not after; and what they did in ‘the matter of financial
competence was much the same.*®

But in many matters other than payment of early American bank
capital, the question of what constitutes a specie or cash transaction
is one of considerable subtlety. In a primitive sense there must be
a handing over of actual cash, of course; but if A owes B $1,000
and B owes A $2,000, it is silly for them to hand $3,000 to and fro;
instead B pays A the $1,000 difference, which settles the whole
matter. Constructively such a transaction is a cash transaction. A
large part of business payments in a modern economy is of this
sort, being settled by offsets, and the residues or differences only
being settled by cash. Cash payments also include those that could
be in cash if either party wished, which is true of payments by check.
On the supposition that bank notes and bank deposits were con-

* The account of the transaction which Hamilton submitted in response
to the enquiry of a suspicious Congress was detailed, sarcastic, and calculated
to overwhelm his inquisitors with particulars if not with light. ASP, Finance
1, 193-94,

15 Sumner, History of Banking, 32-33.
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vertible at will into specie, all payments in either form of bank
liability were constructively specie or cash payments. Alexander
Hamilton established this principle, and its importance in a mone-
tary economy can scarcely be over-stressed. He ruled that a statute
of 1789 requiring that import duties be paid in gold and silver
meant that they might be paid in the equivalent of gold and silver,
which by his dictum included bank credit but excluded inconvertible
paper money. That distinction no longer holds, but it was then
immensely important. To be sure, the inclusion of credit was easily
abused, both by persons who understood it too well and by those
who failed to understand it well enough. But the constructive mone-
tary use of bank credits and various forms of liability, whether
good or bad for humanity, is an outstanding feature of the modern
economy, especially the American; and Hamilton’s prompt and
decisive establishment of bank credit as the major device of mone-
tary settlement was a notable piece of economic statesmanship.*®

At first, stock ownership of the Bank of the United States, aside
from the government’s, was mainly in Boston, New York, Phila-
delphia, Baltimore, and Charleston, though it soon gravitated over-
seas. In October 1791 the stockholders elected directors, the most
prominent of whom were Thomas Willing, president of the Bank of
North America but thereafter president of the Bank of the United
States, and his son-in-law, William Bingham, one of the ablest
business men in America and father-in-law, later, of Alexander
Baring (Lord Ashburton) and of Henry Baring, the two Baring
brothers marrying two Bingham sisters. The directors, 25 in all,
were 9 from Pennsylvania, 7 from New York, 4 from Massachu-
setts, and 1 each from Connecticut, Maryland, Virginia, North
Carolina, and South Carolina—a distribution between the commer-
cial North and the landed South not very different from that of the
votes in Congress authorizing the Bank. Thomas Willing was presi-
dent from 1791 to 1807, when he resigned because of age and ill
health and was succeeded by David Lennox, who was president the
remaining four years of the Bank’s existence."”

The Bank opened 12 December 1791 in Philadelphia, then the
seat of the federal government. It first occupied Carpenters’ Hall,
on Chestnut between Third and Fourth Streets, but in 1797 moved
round the corner to its new building on Third between Chestnut

18 ASP, Finance 1, 49.
17 Wettereau, PMH B, rLx1 (1937), 269, 275.
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and Walnut Streets, two streets east of Independence Hall. The
building still stands, handsome and in use, though the business
community in which it originally centered has moved westward.
In architecture it was one of the early products of neo-classic fashion
and set a trend to which American banks were long faithful. Its
architect was Samuel Blodget, later the author of Economica, 1806,
the first statistical and economic survey of the United States.®

The Bank’s shareholders in other cities than Philadelphia were
alert to have local offices established as soon as possible. Hamilton
was known to be opposed to branches, lest they disrupt manage-
ment and divide the Bank’s strength; and there were others who
thought the same: Pelatiah Webster, whom Professor Wettereau
quotes, doubted the possibility of managing a bank “ramified
through a continent of 1500 miles extent with that uniformity,
prudence, or even integrity which the safety and success of it would
absolutely require.” But the majority were not deterred, and a
branch program was decided on even before the Philadelphia office
was opened. In this matter Secretary Hamilton was disregarded.
He wrote, 25 November 1791, underscoring his words, that “the
whole affair of branches was begun, continued, and ended, not only
without my participation but against my judgment.” Indeed, he
said, “I never was consulted; but . . . the steps taken were contrary
to my private opinion of the course which ought to have been
pursued.” The local banks then in existence (December 1791) were
four—the Bank of North America, the Bank of New York, the
Massachusetts Bank, and the Maryland Bank—and there was con-
siderable local disposition to turn these into branches of the Bank
of the United States. In no place did that purpose prevail. But the
division of choice in the matter is one of the earliest evidences of a
tendency to question the Hamiltonian belief that the interests of
business would be better served by the federal government than by
the states. Business men generally supported federal union at the
outset because they were dissatisfied with individual statehood and
the looseness of confederation. But in early despair of this original
federalist hope, Fisher Ames wrote prophetically to Hamilton, 31
July 1791, when the Bank of the United States was being organ-
ized, that he doubted if anything could “be done to destroy the state
banks,” though he hoped they would be absorbed by the Bank of

18 Blodget, 165.
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the United States. “I have had my fears that the state banks will
become unfriendly to that of the United States. Causes of hatred
and rivalry will abound. The state banks . . . may become dangerous
instruments in the hands of state partizans.” Failure of the effort
to turn the existing local banks into branches indicated the align-
ment of a good part of the business world on the side of the states
and a drawing back from too much federalism. Branches of the
Bank were opened in the spring of 1792 in Boston, New York,
Baltimore, and Charleston; a branch was opened in Norfolk, Vir-
ginia, in 1800, in Washington and in Savannah in 1802, and in
New Orleans in 1805. This made eight, the total the Bank ever
had, though from time to time many other towns—Hartford,
Alexandria, Richmond, Natchez, Louisville—sought unsuccessfully
to become the homes of branch offices.*?

Establishment of the office in Norfolk was preceded by a long
and acrid controversy which was wholly political and in which the
Bank itself tried passively to keep out of trouble while Hamilton
tried to get an office established there and the Jeffersonians tried
to prevent it. When one was at last opened, Hamilton had been
out of the Treasury several years. The office in Washington was
established at Albert Gallatin’s request made shortly after Jefferson
became President and he himself Secretary of the Treasury. From
years of observation and discerning opposition, Mr Gallatin al-
ready knew the business of the Treasury well and the importance of
the Bank to it. In June 1801, the month following his appointment,
he asked that an office be opened in Washington, and flew thereby
in the face of a cardinal Jeffersonian tenet. The Bank’s directors,
who might well have expected something less appreciative from Mr
Jefferson’s administration, complied with pleasure. The office in
Savannah was opened apparently on the Bank’s initiative, the
volume of shipping in that port being attractive; but the action,
though at first welcomed, produced considerable trouble in the end.
The state levied a tax on the branch, payment was refused, and
collection was enforced, the state’s officers carrying off $2,004 in
silver from the Savannah vaults. The Bank sued but lost. However,
the case Bank of the United States v. Deveaux was determined by
the Supreme Court as by the lower court on grounds of jurisdiction,
the constitutional issues remaining untouched. These were identical

19 Wettereau, JEH, 11, Supplement (1942), 72-78, 75, 79, 83, 88; Hamilton (Lodge)
1x, 498; Hamilton Papers 11, pp. 1540, 1541.
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with those involved some years later in McCulloch v. Maryland and
Osborn v. Bank of the United States.*

Iv

Subsequent evolution, not only in the United States but elsewhere,
has made it much more evident than it was in 1800 what sort of
institution the Bank of the United States was and how it differed
from ordinary banks. In its own day it was called a “public bank”
or “national bank” and distinguished as the Bank of England was
by its services to the state. Essentially it belonged in the category
of “central banks,” a genus that had not then been clearly differ-
entiated. For that reason the Bank of England itself was not then
designated a central bank. In Britain every one knew that the Bank
of England was in a class by itself, because, though the difference
between it and other banks, both incorporated and unincorporated,
might be hard to define, it was easy to recognize. The British bank-
ing system, in its institutional form at the end of the 18th century,
was more than 100 years old, and either in law or in custom there
were established privileges, responsibilities, limitations, and rela-
tionships. In America in 1791 there was almost nothing of the sort.
When the Bank of the United States was incorporated in February
1791, there were only four banks in the country, each less than ten
years old, and there was but one more by the time it was opened
in December.*

Consequently there was as yet no place for the Bank of the United
States corresponding to the place already occupied in the British
banking system by the Bank of England. Much less was there a
place like that occupied in the British banking system by the Bank
of England since the mid-19th century, by the Federal Reserve
Banks in the American banking system, or by the Bank of Canada
in the Canadian banking system.

v

Alexander Hamilton’s exemplar for the Bank of the United
States had been the Bank of England. Those sections of the Act

* These were the Bank of North America, the Bank of New York, the
Massachusetts Bank, the Bank of Maryland, and the Bank of Providence.
20 Wettereau, JEH, 1, Supplement (1942), 76-78, 84; Warren 1, 892; Bank of the
United States v. Deveauz, 5 Cranch 61 (US 1809); McCulloch v. Maryland, 4

‘Wheaton 315 (US 1819); Osborn v. Bank of the United States, 9 Wheaton 737 (US
1824).
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of 1694 which authorized establishment of the latter had influenced
the measures which had already incorporated the Bank of North
Anmerica, the Massachusetts Bank, and the Bank of Maryland, but
to nowhere near the extent the act was to influence the charter of
the Bank of the United States. When the Bank of North America
was incorporated there were only three corporations with banking
powers in the British Isles besides the Bank of England. These were
the Bank of Scotland, the Royal Bank of Scotland, and the British
Linen Company. The charters of the first two were very different
from the Bank of England’s and the third was not incorporated as
a bank at all. The Bank of Ireland was chartered in 1783 on the
pattern of the Bank of England and its charter was not used by
the Americans as an independent source. The few American charters
preceding that of the Bank of the United States had been couched
in brief, general, and plenary terms, creating a body corporate and
politic but stipulating little about structure and powers. The
charter of the Bank of the United States was lengthy, detailed,
restrictive, and conditioned to the banking functions which were
to be performed. It was prepared by Secretary Hamilton on the
basis of his proposal, or “report” to Congress. The manuscript
draft of this report, which is in the Library of Congress, is full of
deletions and insertions reflecting Hamilton’s care for details as
well as principles. In effect it takes over from the Bank of England’s
charter various provisions that have been fixed ever since in Amer-
ican and Canadian banking laws.*

One of the provisions adopted by Mr Hamilton was that in
section XXVII of the Bank of England Aet, which, to the intent
that Their Britannic Majesties’ subjects might not be oppressed
by the Bank’s “monopolizing or engrossing any Sort of Goods,
Woares, or Merchandizes,” forbade the Bank to deal or trade in
commodities. The Bank of the United States was likewise forbidden
to deal or trade in goods, and subsequent bank charters and bank-
ing laws, in the States and in Canada, have continued the prohibi-
tion. Another section of the British act, XXX, forbade the Bank of
England to purchase lands or revenues from the Crown or make

* Establishment of the Bank of England was authorized by the Tunnage
Act of 1694, the provisions of which relating to the Bank are now known,
with their amendments, as the Bank of England Act. Paragraphs are not
always numbered in old printings of the Act and in some the numbers vary
by one from what I cite.
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loans to Their Majesties without Parliament’s consent. The Bank
of the United States was likewise forbidden to purchase any public
debt or lend to the United States or to individual states beyond a
certain amount unless authorized by Congress. Similar restrictions
became customary in subsequent banking measures and survive in
a ban on the direct purchase of obligations from the United States
Treasury by the Federal Reserve Banks, except within limits tempo-
rarily and jealously allowed by Congress.

A third provision, found in section XX of the Bank of England
Act, made the Bank of England ‘“able and capable in Law to have,
purchase, receive, possess, enjoy, and retain to them and their
Successors Lands, Rents, Tenements, and Hereditaments of what
Kind, Nature, or Quality so ever. . . .” This authorization had al-
ready been taken over in the ordinance incorporating the Bank of
North America, 31 December 1781, but with an important change
which reversed it into a restriction. The change was to add the
words, “to the amount of ten millions of Spanish silver milled
dollars and no more.” A like rendering was proposed by Hamilton
for the Bank of the United States, and the charter accordingly
authorized the Bank “to have, purchase, receive, possess, enjoy, and
retain . . . lands, rents, tenements, hereditaments, goods, chattels,
and effects . . . to an amount not exceeding the whole fifteen millions
of dollars, including the amount of the capital stock . . .” (which
was $10,000,000). The restriction is obscure, and appears to have
been so to its contemporaries. The amount to which the Bank of
North America was restricted was sometimes spoken of as the bank’s
capital, which it certainly was not, the capital, in our sense, being
$400,000. Yet whatever it was taken to mean, the restriction con-
tinued to be standard in American and Canadian bank charters for
a half century or so; it was perhaps the one charter condition that
was universal. I have found no old charter from which it was omitted.
It apparently reflected an older disposition to restrict assets rather
than liabilities, for though it had not been in the act authorizing
incorporation of the Bank of England—where the corresponding
language granted a power without restricting it—it had been in
other earlier British acts.”> In Massachusetts bank charters, how-
ever, it took another turn, becoming in time a limitation on the
amount a bank might have invested in the property it occupied.
Thus, for example, the Bank of Gloucester, Massachusetts, 1800,

21 Carr, passim.
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was limited to $8,000 in “lands, rents, tenements, hereditaments,
goods, chattels, and effects,” and these were to be held for its occu-
pancy only, whereas the Bank of North America had been limited
to $10,000,000 without other conditions; but the capital of both
banks was the same, $400,000.

VI

The most interesting restriction taken from the Bank of England
Act was the following, in section XXVI, which stipulated that the
Bank

“. .. shall not borrow or give Security by Bill, Bond, Covenant,
or Agreement under their common Seal for any more, further,
or other Sum or Sums of Money exceeding in the whole the
Sum of twelve hundred thousand Pounds, so that they shall not
owe at any one Time more than the said Sum, unless it be by
Act of Parliament. . . .”

The amount of the limitation, £1,200,000, was the amount of the
Bank’s capital.
In Hamilton’s manuscript the restriction appears in the follow-
ing form:
“VII. The totality of the debts of the company, whether by
bond, bill, note, or other contract, shall never exceed the amount
of its capital stock.”*

Hamilton’s version, though shorter, left the force of the British
original unaltered. But in his report as submitted, the restriction
was qualified with a parenthesis:

“6. The totality of the debts of the company, whether by bond,
bill, note, or other contract (credits for deposits excepted)
shall never exceed the amount of its capital stock.”*

The restriction next appeared, in the charter as enacted, in the
following form, which in wording runs back to the 17th century
original but does include the exemption of deposits:

“The total amount of the debts which the said corporation

shall at any time owe, whether by bond, bill, note, or other

contract, shall not exceed the sum 6f ten millions of dollars over
and above the monies then actually deposited in the bank for
safe keeping, . . . .” '

22 Hamilton Papers 9, p. 1221. 23 ASP, Finance 1, T4.
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The amount of the limitation, $10,000,000, was the amount of the
bank’s capital, as in the case of the Bank of England.

This restriction on liabilities, adopted by Alexander Hamilton
from the charter of the Bank of England, contained the germ of
fractional reserve requirements, which have become of basic impor-
tance to American bank regulation. The beginning of the evolution
is not apparent in the restriction on the Bank of the United States,
however, for no ratio is explicit in it. A ratio is explicit, however,
in the restriction embodied in the charter of the Bank of New York,
which was enacted, 21 March 1791, less than four weeks after the
charter of the Bank of the United States and closely paralleled it.
In the Bank of New York charter the restriction was closer in form
to what Hamilton had first proposed and clearer than in the federal
Bank’s version.

“The total amount of the debts which the said corporation
shall at any time owe, whether by bond, bill, note, or other
contract, over and above the monies then actually deposited in
the bank, shall not exceed three times the sum of the capital
stock subscribed and actually paid into the bank. . ..”

The capital being paid in specie, this restriction of liabilities to
treble the paid capital was the reciprocal, it is obvious, of a require-
ment that cash reserves be not less than one-third of liabilities. This
became a familiar ratio of cash reserves; in the United States it was
rivaled only by the ratio of one to four. The formula, with varying
ratios, was included by 1800 in 19 out of 30 American charters
then in force, and thereafter it became standard until it began to
be replaced before the middle of the 19th century with new formulas,
roughly the reciprocals of the old, requiring reserves in respect to
liabilities. In 1822 it was embodied in the first Canadian bank
charter, the Bank of Montreal’s, in a form derived from both the
Bank of the United States and Bank of New York charters, the
ratio being one to three.* The restriction continued in Canadian
legislation about fifty years, till after Confederation. It then dis-
appeared until in the Bank of Canada Act, 1934, a nominal reserve

* The restriction in the Bank of Montreal charter read as follows:
“Ninth: The total amount of the Debts which the said Corporation
shall at any time owe, whether by Bond, Bill, or Note, or other Contract
whatsoever, shall not exceed treble the amount of the capital stock
actually paid in (over and above a sum equal in amount to such money
as may be deposited in the Bank for safe keeping).”
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requirement, five per cent, was imposed on all the chartered banks
with respect to their domestic deposit liabilities. This has since
been raised.

Although, as said, there is no expressed ratio in the federal Bank
formula, there is one implied. It is a ratio of one to five. It derives
from the arrangement that in effect the capital of the Bank be
paid one-fifth in specie and four-fifths in obligations of the govern-
ment.*Liabilities equal to the Bank’s gross capital would there-
{fore be five times its specie capital. In this arrangement proposed
by Secretary Hamilton and enacted by Congress, three major
desiderata were established: one was a permissible expansion of
bank credit in a ratio to specie that was within the range approved
by British discussion and practice; the second was acquisition by
the Bank of adequate specie; and the third was eligibility of the
federal government’s bonds as a substitute for specie in satisfaction
of three-fourths of the amount due from subscribers, other than
the government, to the Bank’s capital.

Hamilton was aware that no one ratio of specie to liabilities held
the field against all others. In his report he said that ratios of “two
and three to one” were amongst those mentioned by authorities. But
in his report he followed an explanation of the utility of banks
which had been presented by Adam Smith in the Wealth of Nations
and in which the ratio of one to five had been used. Adam Smith had
also mentioned a ratio of one to four, but Mr Keith Horsefield in
his studies of 18th century banking ratios in England has shown
that there was no orthodoxy in the matter. Hamilton could choose
what he thought reasonable within the range of what his authorities
thought reasonable. His choice was probably the meeting point be-
tween the maximum amount of bonds that could be made eligible
and the minimum amount of specie the Bank should hold. That was
a matter of judgment. For the arrangement was one with a double
objective, viz., enhancement of the federal credit and establishment
of the Bank. The bonds of the new, unfledged government had to
be made attractive to men with money and hard heads. Convertibility
of the bonds into bank stock was one means of making them so.
Hamilton said in his report to Congress that when the current price
of the bonds was considered, and when it was further considered

* The capital was to be $10,000,000, of which the government would
take $2,000,000, leaving $8,000,000 for public subscription, and of this,
$2,000,000 was to be paid in specie and $6,000,000 in public debt.
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how a rise in price would probably be accentuated by their con-
vertibility, the advantage of the arrangement to the subscribers
would “easily be discovered.” And from the influence which that rise
would have “on the general mass” of the public debt, he saw bene-
fits accruing to all public credit and to the country at large. He
gauged his proposals accordingly. He followed the Bank of England
pattern in making “government stock,” as bonds were then called,
eligible for payment of the Bank’s capital, but departed therefrom
in making it eligible for payment of three-fifths only. Moreover,
the British arrangement had incorporated the subscribers to new
obligations, mainly; the American arrangement incorporated the
holders of bonds already authorized and outstanding. The American
arrangement was also that the federal government take a proprietary
interest in the Bank, which the British government did not have in
the Bank of England.*

VII

In calling a restriction of liabilities in respect to specie capital
the reciprocal of a requirement of specie in respect to liabilities, I
take specie and specie capital to mean the same thing. In the 20th
century bank, capital means an account on the liability side of the
balance sheet which represents a residue belonging to the stockhold-
ers after all other corporate liabilities have been satisfied. This
meaning, which modern double-entry bookkeeping has imposed, is
quite different from what capital means in economics and in common
sense. There it means property, wealth, possessions, goods, money—
depending on the context—and that is what it meant in 18th century
usage. The capital of a bank was its basic assets, the gold and silver
put in its coffers by its proprietors. Adam Smith in 1776 called
a bank’s capital the “treasure” which supported its circulation;
Pelatiah Webster in 1786 had “the wealth” of the Bank of North
America include its capital of “900,000 Mexican dollars”; Hamilton
in 1784 prescribed, in the constitution of the Bank of New York,
that ““the capital stock shall consist of five hundred thousand dollars
in gold and silver”; in his report of 1790 he spoke of banks circu-
lating “a far greater sum than the actual quantum of their capital
in gold and silver”; and of a bank’s ability “to circulate a greater
sum than its actual capital in coin.” About the same time, Thomas
Paine spoke of a bank’s having “capital . . . equal to the redemption”

24 Horsefield, JPE, rvir (1949), 70; ASP, Finance 1, 75.
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of its notes and “capital . . . not equal to the demands” upon it,
meaning of course the specie needed to support the circulation. The
Massachusetts legislature in 1792 related the Massachusetts Bank’s
liabilities to its “capital stock in gold and silver actually deposited in
the bank and held to answer the demands against the same.” In
1808 an abortive measure introduced in the Quebec legislature to
incorporate a Bank of Lower Canada contained an unusual version
of the customary restriction that betrayed clearly the equivalence
of capital and specie, for it rested the restriction directly on specie
and thus anticipated, by thirty years, though it did not become
law, the eventual requirement of specie reserves. It limited the liabili-
ties to “treble the amount of the gold and silver actually in the bank,
arising from their capital stock. . . .” There is no reason to think
that the variation was one of substance and not merely form; it
indicates what every one meant but usually said a different way.*

Specie and capital were the more readily identified because of the
over-riding importance of specie. It was the one scarce ingredient in
American banking. The 18th century American banks, particularly
the first three or four whose initial experience was antecedent to the
first banking laws, had to stand on their own bottoms. Being sole
in their respective communities, they had no fellow banks to coerce
or implore, no United States Treasury, no city correspondents, no
Federal Reserve Banks, no liquid investment market, and no claim
on any one but the debtors whose obligations they held. In this
situation, specie was their only recourse. Without it their case was
comparable to that of a modern bank without vault cash, without
checks against other banks, without balances due from the Reserve
Bank or from correspondents, and without marketable securities.

Hence it is not strange that some banks, at least, actually held
specie to the full amount of their capital. From its establishment in
1784 to 1790, the Massachusetts Bank’s specie regularly exceeded
its capital; records are missing for the next decade or so, but the
excess recurred from time to time in the early 19th century. The
Bank of New York, 1 May 1791, had $463,000 in “cash,” not in-
cluding notes on hand, and capital of $318,000. The Bank of the
United States, one-fifth of whose capital should have been held in
specie, did not in fact hold that much, according to the records, till
1797, and after 1798 its specie was about half the amount of its
total capital, more or less.

25 Pelatiah Webster, 449; ASP, Finance 1, 68; Paine (Conway) 11, 209, 221.
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For a strangely long time, fifty years or more, it continued to be
assumed in bank charters that capital would always be “paid cap-
ital” or “capital actually paid.” But it was realized at length that
payment of capital in coin could not be taken for granted; much
less could retention of the coin. The law thereupon became more
and more mandatory as banks and their proprietors became more and
more delinquent, there being a universal unwillingness to see that
the aggregate of authorized bank capital had become far larger
than the amount of gold and silver which could be got together.
The requirements of specie already exceeded the supply of specie.
Still the requirement of a paid and retained capital was deemed
possible for any one bank, and so legislation continued to impose it
regardless of its absurdity in the aggregate. To run forward, for
illustrations, into the future, the Massachusetts legislature in 1829
forbade new banks to begin business till they had at least half their
capital paid in and the authorities had examined and counted it,
“actually in the vaults,” and ascertained that it was “intended to
have it therein remain”; the bank commissioners of Alabama in 1838
told the legislature that banks should be “compelled to keep their
whole capital in specie”; and the Parliament of Prince Edward
Island in 1855 required that the “capital stock” of the Bank of
Prince Edward Island, which it was then incorporating, “consist of
current gold and silver coins of this Island. . . .” The specific tes-
timony that comes nearest to being coeval with the stipulations, so
far as I know, is the statement of Professor George Tucker of the
University of Virginia in 1839, when restrictions originating with
the Bank of the United States and the Bank of New York were
still in force generally: “It seems not improbable that when the first
charters were granted, the legislatures being then little familiar
with the subject of banking and understanding from English writers
that the Bank of England considered it a rule of safety to have in
its vaults one-third as much specie as it had notes in circulation, they
conceived that after having required the whole capital stock to be in
specie they were adopting the same rule as the Bank of England
in limiting the amount of circulation to three times the capital
stock. . . .)”?¢

It was in Virginia, Professor Tucker’s state, that by an act of
22 March 1837 the effectual start was made toward replacing
eventually the universal statutory restriction of bank liabilities in

26 Tucker, 205.
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ratio to capital with a universal statutory requirement of bank re-
serves in ratio to liabilities. Though restriction of a bank’s “debts”
was retained relative to the amount of “moneys deposited” and
“capital stock actually paid in,” it was also required

“That the total amount of the bills or notes of any bank in
circulation shall not at any time exceed five times the amount
of gold and silver coin . . . in the possession of the bank and
held to pay the demands against it.”

The force of this requirement, one sees, is practically identical
with that proposed in Quebec three decades before, as I said a few
paragraphs back; except that Quebec would have had a ratio higher
than Virginia’s and applicable to both deposits and note liabilities
instead of the latter alone.

VIII

Since the restriction on the Bank of England’s debts was confined
to liabilities incurred under seal and said nothing of deposits, it is
to be supposed that it applied to circulating notes only. Hamilton’s
specific exemption of “deposits” from the restriction was a departure
from the British original, was not in the preliminary draft of his
report, and seems to have come to him as an afterthought. But what
he and his contemporaries intended to exempt seems to have been
strictly deposits of specie and not deposit credit arising from loans.
For to them deposits meant only specie. Indeed, the distinction
between the liability for deposits of specie and the liability for
amounts lent, which is no longer observed and has not been for 150
years or more, seems to have been sharply recognized in the 18th
century. And the nature of the liability for amounts lent seems to
have been better understood than the nature of the liability for
specie. The latter was persistently confused with bailment. Consider-
ing the varieties of coin and bullion, their individual values, and the
profit derived from trading in them as commodities, one can not
wonder that depositors wished to draw out the same thing they had
put in and thought of a bank as a warehouse which provided safe-
keeping under earmark. The banks resisted this view of their liability
but rather for practical than legal reasons. In 1784 the directors of
the Massachusetts Bank ruled that “any person who shall deposit
money in the bank shall have a right to take out the same kind of
money as that which they deposited, . . . provided that such kind of
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money shall then be in the bank.”” That banks for a while were
accustomed to segregating liabilities in a way this ruling implies is
certain. For several years after New York issued bills of credit in
1786, the Bank of New York segregated specie and paper accounts;
and as late as 1816, 1817, and even later than that, resumption of
specie payments was attended by segregation of accounts payable
in specie from those payable in bank paper not redeemable on de-
mand.

But it is evident that the nature of the liability for specie deposits,
as distinct from the liability for funds lent, was unsettled. There was
a twilight between practice and law, with the depositor prone to
think of the specie as his specie lying in the bank for safekeeping
and with the bank forced by the facts to consider it bank property,
for which, however, the bank was in debt. The courts in time estab-
lished bank ownership, and “deposits” became definitely a liability.
But for long the question was beclouded. Thus Hamilton, in
explaining the matter, said that specie deposited lies in a bank and
“much oftener changes proprietors than place”; which plainly im-
plies that he considered the specie was not the property of the bank
but of its customers. That seems to have been the way he and his
contemporaries thought of the gold in the Bank of Amsterdam: it
belonged to the depositors, as if in earmark, and its hypothecation
by the bank was not a use by the bank of its own property but a
fraud. In America certainly, the matter, like others that confuse our
own generation, simply had not yet been settled at the end of the
18th century.*®

On the other hand, in the sentence before his explanation of
specie deposits, Hamilton had made the observation that every loan
which a bank makes is in the first instance a credit on its books in
favor of the borrower and that, unless withdrawn in specie, it re-
mains a liability of the bank till the loan is repaid. In these words
he explained 20th century banking as well as 18th, and how bank
lending creates bank deposits, with the difference that he did not
call them ‘““deposits” but reserved that term for specie transactions,
distinguishing credit for specie from credit for the proceeds of
loans. He did so because he observed banking in terms of the individ-
ual bank and not of many banks constituting a system. He was
writing at a time when there were three banks only in America, each

27 Gras, 245. 28 ASP, Finance 1, 68.
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sole in its community. The effect each bank’s lending had on its own
position was in those circumstances direct and unobscured; its loans
obviously increased what would now be called its deposits; for the
checks drawn on it were not being deposited in other banks nor were
the checks drawn on others being deposited in it. Each bank was a
closed and separate system. Hamilton simply noted what in the then
situation was plain and required no unusual discernment. The rec-
ords of the Massachusetts Bank indicate how common it was at the
very beginning to credit borrower’s accounts with the amounts lent
them; and the known figures of deposit liabilities are plainly too
large to have arisen from specie alone. Such credits seem in practice
to have been included with deposits proper but in discussion to have
been kept distinct. A deposit was of something tangible, whether for
safekeeping or to apply on a capital subscription. The liability for
amounts lent was called credit or book credit, as by Hamilton in the
passage in which he described the procedure.

Though exempting specie deposits from the restriction could
scarcely have given a bank any more inducement than it already had
to acquire specie, it doubtless seemed logical to Hamilton that the
liability arising from deposits of specie be distinguished from the
liability representing the proceeds of loans and that it be excepted
from limitations on an expansion that could occur only when liabili-
ties were assumed in excess of the specie held. The issuance of notes
and the crediting of customers’ accounts might and did entail the
assumption of liabilities in excess of specie holdings, but not when
the issuance or the credit resulted from a deposit of specie.

One may be tempted to consider whether Alexander Hamilton
could have intended to restrict note issue only and leave deposit
credit free to expand without limit, knowing its potential importance
and wishing to make the Bank of the United States as powerful a
credit agency as possible in the new American economy. It is
unlikely. To be sure, the restriction was later thought to mean
circulating note liabilities only, but that is because the 19th century
became obsessed with circulation, forgot the 18th century distinction
between credit for deposits of specie and credit for money lent, and
lost all notion of the nature and importance of what it called
deposits.* Hamilton understood the nature of book credit for loans,

* Although Albert Gallatin recognized the interchangeability and practical
identity of notes and deposits, he thought note issue should be regulated and
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but he no more foresaw its importance in the 20th century than in
the 25th. Assuming that he did foresee it, one can not believe that
he would have deemed a five-to-one ratio of expansion for deposits in-
sufficient, much less that he would have deemed a total exemption of
them desirable. He was no advocate of laisser faire. Nor, had he
meant to exempt deposits (in our sense), would he have used a word
reserved in his day for transactions in specie. I think that he meant
to exempt merely the liability for deposits of the latter. It was his
minor purpose to avoid even seeming to neglect any facilitation of
specie accumulations and to avoid the vanity of restricting what
could not occur, viz., a specie deposit liability in excess of specie
deposits. At the same time, by exempting only the liability for specie
deposited, he restricted just those liabilities whose expansibility re-
quired it, viz., note circulation and credit for amounts lent.

That the exemption then and for a long time after was understood
to mean specie deposits only is indicated, I think, by the emphasis
in phrases common in bank charters everywhere: “specie actually
deposited,” “the simple amount of all moneys actually deposited,”
and “moneys deposited for safekeeping.” It is indicated particularly
in the bill I have mentioned which was introduced in the House of
Assembly, Quebec, 1808, to incorporate a Bank of Lower Canada,
the liabilities restricted to be “exclusive of a sum equal in amount
to that of the gold and silver actually in the bank arising from other
sources” than payment for capital stock.

Paralleling such efforts to exempt specie deposits explicitly, there
were other efforts to restrict book credit explicitly. The purpose of
both was logically the same. As early as March 1792 the Mas-
sachusetts legislature had sought to curb the Massachusetts Bank’s
volume of discounting and accordingly amended its charter as fol-
lows:

“The total amount of all the promissory notes of said Corpo-
ration, together with the money loaned by them by a credit on
their books or otherwise, shall not at any one time exceed double
the amount of their capital stock in gold and silver, actually
deposited in the bank, and held to answer the demands against
the same.” (Italics in the original.)

deposits should not. See Professor Dunbar’s admonition to economists about
notes and deposits fifty years later. Dunbar, 173, 179.
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Here both the bank’s circulation and the book credit due customers
for sums lent them are specifically limited. In January 1800 the
Massachusetts legislature restricted the Gloucester Bank as follows:

“The total amount of all discounts made by the said Corpo-
ration and monies loaned by them by a credit on their books or
otherwise shall not at any time exceed double the amount of
their capital stock paid into the Bank, and held to answer the
demands against the same; and the said Corporation shall not
issue, or have in circulation at any time, bills, notes, or obliga-
tions to a greater amount than double their stock as aforesaid,
in addition to the simple amount of all the specie deposited in
said Bank for safe keeping.”

In this case the legislature for the first time put the restriction on
earning assets and on liabilities both, each being limited to twice the
amount of paid capital. Unlike its 1792 predecessor, however, which
had put book credit among the liabilities, the legislature of 1800
put it among the earning assets. There is nothing unusual about
this inconsistency, for in the 18th century, even where banking was
better understood than it was by legislators, accounts were not
rigidly classified as they have come to be through a century and a
half of accounting discipline. The practice then was less conventional
than now, for then, taking advantage of the fact that every item on
a bank’s books has both an asset and a liability aspect, it might be
called either; whereas now every item belongs rigidly on one side
or the other. Thus deposits were sometimes what a bank held and
sometimes what it owed; and circulation represented money lent as
much as money owed. There is a modern parallel in the fact that
bank credit may be measured either in assets or in liabilities, and
though the statistical practice of measuring it in loans and invest-
ments is now well established, deposits are often taken informally
as its measure, and the law provides for its control through the ratio
of reserves to deposit liabilities.

There is a conceivable alternative to consider in exegesis of the
phrase, “money lent by a credit on the books.” It is that overdraft
is meant, or credit on open account, as is customary in Britain
and perhaps most of the world. Possibly that is the meaning. Over-
draft certainly used to be known in American banking; the Suffolk
Bank of Boston, for example, in the 1830’s regularly called its
claims on other New England banks overdrafts. But how common
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the practice was—as a reputable practice—I can not even guess.
Nor have I any clear idea how the American aversion to overdraft
is to be explained. It is perhaps associated with bank supervision,
which is another American peculiarity; but if so, the aversion of
supervision to overdraft would itself have to be explained. Perhaps
it arises from the greater risks attendant on lending in the 19th
century American economy and a resulting preference for signed
documentary evidences of debt as against open account charges. But
this is mere rationalization.

IX

Professor W. G. Sumner wrote sixty years ago of Alexander
Hamilton’s work: “The charter of the Bank of New York, which
came from his hand, became the model on which numberless charters
were afterwards constructed, and the charter of the Bank of the
United States, which he now proceeded to make, was taken as a model
by so many others that we must attribute to his opinions on banking
a predominant influence in forming the banking institutions of this
country.” It is curious however that Hamilton’s authorship of the
New York charter seems much less clearly authenticated than his
authorship of the federal charter. The draft of the federal charter
is in the Hamilton papers in the Library of Congress, and it re-
appears in altered form in the official report to Congress. But neither
Hamilton’s son, who included in Hamilton’s writings the ‘“constitu-
tion” under which the Bank of New York was conducted before it
received its charter, nor John Cleaveland, who wrote in 1857 that
the charter of the Bank of New York “was substantially the model
upon which all the bank charters granted” in New York “were
framed prior to 1825,” nor H. W. Domett, historian of the bank,
ascribes authorship of its charter to Hamilton.?

In Lodge’s edition of Hamilton’s writings, however, it is stated
that “nothing has been omitted except a draft of a charter for the
Bank of New York, 1786, and one of .a charter for the Merchants’
Bank of New York, 1803, which throw no light on Hamilton’s
opinions or on the development of the principles which were by his
efforts embodied in legislation.”

Though the texts of the two charters vary, as they should because
of the great differences in the circumstances in which they were pre-

29 Sumner, History of Banking, 22.
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pared, the attention to details and the general approach to the
problem satisfy me that Hamilton prepared both. The important
matter of the ratio of liabilities to capital is convincing by itself. In
both he modifies the Bank of England’s restriction on debts with a
multiple ratio between liabilities and capital, which introduced into
American banking laws the principle of fractional reserves. Some
one else may have had the same idea he had, but I doubt it.

I do not pretend, to be sure, that in originating the legal concept
of fractional reserves by limiting liabilities to five and three times
specie capital, he entertained any notion of the regulatory function
to be achieved by reserve requirements. He merely, for the purpose
in hand, devised an arrangement that should restrict the expansion
of bank liabilities, and though it turned out to be ineffective in
practice—because it did not include deposit liabilities—it opened
the evolutionary path to arrangements that are effective.
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CHAPTER 6

Politics and the Growth of Banking

i 1791-1816 &

I. The number of banks in 1800 — II. Political and economic
changes — III. New York—the Manhattan Company — IV.
New York—the Merchants Bank — V. New York—the Bank
of America — VI. Banks elsewhere — VII. Money banks,
state banks, combination banks

I

Tue following list shows 29 banks in business in 1800. It is evident
that banking soon spread outside the main commercial centers, al-
though every town included was something of a port in the sense
that it could accommodate the light-draft vessels of that day. Bank-
ing was still ancillary to commerce, and commerce was still water-
berne and an affair of foreign trade.

Char- Authorized Capi-
tered* Opened* Name Place tal about 1800
1781 1782  Bank of North America Philadelphia $ 2,000,000
1791 1784  Bank of New York New York 950,000
1784 1784  Massachusetts Bank Boston 1,600,000
1790 1790-1 Bank of Maryland Baltimore 300,000
1791 1791  Providence Bank Providence, R.I. 400,000
1791 1791  Bank of United States Philadelphia 10,000,000
1792 1792 New Hampshire Bank Portsmouth 100,000
1792 1792  Union Bank New London, Conn. 500,000
1792 1792  Hartford Bank Hartford, Conn. 930,000
1792 1792 New Haven Rank New Haven, Conn. 400,000
1792 1792  Union Bank Boston 1,200,000
1799 1792  Essex Bank Salem, Mass. 300,000
1801 1792  Bank of South Carslina Charleston 640,000
1792 1792  Bank of Albany Albany, N.Y. 260,000
1793 1793  Bank of Columbia Hudson, N.Y. 160,000
1798 1793  Bank of Alexandria Alexandria, Va. 500,000
1793 1793  Bank of Pennsylvania Philadelphia 3,000,000
1793 1798  Bank of Columbia **¥Washington, D.C. 500,000
1795 1795-6 Bank of Baltimore Baltimore 1,200,000
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Char- Authorized Capi-
tered* Opened* Name Place tal about 1800
1795 1795  Bank of Nantucket Nantucket, Mass. 100,000
1795 1795 Merrimack Bank Newburyport, Mass.

1795 1795  Bank of Rhode Island Newport 400,000
1796 1795  Bank of Delaware Wilmington 110,000
1796 1796  Bank of Norwich Norwich, Conn. 200,000
1799 1799  Manhattan Company New York 2,000,000
1799 1799  Portland Bank **Portland, Maine 300,000
1800 1800 Gloucester Bank Gloucester, Mass. 100,000
1800 1800 Bank of Bristol Bristol, R.I. 120,000
1800 1800 Washington Bank Westerly, R.I. 50,000

* Dates are often uncertain. Incorporation sometimes preceded the opening for
business, sometimes followed. In making this list T have followed principally J. S.
Davis, 18th Century Corporations, 11, chap. 11; Gouge 11, 42; and Blodget, Economica,
159. The figures for capital, mainly taken from Gouge, indicate ambitions rather than
actualities and relate to 1800, not the year of founding.

** In 1793 the city of Washington, D.C., was not in existence, but the Bank of Co-
lumbia may have arisen in the woods as one of the capital’s first harbingers. In 1799
Portland, Maine, still belonged to Massachusetts.

II

In 1791, when the Bank of the United States was chartered, the
Federalists, a monied minority of the population, were in control
of the government, and there were three banks in operation. In
1811, when the Bank of the United States was let die, the Federalists
were disintegrated, the Jeffersonians had long been in power, and
banks, which were one of that party’s principal traditionary aver-
sions, had multiplied from three to ninety. In the next five years
the number increased to nearly 250; by 1820 it exceeded 300—an
increase of more than a hundred-fold in the first thirty years of the
federal union. It is hard to imagine how banking could have been
propagated more under its sponsors than it was under its “enemies.”

That banking flourished with the decline of Hamilton’s party and
the ascendancy of Jefferson’s connotes the fact that business was
becoming democratic. It was no longer a select and innumerous
aristocracy—business opportunities were falling open to everyone.
The result was an alignment of the new generation of business men
with the genuine agrarians, whose rugged individualism constituted
the Jeffersonian democracy’s professed faith and required very little
alteration to fit enterprise as well. The success of the Republican
party in retaining the loyalty of the older agrarians while it re-
cruited among the newer entrepreneurial masses was possible, Pro-
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fessor Beard has explained, because Jefferson’s academic views
pleased the one group and his practical politics propitiated the
other. It was also because equality of opportunity in business and
the principle of laisser faire could be advocated with a Jeffersonian
vocabulary.!

The number of banks grew from 6 to 246 in the twenty-five years
between establishment of the Bank of the United States in 1791 and
establishment of a new Bank of the United States in 1816. This
growth was not the multiplication of something familiar, like houses
or ships or carriages, but a multiplication of something unfamiliar
or even mysterious. Had banks been thought to be merely deposi-
tories where savings were tucked away—as came to be thought in
time—there would have been nothing remarkable about their in-
crease. But they were known to do more than receive money. They
were known to create it. For each dollar paid in by the stockholders,
the banks lent two, three, four, or five. The more sanguine part of
the people were happy to have it so, no matter if they did not
understand how it could be. The more conservative, like John Adams,
thought it a cheat. Since the Republican party had both its agrarian
wing and its speculative-entrepreneurial wing, it came to include
both the conspicuous opponents of banking and the conspicuous
advocates of it.*

The Jeffersonian impetus in banking may well have begun in
reaction to the Federalist character of the first banks, all of which
were conceived and defended as monopolies. The surest procedure
for any new group that wished to obtain a bank charter from a
Jeffersonian state legislature was to cry out against monopoly in
general and in particular against that of the Federalist bankers
who would lend nothing, it was alleged, to good Republicans. The
argument was persuasive. Jeffersonians, if they could not extirpate
monopoly, could at least reduce its inequities by seizing a share of
its rewards. So Jefferson himself seems to have thought. “I am
decidedly in favor of making all the banks Republican,” he wrote
Gallatin in July 1803, “by sharing deposits among them in propor-

* The Republican party of Thomas Jefferson became in time the Dem-
ocratic party of Andrew Jackson, though Jackson himself seems never to
have abandoned the original name Republican, obsolescent in his day. The
later Republican party, to which Abraham Lincoln belonged, has no con-
nection with the original Republican party.

1 Beard, Economic Origins, 467.
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tion to the dispositions they show.” Dr Benjamin Rush wrote to
John Adams in 1810 that though Federalist and Democratic prin-
ciples were ostensibly at issue between the parties, “the true objects
of strife are a ‘mercantile bank’ by the former and a ‘mechanics
bank’ by the latter party.” The State Bank of Boston solicited fed-
eral deposits in 1812, following the demise of the Bank of the
United States, with the assurance to the Republican administration
that the State Bank was “the property of sixteen hundred freemen
of the respectable state of Massachusetts, all of them advocates of
the then existing federal administration, associated not solely for the
purpose of advancing their pecuniary interests but for the more
noble purpose of cherishing Republican men and Republican meas-
ures against the wiles and machinations” of the rival political party.
The same course could be followed by any sort of special interest—
geographic, economic, or what not—which wanted credit and was
dissatisfied with the existing banks. So the number grew. Each
borrowing interest wanted a bank of its own. Soon, as Dr Rush
said, banks were serving not only merchants but “mechanics,” on
whose skills the Industrial Revolution was progressing, and farmers.
The charter of the Washington Bank, Westerly, Rhode Island, June
1800, solicited both interests. It recited that “added to those common
arguments in favour of bank institutions, such as promoting punctu-
ality in discharge of contracts, . . . and exfending commerce by ac-
cumulating the means of carrying it on, there are also arguments in
favour of such establishments, as promoting the agricultural and
mechanical interest of our country.” It declared that “those banks
which at present are established in this state are too remote or too
confined in their operations to diffuse their benefits so generally to
the country as could be wished.” It mentioned the embarrassments
into which “the farmer is frequently drove for the want of means of
stocking his farm at those seasons of the year when money is obtained
with.the greatest difficulty”; and it expressed the belief that “in a
place peculiarly fitted by nature to encourage the industry and in-
genuity of the mechanic by holding out the sure prospects of a
profitable return for his enterprise, nothing is wanting but those
little assistances from time to time which banks only can give.”
The next step beyond making banks ancillary to agriculture and
industry was to make them ancillary to public improvements of
large scale. In 1809 it was proposed in Congress that the Bank

2 Gallatin 1, 129; Rush, Letters 11, 1069, 1078; Redlich, 22, 23; Stetson, 19.
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of the United States be replaced by “a general national establish-
ment of banks throughout the United States” whose profits should
be devoted to public roads, canals, and schools. In the individual
states such proposals were put into effect. Sometimes banking was
the real object of the incorporators, and the enterprise or “public
improvement” was merely a blind or an excuse; sometimes banking
was really subordinate, or at any rate not the sole object.®

In 1791 American business had been concerned mainly with
foreign commerce; by 1816 it was concerned mainly with a greatly
diversified internal economy. The change had been impelled chiefly
by the abundance of native resources to be developed, but it was
hastened and intensified by the Napoleonic wars, which for two
decades or so kept Britain and France at one another’s throats and
involved all Europe besides, driving Britain to strike at France’s
trade with the United States and France to strike at Britain’s.
American seaborne commerce was battered from both sides. War
with either or both belligerents overhung the country for years and
broke out at last, with Britain, in 1812. It ended in 1814. By then
the dominant interests of American business had been turned de-
cisively toward the domestic field; and the potential demand for
bank credit had been enlarged both in volume and in variety.

Before the turn of the century, politics had been roiled by the
Jay Treaty, the X Y Z affair, the Alien and Sedition Acts, and the
Kentucky and Virginia Resolutions. After the turn of the century,
the Embargo of 1807, the Non-Intercourse Act of 1809, and war
in 1812 made matters still worse. Disunion itself came within speak-
ing distance. There was extreme economic and social instability:
expansion, migration, and realignment of interests. The population,
which in 1790 had been 3,900,000, became 9,600,000 by 1810; and
by 1812 the original thirteen states had become eighteen. Through
migration and settlement all the territory east of the Mississippi
had become American—save Florida, which was shortly, in 1819,
to be picked up—and in the Louisiana Purchase, 1803, half the
territory beyond the Mississippi had been acquired. In 1793 the
cotton gin had been invented and the way cleared for Cotton to be-
come King and the leading means of payment for the goods required
from Europe for the building up of American industry. The steam-
ship Clermont made her pristine passage up and down the Hudson
in 1807. By 1810, manufacturing with water power had suddenly

8 Clarke and Hall, 120.
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become common ; the number of cotton mills in 1807 was fifteen and
of spindles 8,000, but in 1811 those numbers had grown to eighty-
seven and 80,000. These and other profound changes that were
going on with violent rapidity and literally changing the face of the
earth with roads, canals, factories, and cities, did not yet shake
agriculture from its basic place in the economy; they did, however,
raise up mechanical industry and inland transportation to rival
and in time surpass foreign commerce, which had originally shared
with agriculture the country’s economic activity.

It is obvious that this immense expansion of business could not
be the work of an established, limited group of capitalists. It was the
work of immigrants and of native Americans born on farms—self-
made men with energy, ingenuity, and an outstanding need of money
with which to finance their enterprises. Most of them did not become
millionaires, but they were business men, nevertheless.

III

The relative importance of New York and Philadelphia was
becoming very different at the end of the 18th century from what it
had been a half-century before. Benjamin Franklin had been drawn:
to Philadelphia; Alexander Hamilton and Aaron Burr had since
been drawn to New York. Philadelphia was a city of great wealth,
but New York was a city of enterprise. A newer and more aggressive
spirit, in both politics and business, flourished there, and though
Philadelphia was to remain till about 1840 the financial center of
America, one can see by 1800 not only the natural advantages
New York possessed, but a characteristic energy and ingenuity that
seem to explain her triumphant exploitation of them.

In New York City, from 1784 to 1791 there was no bank but the
Bank of New York, and from 1791 to 1799 there was no other but
the local office of the Bank of the United States. Both were Fed-
eralist. During those fiftcen years, though business growth was sub-
stantial, the establishment of other banks was obstructed partly by
Federalist protection of the two banks already established and
partly by conservative opposition, largely agrarian, to banking in
general. But in 1799, through a skilful stratagem of Aaron Burr’s,
a corporate charter was obtained under which a new bank was set
up, the Bank of the Manhattan Company, of far greater size than
the Bank of New York, of much wider proprietorship, and Jeffer-
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sonian in its political ties. Its establishment was an important event
in both economic and political history.*

Colonel Burr was provided an opportunity for his stratagem by
the pestilence of yellow fever in New York the previous summer.
A joint committee of the Common Council and other local bodies
reported the following winter that amongst “the means of removing
the causes of pestilential diseases” it considered “a plentiful supply
of fresh water as one of the most powerful,” and it earnestly recom-
mended “that some plan for its introduction into this city be carried
into execution as soon as possible.” New York was then dependent
upon ponds, wells, cisterns, and the carting of water in from the
country for sale. In accordance with the joint committee’s report,
bills authorizing various hygienic measures and in particular the
construction of water works by the city were introduced in the
legislature at Albany. They failed to receive attention. Late in
February 1799, Mayor Varick of New York City informed the
Common Council of a visit he had just received from a group of six
gentlemen, prominent residents of the city, who were concerned
about the status of the bills. They were Aaron Burr, one of the city’s
Republican representatives in the state legislature, which was still
Federalist; Alexander Hamilton, now engaged in private legal
practice; John Murray, a wealthy Quaker merchant, then president
of the Chamber of Commerce and formerly a director of the Bank
of New York; Gulian Verplanck, Federalist, president of the Bank
of New York ;** Peter Wendover, Republican, president of the Me-
chanics Society; and John Broome, Republican, formerly president
of the Chamber of Commerce. Their concern as reported by Colonel
Burr was lest the legislators reject the proposed bills, there being
discontent with the plan to enlarge the Council’s powers, even to
protect the city’s health. He thought it “problematical whether
those bills would pass in the form proposed” and suggested that the
Council request the legislature, if the bills were not deemed proper
in the form proposed, to “make such provisions on the several sub-
Jjects thereof as to them should appear most eligible.” Fresh pro-
posals to this end were then suggested by Alexander Hamilton.

* Since my account was written, the Manhattan has merged with the Chase
National Bank; it is now the Chase Manhattan. Bank but still under the
original corporate charter of 1799.

** The Minutes of the Common Council call Mr Verplanck, erroneously,

“President of the Office of Discount and Deposit of the Bank of the United
States in this City.” (u, 514.)
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These were that the Council, instead of seeking authority to build
and operate the water works itself, favor incorporating a business
company for the purpose.*

The Council, when the views of Burr and Hamilton were reported
to them by the Mayor and the Recorder, was impressed. But it
resolved, before proceeding, that the new proposals ought to be
signed by their sponsors and that more should be explained about
the legislature’s attitude. It directed that its resolution “be com-
municated to Mr Burr and Major General Hamilton without delay,”
and that since the matter was of “great importance to the welfare
of the city,” a special meeting of the Council be called as soon as
their reply was received. General Hamilton responded the next day,
and on the 28th his letter and enclosure were laid before the Council.
In these he stated that the action of the group had been informal
and merely that of private individuals offering information which
they thought might be useful to the city. “Specific propositions in
writing were requested from, not proposed by, them.” But, he said,
“Having been digested by me, as the sum of a previous conversation
among ourselves, I have no objection to authenticate them by my
signature—and I freely add that the changes in the plan of the
corporation which they suggest have the full concurrence of my
opinion.” With respect to the pending measures for financing and
constructing water works, he thought it doubtful if the legislature
would or could grant the city a source of revenue which would be
adequate “if the business be done on a scale sufficiently extensive.”
He proposed therefore that a business company be incorporated for
the purpose with a capital of $1,000,000, the city to own a third
and the City Recorder to be a director.

The Council responded wholeheartedly. The legislature was ap-
prised by resolution of what had occurred and of the Council’s
realization that by the terms of the bills then pending its cares and
duties would be considerably extended and its members “subjected
to great additional trouble without any emolument to themselves.”
The Council also mentioned the possibility “that a company would
be best adapted to the business of supplying the city with water”;
although in public and official opinion till then city ownership of
the water works had been preferred to private. It emphasized its
anxiety that measures for the water supply and the city’s health
be authorized, disclaimed any attachment to the pending bills, and

¢ New York City, Minutes 11, 494-98, 500-08, 514-20.
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assured the legislature of its acquiescence in whatever the legis-
lators should decide was best.

This action by the Council “seems to have removed the chief
obstacle to the success of Mr Burr’s plan.” In Albany he now intro-
duced a bill entitled “An act for supplying the city of New-York
with pure and wholesome water.” Its preamble stated that since
“Daniel Ludlow and John B. Church together with sundry other
citizens” had associated for the purpose of providing a water supply
for the city and had obtained subscriptions of capital to that end,
they should be given a corporate charter to encourage “their laud-
able undertaking, which promises under the blessing of God to be
conducive to the future health and safety of the inhabitants of the
said city.” Daniel Ludlow and John B. Church were business men
whose names lent just such credit to the project as those of
Alexander Hamilton, John Murray, and Gulian Verplanck had lent
it already. Daniel Ludlow, a Tory during the Revolution, was now
a proprietor of the largest importing and mercantile business in
New York. John B. Church was Alexander Hamilton’s brother-in-
law and friend, an astute speculator, and a Federalist.

The bill designated the corporation the “President and Directors
of the Manhattan Company” and authorized a capital of $2,000,-
000, which was twice what Mr Hamilton had mentioned, and the
city was to own a tenth and not a third. The bill also designated
the first directors; the majority, including Mr Burr, were Repub-
licans, but Federalists had some prominence of place. Further, after
giving the corporation the necessary power to erect dams, divert
streams, lay pipes, etc., etc., the bill provided in Section 8 “That it
shall and may be lawful for the said company to employ all such
surplus capital as may belong or accrue to the said company in
the purchase of public or other stock or in any other monied trans-
actions or operations not inconsistent with the constitution and laws
of this state or of the United States, for the sole bencfit of the
said company.”

The bill passed the lower house apparently without question.
Since there were Federalists outside the legislature willing to put
money in the project, it is not strange that ‘there were Federalists
inside willing to vote for it. But in a committee of the upper house
one senator wished to have the plenary clause I have just quoted
stricken out. “Mr Burr,” according to Matthew L. Davis, his
friend and biographer, “promptly and frankly informed the honour-
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able member that it not only did authorize but that it was intended
the directors should use the surplus capital in any way they thought
expedient and proper. That they might have a bank, an East India
Company, or anything else that they deemed profitable. That the
mere supplying the city with water would not of itself remunerate
the stockholders. Colonel Burr added that the senator was at liberty
to communicate this explanation to other members and that he had
no secrecy on the subject.” Because of this explanation, probably,
and not in spite of it, the bill was passed. Its real object, according
to the conservatives, was “to furnish new projects and means for
speculation.”

It then went to the Council of Revision, where the monied powers
were again questioned—this time by Chief Justice John Lansing,
a Republican, not a Federalist—who observed that the company was
“vested with the unusual power to divert its surplus capital to the
purchase of public or other stock or any other monied transactions”
and so might use its funds in trade or any way it chose. Even at
this late date it was trade and not banking that he foresaw, which
indicates that the latter had not yet been mentioned prominently
as the likely aim of the company’s monied powers. He thought the
grant of such powers a “novel experiment” and that they “should
be of limited instead of perpetual duration.” Even this mild amend-
ment, which would merely have given the plenary powers a period,
was over-ruled. The measure became law, 2 April 1799. Less than
a-fortnight later the company began negotiations with the Council
about the water supply.®

It also got under way with its plans for a bank. Robert Troup,
a conservative and Federalist, reported to his friend Rufus King,
19 April 1799: “It is given out that we are to have a new bank
established by the Company and that they will also embark deeply
in the East India Trade and perhaps turn their attention to marine
insurance.” He said that ‘“The most respectable mercantile and
monied interests are opposed to the measure; and they attach much
blame as well to the Council of Revision as to the Assembly and
Senate. I have no doubt that if the company carry their schemes
into effect, they will contribute powerfully to increase the bloated
state of credit which has of late essentially injured us by repeated
and heavy bankruptcies.” A few weeks later, 5 June, he mentions

5 M. L. Davis, 4daron Burr 1, 414; Charles R. King, Rufus King 11, 597.
6 Pomerantz, 189; M. L. Davis, 4aron Burr 1, 415-17.
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“a resolution of the Manhattan Company lately announced to set
up a new bank.” Less than a year later the Manhattan advertised
its readiness to insure lives and arrange annuities. Its main interest,
however, was its banking business, which its aggressive management
and close association with the rising Jeffersonian or Republican
party developed rapidly into the largest in the city and the state.
The city owned a tenth of its stock and was represented on its board
of directors; the state also acquired stock and made the bank its
fiscal agent. The charter was perpetual and subjected the company
to no restrictions or requirements such as the Bank of New York
or other, later competitors were under. In 1832, the attorney gen-
eral of New York having brought suit against the company on the
ground that its charter was invalid and that it was carrying on
banking operations without authority, the state Supreme Court
upheld the company. Its opinion rested not alone on the original
charter, but also on subsequent and repeated recognitions by the
state of the company’s being engaged in banking.”

It was later alleged by the Federalists, for political reasons, that
Aaron Burr used the water works merely as a blind to be dropped
as soon as his charter was granted. On the contrary, the company
set about the business of the water supply at once—it is an evidence
of their having got to work that before the year was out they had
a freshly dug well in the Lispenard Meadows into which some one
threw the dead body of a young woman of easy virtue.* Nevertheless,
and not because of the unfortunate young woman only, the Man-
hattan Company never made as much of its water works as of its
bank. It seems to have continued selling water through most of the
19th century and to have continued pumping it after it could no
longer be sold, because to have stopped might have been construed
a violation of its charter. But this does not signify that Aaron Burr
was not in earnest about the water works, even though, as his friend
Matthew L. Davis said, “his object was a bank.” He probably in-
tended to have both. By contemporary standards there was nothing

* Looked back upon, it is an oddity of current relationships that the young
man accused of throwing her in had as counsel Aaron Burr and Alexander
Hamilton, who defended him successfully. The mystery of her death had the
city immensely excited. Pomerantz, 300-01; Wandell and Minnigerode 1,
134-45.

7 Charles R. King, Rufus King u, 597-98; m, 34-35; J. S. Davis, Earlier dmerican
Corporations 11, 232; People v. Manhattan Company, 9 Wendell 851.
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grotesque in the union of a water works with a bank: in 1774 a
water system had been undertaken in New York, and circulating
notes, like bank notes, had been issued to finance it; and this ar-
rangement, which Burr perhaps recalled, was to be repeated in the
19th century scores of times in the establishment of banks to build
turn-pikes, canals, railways, and what not. But as subsequent
experience was to prove repeatedly, banking could not be success-
fully combined with other projects. In later cases the banks were
broken by the attempt at combination. The Manhattan Company
fostered its bank and let the water works go.®

Alexander Hamilton, Gulian Verplanck, and John Murray would
not knowingly have helped Aaron Burr to get a banking charter
more valuable than the Bank of New York’s. But that they would
help one of the city’s legislative representatives in a business-like
effort to get the city a fit water supply was to be expected. They
were public-spirited, normally susceptible to flattery, and doubtless
glad to join magnanimously with political opponents for the city’s
good and the furtherance of enterprise. Aaron Burr knew how to
value, to obtain, and to use their ‘assistance. No better means of
obscuring and furthering his purpose can be thought of than his
having with him at the start three men so closely associated with
the banks to which his own would be a powerful rival. At the same
time, what he asked could be done earnestly and in the best faith.
Hamilton need only express himself as a citizen of New York and
in accordance with conventional views respecting the spheres of
government and enterprise. Yet one can readily imagine Colonel
Burr’s feeling a pleasure not too apparent on the surface as his
distinguished political opponent and fellow member of the bar so
competently and wholeheartedly raked chestnuts for him from the
fire.

And when Mr Hamilton, Federalist leader and sponsor of both
the Bank of New York and the Bank of the United States, realized
a little later what had really been afoot, he must have ground his
teeth. But there would be nothing he could say without advertising
Burr’s success in taking him in, and the memory of the public dis-
closure he had been forced to by the Reynolds blackmailing two
years before must have doubly deterred him from acknowledging—
this time to no purpose whatever—that he had been tricked again,

8 Charles King, Croton Aqueduct, 85-88, 95-99, 105, 107, 109; Pomerantz, 285; Har-
low, 127.
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though less painfully. The episode doubtless contributed, however,
to the judgment expressed in his letter to James A. Bayard, 16
January 1801, limning the characters of Mr Jefferson and Colonel
Burr and concluding that Mr Jefferson would be the less dangerous
of the two as President of the United States. Therein he observed
incidentally of Aaron Burr that he “talked perfect Godwinism” and
applauded the French Revolution for “unshackling the mind.”
Further, “I have been present when he had contended against bank-
ing systems with earnestness and with the same arguments that
Jefferson would use”; and in a footnote he added: “Yet he has
lately, by a trick, established a bank—a perfect monster in its
principles but a very convenient instrument of profit and influence.”

Aaron Burr’s ruse was more than just a trick. It was a minor
revolution, economic and political. It illustrates the larger revolu-
tion which in the country as a whole was changing the disciplined
and restricted economy of the 18th century into the dynamic, com-
plex, laisser faire economy of the 19th century. It illustrates the
repressive hold that the Federalists, who ten years before had
established the central government, were trying to maintain on
business and that was driving the party’s less patient adherents
into the rebellious Republican fold. For the city of New York to
have gone on much longer with only the Bank of New York and
the office of the Bank of the United States was out of the question.
The energy and ambition of its business community were too great.
The Federalists had brilliantly advanced business enterprise but
could not long dominate it. The party was to linger on, monied and
ineffective, while its young men flocked incongruously into Mr
Jefferson’s Republican ranks and later into General Andrew Jack-
son’s Democratic ones; where they made it part of the destiny of
those two popular leaders and enemies of privilege to clear the way
for a new, larger, and more powerful class of money-makers than
could have existed before enterprise became democratic.

According to Matthew L. Davis, Colonel Burr was “lauded by
the Democratic party for his address and they rejoiced in his suc-
cess.”*® For now they too had a bank and a bigger one than the
Federalists. But their rejoicing was impaired, for the Federalists
used the Colonel’s success to produce his defeat in the elections that
followed shortly. They made out the whole thing to have been a

9 Hamilton (Lodge) x, 415.
10 M. L. Davis, 4aron Burr 1, 417.
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monstrous deception: a shameful advantage had been drawn from
public suffering and a bank chartered under guise of a water works.
This overstated the matter far worse than Aaron Burr had under-
stated it. He had gulled Alexander Hamilton and some other Fed-
eralists, hurting, however, only their pride. The others he had led
pleasantly into temptation. The crucial clause in the water bill
was not inconspicuous. It was not buried in a sheltering context
but stood out solitarily in its own paragraph. It did not advertise
a bank to be sure, but it did indicate something valuable. Colonel
Burr wished it to be seen, by the discerning. He had something to
sell. Without attracting opposition, it was to his interest to attract
subscribers, and Federalists were welcome. He was the promoter,
skillfully taking advantage of the city’s need of a water supply, of
the disposition to think that a business corporation could provide
one better than the city government could, of the demand for a
Republican bank, and of the growing pressure of wealth for invest-
ment in corporate enterprise, whether Republican or Federalist. It
happened that his ruse misdirected and delayed development of the
city’s water supply. But that he could not have intended ; he thought,
as others did, that banking could be successfully united with public
improvements and other enterprises—an idea that continued to be
respected among Americans for forty costly years.

But it was not Federalists alone that defeated Burr. They per-
suaded the Republicans to reject him. “In the city of New York,”
wrote Jabez Hammond, a contemporary and upstate Republican
himself, “it is probable that in 1799 many Republicans voted the
Federal ticket in consequence of their dissatisfaction with the man-
ner in which the law granting banking powers to the Manhattan
Company had been smuggled through the legislature and for the
reason that Colonel Burr, who was confessedly the contriver and
the agent who effected that extraordinary measure, was then a candi-
date.” But this ungrateful view did not persist. In 1800 the Re-
publicans triumphed, and Burr became their candidate for Vice
President. For, Jabez Hammond explains, the bank was now in
operation; instead of being odious and an object to be dreaded, it
had “the power of conferring favors and was an object to be
courted. . . .”"* Indeed, the prevailing view of New York Republicans
was the following, expressed by James Cheetham in 1804: “It is well
known that previous te the incorporation of the Manhattan Com-

11 Jabez Hammond 1, 135.
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pany, the Branch Bank and the New York Bank, governed by
federal gentlemen, were employed in a great measure as political
engines. A close system of exclusion against those who differed from
them on political subjects was adopted and pursued. There were
but few active and useful Republicans that could obtain from those
banks discount accommodations. . . . The incorporation of the
Manhattan Company corrected the evil. All parties are now
accommodated.”*?

Iv

In 1803 Alexander Hamilton helped organize the fourth bank
in New York City, the Merchants Bank—perhaps with some
thought of vengeance for his hoodwinking in the matter of the
Manhattan. The Republicans now had a majority in the Assembly
and on behalf of their Bank of the Manhattan Company refused
the Merchants a charter. Hamilton drew up articles of association
for the new bank, as he had done for the Bank of New York twenty
years before, and as the latter had done, the new one began business
without incorporation. Among its organizers were Oliver Wolcott,
former Secretary of the Treasury, who became its president, and
Isaac Bronson, who was both banker and writer on banking. In
order to limit the bank’s liability to its “joint stock or property,”
as if it were a corporation, the articles of agreement made it a con-
dition that no person who should deal with the bank or become its
creditor should “on any pretense whatever have recourse against
the separate property of any present or future” stockholder. How
effective this device might have been I have no idea, but it did not
allay the desire of the bank for a corporate charter. The Man-
hattan Company, however, sought to prevent not its being chartered
only but its being left alive. It “would be injurious to the Republican
party” because its proprietors were “Federalists and tories.” Though
a charter was denied the Merchants Bank, accordingly, one was
granted the same year, 1803, to the Republican sponsors of the
New York State Bank, Albany, which was in a sort of alliance with
the Manhattan, and sought its charter on the ground that the
Bank of Albany, chartered in 1792, was Federalist and the city
needed a Republican bank. The State Bank people also asked for
exclusive rights to exploit the salt springs in New York, promising
to sell salt for not more than five shillings a bushel. But though

12 Cheetham, 33-34.
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they offered to pay for the right, the profits in prospect seemed so
exorbitant—the cost of getting the salt out being a tenth of what
might be asked for it—that the monopoly was refused, even to such
earnest Jeffersonians.’®

Meanwhile, in New York City, the Manhattan continued pressing
for extinction of the Merchants. “At a very numerous and respect-
able meeting of merchants, traders, and other citizens,” 15 March
1804, resolutions were adopted in which the “mischievous tendency”
of the Merchants Bank was denounced and its ‘“emitting bills of
credit” without the consent of the legislature was declared to be a
“dangerous innovation repugnant to the principles of every well
regulated state.” It was resolved that the bank, “being entirely self-
created, is hostile to the security of property.” The resolutions were
signed by Daniel Ludlow, president of the Manhattan, and by
John B. Church, among others. The published list of signers also
included Herman Le Roy, president of the Bank of New York, and
several others who stated publicly later that they were not at the
meeting or consulted about the use of their names. The following
month, 11 April 1804, the legislature enacted the restraining law
which forbade unincorporated banks to issue notes or to lend. This
was the measure enacted in Massachusetts in 1799, which in turn
was based on the act of Parliament of 1741 extending the Bubble
Act of 1720 to the American colonies.* That extension had sought
to prevent all paper money issues and like projects of bodies politic
inimical to the public welfare; the present enactments sought to
prevent issues inimical to the monopoly of the banks already incorpo-
rated. The purposes were antithetic, but the statutory vehicle was
in substance the same. And its last purpose—that of shielding
monopoly—happened to be the same as that the Bubble Act itself
seems to have had originally. The suppression of irresponsible note
issue was, of course, in the public interest, though that was not its
sole motive.**

The war on the Merchants Bank was bitter and was bitterly
repulsed, both in New York City and in Albany. One judge knocked
another down in the state senate. But the bank survived and in 1805
it got a corporate charter, with bribery on its side and despite brib-

* One recognizes the old form still—forbidding unauthorized persons to
do what corporations are authorized to do—and the old confused effort to
establish a clear line between natural persons and artificial persons.

18 Hubert, 1-5; Jabez Hammond 1, 328-29, 332-33. 1¢ Hubert, 58-59.
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ery on the other.* The Merchants Bank continued in business from
1803 to 1920, having meanwhile surrendered its original charter
in 1865 for a national one. In 1920 it was absorbed by the Bank of
the Manhattan Company. So the Manhattan, after more than a
century, put an end to the Merchants, though in more amiable
fashion than at first attempted.’®

The attack on the Merchants Bank was fairly typical of the way
the forces of enterprise dragged the government into their competi-
tion and mixed politics with business. James Cheetham, uninhibited
newspaper editor, political enemy of Aaron Burr, but now the
Manhattan’s champion, without a blush called on the legislature to
stop the unlawful operations of the Merchants Bank and “protect
the chartered banks,” particularly the Manhattan. And it is evi-
dence of contemporary feelings if not facts that a friend of the
Merchants alleged that a friend of the Manhattan had declared to
a committee of the Legislature “that he believed the Merchants Bank
to be a political institution which ought to be suppressed; that he
was authorized by the Manhattan Company to offer terms more
advantageous than any the Merchants Bank had offered or could
offer to the State; that he accordingly offered the State 500,000
dollars of Manhattan stock at par, which at a certain advance men-
tioned by him would, he said be a douceur of 150,000 dollars, pro-
vided the State would suppress the Merchants Bank; that it was in
contemplation to unite the Manhattan Company with the State
Bank (Albany) in order to connect the Republican monied interest
throughout the State; that the Manhattan Company deserved the
countenance of Government and had strong claims to patronage,
because it had contributed greatly to the late changes in public
affairs and because it was owing to the Manhattan Company that
Mr Jefferson had been elevated to the Presidential Chair.”

This last statement was presumably suggested by the fact that
the Bank of the Manhattan Company had helped substantially to
put the Republicans in power in New York in 1800. And by this
victory, Jabez Hammond observed, the situation in the other states
being balanced, the choice of “electors in favor of Mr Jefferson was

* Bribes were effected by arranging for legislators to acquire stock at a
low price and then have it taken off their hands at a premium.

15 Dillistin, 50-51.

16 Cheetham, 34; “Spectator” (Woolny), Concise View, 11-12.
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rendered certain and his election to the Presidency was equally
certain.” Down in Virginia too, John Taylor of Caroline said the
press mentioned the possibility that Jefferson’s election might have
been determined by the Manhattan. Moreover, as it happens, one
of Mr Jefferson’s first federal appointments, when he became Presi-
dent in 1801, was to make the Manhattan’s president, Daniel Lud-
low, navy agent in New York, though a capitalist, a banker, and
a Tory.*"

The efforts of the Manhattan Bank to get the Merchants Bank
suppressed, which were themselves skirmishes in a greater and
longer-lived conflict of interests respectively Hamiltonian and
Jeffersonian, were still going on in July 1804 when Alexander
Hamilton was killed in his duel with Aaron Burr.

v

In 1810 to 1811—the charter of the Bank of the United States
being about to expire—the New York legislature chartered six
banks, and in 1812 it chartered four more; which, however, relative
to what other states were doing was conservative. One of the charters
of 1811 was enacted for the Mechanics and Farmers Bank of Albany
and required that a majority of the directors be “practical me-
chanics.” The next year the charter “incorporating the New York
Manufacturing Company with banking privileges” recited the fol-
lowing considerations: “Anthony Post, John L. Van Kleeck, Samuel
Whittemore and Isaac Marquend, together with other citizens . . .
have associated together for the laudable purpose of establishing
and perfecting the manufacturing of iron and brass wire and of
cotton and wool cards . . . and have presented a petition setting
forth the importance of such establishment, . . . the difficulty of
inducing persons to invest their money in untried enterprizes, how-
ever important to the general welfare, and the necessity of allowing
them the privilege of annexing a banking institution to their estab-
lishment, to enable them to carry the same into effect.” Accordingly
these enterprising makers of iron and brass wire and cotton and
wool cards were made a body corporate, with power to open a banking
office and to employ part of their capital “not exceeding $700,000
in the whole, in the ordinary business of banking.” Five years later,
their banking business was acquired by the Phoenix Bank, which
also had been chartered in 1812.

17 Jabez Hammond 1, 184; Pomerantz, 92; Taylor of Caroline, Principles and
Policy, 816.

161



POLITICS AND BANKING

One of the three other banks incorporated in 1812 was organized
by the New York stockholders of the Bank of the United States,
who, wishing to obtain a charter under which the business of the
Bank’s New York office might be continued, applied for incorpora-
tion as the Bank of America. The capital would be $6,000,000, in-
cluding $5,000,000 of Bank of the United States stock. It would
be the largest bank in the States and a gain for New York over
Philadelphia in the financial and commercial rivalry that had arisen
between them. Being mainly Federalist and possessed of so much
capital, the bank was sure to be opposed both by the Republicans,
who had a legislative majority, and by the existing banks in New
York. Accordingly an expert and influential lobby was organized in
its behalf, its managers being David Thomas, recently ousted state
treasurer, and Solomon Southwick, state printer, president of the
Mechanics and Farmers Bank of Albany, and publisher of the
Albany Register. Both men were Republican but of the more pliable
sort. They took on a staff of workers, mostly “low and worthless
fellows,” including an Irish preacher named John Martin, who
were to work upon the legislators. In the same tenor, the charter
engaged the bank to pay the state a bonus of $600,000, of which
$400,000 was for the use and encouragement of common schools,
$100,000 for roads and navigation, and $100,000 for the encour-
agement of literature. The bank was also to lend “the people of
the state” $2,000,000, “to be repaid as provided by law.”*®

The Governor, Daniel D. Tompkins, was an orthodox Republican,
and addressing the legislature in January 1812, he had urgently
protested against establishment of more banks. With those now
proposed, he said, bank notes “to the enormous sum of $94,000,-
000—a sum at least sixteen times greater than the whole specie
capital of the state®—might be issued; “a failure to discharge such
a debt will produce universal bankruptcy and ruin.”*®

But the bank’s friends were strong and determined. They ob-
structed other legislation and deliberately held up a nomination of
DeWitt Clinton, the Lieutenant Governor, for the Presidency of
the United States. They got the bank measure through the lower
house, in the midst of charges of bribery, and it went on to the
Senate, where passage was already assured, when Governor Tomp-
kins, 27 March 1812, prorogued the legislature till 21 May, prac-

18 Jabez Hammond 1, 290-91, 299-301, 806-09.
19 New York State, Messages from the Governors 11, 696.
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tically the maximum period for which he had authority. He recalled,
in communicating his order to the legislature, that at a previous
session it had been ‘“‘ascertained beyond any reasonable doubt that
corrupt inducements were held out to members of the legislature”
to vote for a bank charter (he may have meant the Merchants
Bank) ; that at the latest session, according to “very general public
opinion,” there had been similar attempts on behalf of the Jersey
Bank of New York City; and that now, “It appears, by the journals
of the Assembly that attempts have been made to corrupt by bribes
four members of that body . .. ; and it also appears by the journals
of the Senate that an improper attempt has been made to influence
one of the senators.” On these grounds, because “the morals, the
honor, and the dignity of the state require it,” and in order “that
time may be afforded for reflection,” the sitting was prorogued.
The Governor also expatiated upon the evils of banking in general
and upon the particular evil that the stockholders of the Bank of
America would include many foreign investors.”

When the message of prorogation was read in the Assembly, “a
scene of confusion and uproar ensued and, for a few moments, out-
rage and violence.” The power to prorogue, under the state consti-
tution of 1777, which was still in force, “had been considered as a
remnant of royal prerogative” held over from the colonial régime—
when the British Governors represented the King and their frequent
prorogations had been an exasperating incident of the friction be-
tween colonies and mother country—and hence unsuitable in Amer-
ican government.?

But despite the Governor’s drastic effort, the charter was enacted
when the sitting resumed. Both leaders of the bank’s lobby, David
Thomas and Solomon Southwick, were indicted and tried for bribery
but acquitted. Their humbler assistant, John Martin, the preacher,
was sent to the penitentiary. The bank itself flourished; its first
president was Oliver Wolcott, former Secretary of the Treasury and
more lately president of the Merchants Bank. For a century or more
the Bank of America was among the leading banks of New York;
about 1928 it passed into the control of Mr A. P. Giannini of San
Francisco; in 1931 it was absorbed by the National City Bank.*

* Since this writing the National City, by merger with the First National,
has become the First National City Bank.
20 Jabez Hammond 1, 809-10; New York State, Messages from the Governors m,

708-12.
21 Jabez Hammond 1, 309.

163



POLITICS AND BANKING

The latter also, now one of Wall Street’s oldest and largest banks,
was incorporated in 1812 a fortnight before the Bank of America
but with no great forensic to-do. The immense stir over the Bank
of America seems to have been caused basically by its large size and
its being the local successor to the Bank of the United States, which
was “Federalist and British.” The last was especially bad because
war with Britain was brewing—it was declared later in the same
month the Bank of America was chartered, June 1812.

VI

I have narrated at length what happened in New York City
because the developments there were of unusual importance, in both
a political and an economic sense. The New York City business
community, as I have said, was already foremost in the country in
energy, originality, and aggressiveness. Its political ties within the
state were powerful and were becoming so in Washington. It still
had much to win from its rivals, especially Philadelphia, but it was
on its way. Moreover what happened in New York displays the
forces and interests that were at work throughout the economy. The
resources of America that for three centuries had lain in desuetude
for lack of industrial techniques were now acquiring values that
filled men with excitement. To exploit them money was needed, and
to provide money there must be banks. So banks there were,
everywhere.

In the following paragraphs, I attempt brief indications of the
early establishment of banks in other states than New York. They
are based meagrely on doubtfully accurate information; but I
think they have nevertheless some illustrative use. The general au-
thorities on the subject are Sumner and Knox. I have departed
from their inaccuracies where access to more adequate accounts
made it possible to do so; but still my record is a compromise be-
tween the need of some general attention to origins and the practical
impediments to my making—and presenting—fresh reviews of the
subject in state after state.

In Pennsylvania the Bank of North America and the Bank of
the United States had been alone till 1793, when largely through the
efforts of Albert Gallatin, then a Republican member of the legis-
lature from the mountainous southwestern part of the state, the
Bank of Pennsylvania had been established. It followed the model
of the Bank of the United States. A third of its capital was owned
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by the state, and in time it had offices in Harrisburg, Reading,
Easton, Lancaster, and Pittsburgh, besides Philadelphia. It was the
largest bank in the country under state charter. Gallatin said that
this and similar investments later enabled the state “to defray out
of the dividends all the expenses of government without any direct
tax during the forty ensuing years and till the adoption of the
system of internal improvement, which required new resources.””

In 1803 the Philadelphia Bank was organized “on a plan nearly
similar to the Merchants Bank in New York,” its articles of associa-
tion being identical with those prepared for the latter by Alexander
Hamilton. It was also involved at once in a feud with the Bank of
Pennsylvania like that in New York between the Merchants and the
Manhattan. The following year, 1804, after customary hostilities
in and out of the legislature, it was given a corporate charter. The
Farmers and Mechanics Bank was next incorporated, in 1809, with
a charter, significant of the times, stipulating that a majority of
the directors be “farmers, mechanics, and manufacturers actually
employed in their respective professions.” The state took stock in
both these banks. In 1811 the legislature refused a charter for the
expiring Bank of the United States, and Stephen Girard set up
as a banker in the latter’s place without one. In 1813 the legislature
passed a bill authorizing incorporation of twenty-five new banks,
and then after the Governor vetoed it, passed another in 1814, over
a second veto, authorizing incorporation of forty-one. This would
mean a seven-fold increase at one stroke, there being six chartered
banks already. Within two years, thirty-five of the forty-one were
already in business. In 1819 the inflation that arose impelled a
committee of the Pennsylvania Senate to aver that the act of 1814
authorizing this multiplication of banks had inflicted a more dis-
astrous evil than the commonwealth had ever experienced before—
a judgment that the Governor had anticipated in his veto and that
Gallatin much later confirmed.*®

In Massachusetts the Bank of Massachusetts had the field to itself
from 1784 to 1792, when the Union Bank was chartered and the
Boston office of the Bank of the United States was established.
One-third of the Union Bank’s capital was subscribed by the state
government, which was also authorized to take stock in several
banks subsequently organized, particularly the Boston Bank, 1803,

22 Henry Adams, Gallatin, 86; J. S. Davis, Earlier American Corporations 11, 95.
23 Gallatin mr, 292; Wainwright, 6-13.
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and the State Bank, 1811. The latter purchased and occupied the
Boston quarters of the Bank of the United States upon expiration
of the latter’s charter in that year. Its attachment to the principles
of Mr Jefferson and the administration of Mr Madison has been
mentioned. The three older banks were in the hands of Federalists,
who used them, the State Bank’s president told Secretary Gallatin,
“to check the growth of Republicanism and thus indirectly to weaken
the constituted authorities of the nation.” The State Bank’s estab-
lishment stirred up a local war such as already had followed
establishment of the Merchants Bank, New York, and the Phila-
delphia Bank. It was another of the victories the newer set of busi-
ness men, working through the party of Jefferson, were winning
over the conservatives who had not yet left the dying Federalist
party.*

In 1806 the Vermont legislature incorporated the Vermont State
Bank, which was owned wholly by the state and was apparently
without specific capital. Earlier efforts to enact bank charters had
been resisted by the hard-money conservatives, but when they had
to yield because their jurisdiction became over-run with notes of
banks in other states, they determined to supersede private enter-
prise by putting Vermont itself into banking. The bank received
all the funds of the state on deposit, and the state was fully pledged
to redeem the bank’s obligations to other depositors. The directors
were chosen by the legislature and were required to report to it
annually. The bank’s officers had power to issue executions directly
on the property of delinquent debtors, and the constitutionality of
this power was later affirmed by the state’s Supreme Court. The
bank had offices in Burlington, Westminster, Woodstock, and
Middlebury. Despite its legal powers, which were virtually those of
the state itself, the bank’s losses were so great and its credit was
so much impaired that it had to close about 1812; it cost the state
about $200,000 to discharge its obligation to other creditors, who
were understood to have been paid in full. Vermont was an agrarian
community and its bank, which unlike most of its contemporaries
at the time of its establishment in 1806 was not mercantile, seems
to have been a prototype of the bank monopolies that flourished
later in the agrarian West.?

In Rhode Island the officers of the Providence Bank, 1791, had

24 Stetson, 19.
25 25th Congress, 2d Session, HR 79, 108-10; Knox, History of Banking, 354-55.

166



1791-1816

a power over the property of delinquent debtors similar to that
granted officers of the Vermont State Bank, but instead of issuing
executions themselves they called on the clerks of courts to issue
them. In Virginia in 1793 the Bank of Alexandria was authorized
in somewhat the same spirit to sue delinquent debtors on ten days’
notice, and the debtor was allowed no appeal from a judgment
rendered against him. The quasi-governmental nature of banking
was also recognized in Delaware, where in 1807 the Farmers Bank
of the State of Delaware was established. This bank is still in busi-
ness. It is perhaps the oldest in the States still operating under its
original charter and with only minor changes in form of organi-
zation. Its charter follows closely that of the Bank of the United
States. The legislature made it “a bank for the state of Delaware,”
which became permanently its most important stockholder. It
established offices in Dover, where its headquarters were, and in
New Castle, Georgetown, and eventually Wilmington, all of which
but the New Castle office are still in operation, with others of more
recent establishment. According to a practice then common, separate
capital was allocated to each branch, and each branch manager was
designated a president. The state legislature appointed—as it still
does—three of the directors of the principal board of the bank and
three directors of each branch board. During its first half century
the Farmers Bank of Delaware had few competitors. Although
banks have become more numerous in the state, all have been incorpo-
rated by special legislative act as in the early days of the republic;
banking legislation has been little changed from what it was over
a century ago and there is no general banking law.*

In Maryland banking was represented in 1792 by the Bank of
Maryland and an office of the Bank of the United States, both in
Baltimore. In 1795, in lieu of enlarging the capital of the Bank of
Maryland, the legislature chartered the Bank of Baltimore, of which
the Bank of Maryland became a stockholder. In 1804 the Union
Bank, in Baltimore, and the Farmers Bank, in Annapolis, with
offices later in Easton and Frederick, were both chartered. The two
had been formed as unincorporated banking institutions and had to
unite their forces against those of the two older banks before they
could obtain charters. The state was authorized by law to hold
stock in practically all banks and was in fact a stockholder in sev-
eral, all, however, established before 1811. In 1804 the Farmers

26 Knox, History of Banking, 871, 527; Munroe, 145-46.
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Bank began paying interest on deposits—four per cent on time and
three per cent on demand; since it lent chiefly to farmers, its prac-
tice belonged in the category of savings banking and illustrates the
growing tendency of incorporated banks to do other than com-
mercial lending. There were four banks in Baltimore and two else-
where in Maryland by 1810, at which time the number in Baltimore
was doubled and one was set up in Elkton—the Bank of the United
States having been marked for death and the Maryland delegation
in Congress being one of the most hostile to it. Baltimore then had
twice as many banks as any other city in the country, but the in-
crease stopped in 1813 with assurance from the Maryland legis-
lature that for twenty years no more would be incorporated. In
return the favored banks furnished the money to complete a turn-
pike to Cumberland in western Maryland.*

In 1792 the Bank of South Carolina was organized, but it was
not chartered till 1801 ; in 1802 the State Bank of South Carolina
was chartered; and in 1812, to augment the confusion, the Bank of
the State of South Carolina, the faith of the state being pledged to
support it and make good all its liabilities. Assets were transferred
to it by the state, it became the state’s depository and fiscal agent,
and “its profits were employed in paying the interest and in reducing
the principal of the public debt.” It was in fact the state itself en-
gaged in banking. It appears to have had no branches. In 1809 and
1810, respectively, the Union Bank and the Planters and Mechanics
Bank were incorporated. For more than twenty years there were
these five banks in South Carolina, not counting the Charleston
office of the Bank of the United States, which was taken over in
1835 by the Bank of Charleston, newly organized.* All had their
head offices in Charleston. South Carolina had no serious banking
difficulties and no bank failures till the collapse of the Confederate
authority in 1865.%

In 1802 incorporated banking made its first appearance beyond
the Alleghenies, almost at the heels of the retreating red man.

* The Charleston office of the first Bank of the United States became the
Charleston City Hall. The office of the second Bank is now the head office
of the South Carolina National Bank; with its furnishings of the 1820’s
and ’30’s, it is probably the oldest banking office in the United States still in
active use as such.

27 Bryan, 20-25, 30, 38; Knox, History of Banking, 469ff, 481-84; ASP, Finance

11, 838.
28 Knox, History of Banking, 563-65.
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Hitherto it had belonged to the cities of the seaboard. But even in the
West it was commerce still that instigated it. The new bank was set
up in Lexington, Kentucky, then the principal town beyond the
mountains. Though Lexington had a population of less than 1,800
in the year 1800, it was larger nevertheless than Pittsburgh or
Cincinnati, and other cities that now surpass it did not even exist.
But the people of Kentucky being agrarian, it was evidently ap-
prehended by the monied aristocrats of the community that a charter
for a bank would be too hard to get. So incorporation was requested
for the Kentucky Insurance Company instead, with a charter in
. which mention of a bank or of banking was omitted, though language
otherwise common to American bank charters and as old as the
Bank of England’s occurred in it, including the authorization to
lend and to issue notes. The charter was approved, 16 December
1802, and the company, which was supposed only to insure river
boats and cargoes, began also to do an open and profitable discount
business. Its notes came into general use and its first year’s dividend
was almost twenty per cent. Anyone who read the charter with half
an eye open could not help seeing that it authorized banking in
effect, whether or not in word; the purpose was more transparent
than it had been in Aaron Burr’s Manhattan charter three years
before back in New York. Yet an outery arose which indicated that
the promoters had not been mistaken in assuming that Kentuckians
disliked banks. Felix Grundy, then an ambitious young frontier
politician, at once made capital of the legislative trick, though he
had participated in it; and by thundering against it and against
banks in general, he got re-elected to the legislature. Henry Clay,
his political rival, also young and ambitious, was at the same time
re-elected as a champion of the bank, in which he was a stockholder.
Both men were vociferous Jeffersonians. In order to cut the ground
from under their enemies’ feet, the bank’s friends proposed an amend-
ment to its charter which should limit its issues of notes. Felix
Grundy fought the amendment too, for he had promised to kill
the bank, not domesticate it, and he and Clay went through an
oratorical performance that quite enchanted their frontier constit-
uencies. Clay won the first draw but lost the second, at the next
session, 1805, when Grundy moved to repeal the charter on the
familiar agrarian grounds that the bank was monopolistic, aristo-
cratic, privileged, and thoroughly inimical to free institutions. He
and Clay harangued for two days, and then the charter was repealed
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by a heavy majority. But the Governor vetoed the repeal, quite
unexpectedly, and Henry Clay by an ingenious counter-measure
divided his opponents and contrived to keep the veto from being
overridden.?®

The dust of this combat had barely settled when the legislature
was confronted at the same session by a bill to incorporate a State
Bank of Kentucky, in which the state was to own half the stock. This
measure Felix Grundy supported and Henry Clay attacked, to the
confusion of other legislators and the populace. It failed to pass at
first, but at a later session, December 1806, it was enacted ; Henry
Clay, notwithstanding his earlier stand, became one of the bank’s
directors; and five years later, as a United States Senator, he became
a major agent in ending the career of the Bank of the United States.
The Bank of Kentucky appears to have obtained a monopoly of
Kentucky banking, which it held till January 1818, when the state,
in one act, incorporated forty new banks.

Meanwhile during the furor over the Kentucky Insurance Com-
pany and about four months after its incorporation, the Miami
Exporting Company of Cincinnati had been chartered by the Ohio
legislature in April 1803, ostensibly for the transport of farm
products to New Orleans. Like the Manhattan Company in New
York, it had a charter which made no mention of banking, but did
authorize the corporation’s president and directors to “establish
such correspondences, make such shipments, and dispose of the funds
of the company in such manner as they shall judge most advan-
tageous to the stockholders.” The president and directors needed
no more authority than that to go into banking, which they did at
once, as their neighbor, the Kentucky Insurance Company, had
done. Thereafter banks were established as banks, and by 1812 there
were about eight in the state.

VII

Three classes of banks are discernible in the period so far covered.
One is the “money bank” of the commercial centers where capital
could be paid in specie and assets comprised short-term loans to
merchants. One was the bank established in communities where
agricultural interests predominated, where specie capital was sparse,
and where in consequence the credit of the state was the bank’s
principal or only capital. Such were the Bank of Vermont and the

29 Mayo, 54, 168fF; Parks, 21ff.
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Bank of the State of South Carolina. A third class of bank com-
bined banking and some other activity, either to conceal the banking
function from hostile legislators who were being asked for a char-
ter, or because the combination was expected to be profitable, or for
both reasons. Concealment very soon proved unnecessary. It was
resorted to only in the brief period around 1800 when the opposi-
tion was strong but could easily be taken in; thereafter it was either
unnecessary or futile. Belief in the usefulness of combinations in-
creased, however. A factory, or canal, or some years later a railway,
if combined with a bank, could be financed by the money created by
the latter; construction was paid for by the notes of the bank and
the notes were backed by the works constructed.

Banks of this sort proved to be impracticable. Banks owned or
controlled by states sometimes succeeded and sometimes not. The
fact of governmental interest too often meant inefficiency, unsound-
ness, and failure, as in the case of the Bank of Vermont; but no less
often, as in the case of the Bank of the State of South Carolina, such
banks were ably managed, successful, and long-lived. Commercial
banks, too, might be good or bad, depending on the honesty, ability,
and strength of the owners and managers. But in the long run it was
-this class of bank that predominated in American banking, the role
of government becoming supervisory rather than proprietary.
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CHAPTER 7

Failures and Restraints

%’ 1791-1820 &

I. The Farmers Exchange Bank of Rhode Island — II. Re-
demption — III. Restraints — IV. Laisser faire — V.
Reserve requirements — VI. Functions — VII. Friends and
enemies

I

Tirr 1809 no failures had occurred among American banks, which
were better managed, on the whole, than their intercourse with the
powers of political darkness from time to time would lead one to
expect. But in the early spring of 1809, the failure of the Farmers
Exchange Bank, Glocester, Rhode Island, made up for all the
respectability American banks had displayed. Glocester, a wooded
township in northwestern Rhode Island, has now about 2,500
inhabitants. In 1800 it had some 4,000.

The Farmers Exchange Bank was incorporated in February
1804, with an authorized capital of $100,000, and from the first,
according to a legislative report of 1809, it was conducted, “as the
perplexed and confused state of the books sufficiently evinces, negli-
gently and unskillfully.”* It was a sort of musical comedy bank.
The directors got the use of some specie, left it in the bank for a
few days in deference to the expectation that they pay for their
shares of the bank’s capital with real money, and then replaced it
with their promissory notes. This was not unusual. Objectively it
was what the federal government had done when it paid for its
shares in the Bank of the United States. The directors later acquired
more shares from owners who had given the bank promissory notes
for them, and they paid for these acquisitions by returning the
notes to the makers. In April 1805 they authorized one of their
number, Daniel Tourtillot, to take out of the bank the sum of

* My account is condensed from the Rhode Island Assembly’s committee
Report, March 1809, especially pages 8, 30-39; for access to it I am par-
ticularly obliged to Miss Grace M. Sherwood, librarian, the Rhode Island
State Library, Providence.
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$2,500—he actually took $2,875—and carry the same to Hartford
and lay it out in corn and rye to be fetched to some market in
Rhode Island and sold for the profit of the directors in common.
The directors never declared any certain dividend of the profits
of the bank but once a year paid interest to the stockholders at the
rate generally of eight per cent on the amount of the latter’s stock;
and the residue, amounting in some years to $130 each, they divided
amongst themselves. In March 1808 they had notes circulating to
the amount of $22,514 and specie on hand of $380.50.

Their bank had greater possibilities than this, however, and
attracted the interest of an imaginative financier of Boston, Andrew
Dexter, jun., formerly of Providence. Dexter was the proprietor of
the Boston Exchange Office, incorporated in 1804. Its original pur-
pose, which was to buy out-of-town bank notes at a discount and
demand payment of them at face value, was very useful, for it tended
to restrain inflation and check the depreciation of circulating notes.
Andrew Dexter’s scheme was to reverse the machinery, using it to
delay, not expedite, the collection of notes. He got the Glocester
Bank by arranging that the eleven directors whose shares he
acquired be paid by a distribution to them of assets of the bank,
including the promissory notes with which they had themselves
“paid” for their stock. For him to buy the bank with the bank’s
own assets presumably seemed proper on the ground that since the
bank was his what it owned was.his too. On like terms he became
also the bank’s chief debtor. He “was furnished with as much money
as he thought proper to demand and prescribed his own terms as
to the security he gave, the rate of interest, and the time and
manner of payment.” According to the written terms on which he
borrowed, he should “not be called upon to make payment until
he thinks proper, he being the principal stockholder and best know-
ing when it will be proper to pay.” He took with him to Boston
the dies with which the bank’s notes were imprinted and thereafter
kept them, having notes struck off as he pleased by printers in
Newburyport. The only brake upon his operation was the necessity
of sending the notes to Glocester to be signed, which took time. But
as soon as he received them thence, he sold them for what he could.
There were speculators always looking for cheap money either to
retail or pick up bargains with, and mostly he exchanged what
he had for other banks’ notes. Cultivating a practice that became
more and more common, he sought to send the notes of his own

173



FAILURES AND RESTRAINTS

bank as far as possible, so that they could not be returned by their
recipients for redemption; and to this end he seems to have con-
trolled also the Berkshire Bank in Pittsfield, Massachusetts, send-
ing Pittsfield notes to Glocester and Glocester notes to Pittsfield.
Toward the end he was achieving a still better arrangement which
enabled him to exchange notes with a bank in Marietta, Ohio. Note-
holders who found their way to Glocester and demanded redemption
were given drafts on him in Boston, payable weeks hence, or other-
wise put off, in the manner described in the following letter of
instructions, 21 May 1808, to William Colwell, the bank’s cashier:

“I take the liberty to mention some ideas which myself and friends
have respecting the manner of managing the concerns of the bank.
The general rule should undoubtedly be to pay punctually; but
to this there are important exceptions, such- as when we are run
upon by brokers or any persons whatever merely for the purpose of
making a profit out of the injury and loss of the bank. These ought
to be paid only by drafts on the Exchange Office, at forty days
sight. The Providence banks should, in my opinion, be plagued as
much as possible, by detaining them as long as it will naturally
take to count out all kinds of specie change, intermixed, in the most
deliberate manner. The change is very important and ought to be
husbanded as much as possible. I hope you will have the goodness
to remember never to pay it away except where the intention is to
plague or delay the person.”

Colwell, a long-suffering Quaker, was paid a salary of $400 a
year. His chief labor was the signing of bank notes, which were of
small denominations, because small notes stayed out longest, and
the smaller they were, the more he had to prepare. They were
signed mostly at night in order that no one might see the excessively
large number of them. “I wish you to employ yourself constantly in
signing bills,” Dexter wrote him, “except during the time you are
naturally in the bank. I should conceive you might write in the day
time as well as night, provided you shut yourself up between the
bank hours in your private chamber, letting no one know or suspect
your business.” The poor man evidently reached the point of break-
down from having to spend his nights signing notes and his days
evading payment of them but promised to “bear my heavy load
without murmur.” The president of the bank, Judge John Harris,
helped when he could, but his court duties seem to have taken too
much time. Colwell wrote as follows 12 December 1808: “Thy letter
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with bills, etc., I have this moment received. The president will be
in Boston to-day. The bills I shall sign as fast as I can, but I think
it will be best at present to do it as privately as possible, mostly in
the evening. I believe I can finish fifty thousand a week. Thou wilt
have a full opportunity to discourse with Judge Harris and Fair-
banks on the subject; and be assured I shall be ready to do what-
ever shall be thought most beneficial to our institution.”

Dexter was dissatisfied. “I am sorry you have signed no more
bills,” he wrote from Boston a week later, “and beg you to sign at
least twice as many more during the next week. I wish you would
work day and night so as to sign if possible $20,000 a day. Have the
goodness to mention it to the president that he may do the same.”
Dexter himself was busy making Glocester and Pittsfield hold each
other up. Pittsfield would be kept alive for a time with transfusions
of Glocester’s bills and then transfusions from Pittsfield would be
needed to resuscitate Glocester. When it was the latter’s turn to be
saved, Dexter wrote to his miserable cashier not to lose courage but
sign more bills. “Merchants are advertising to take Glocester bills
at par for goods,” he assured him. “Many persons of property and
respectability have offered to assist in every way possible to defeat
the villainous combination of men who are considered to be per-
fectly contemptible in their manner and character”—these villains
being bill-holders who demanded specie. But with more bills, Dexter
said, “I can be certain, through means of one or two banks and my
friends to raise (I trust) immense funds. The greater part of the
bills I have heretofore received were sent to distant parts and dis-
posed of in such manner that they can not return to injure the
bank.” But he must know “what hour” the bills will be ready; “what
hour,” he repeats and again repeats. How faithfully his cashier
worked, the fate of banks hanging on his quill, was reported by a
stockholder in the bank, who deposed as follows for the legislature’s
committee of enquiry: “That the deponent’s son lives in the house
where the bank was kept and keeps a store there, in which the
deponent is interested ; that the deponent was there the greater part
of the time the winter passed and lodged in said house about one
half the time; that the room in which the deponent slept was adjoin-
ing the room in which the business of the bank was transacted; that
persons were frequently in the bank in the night time and there
continued until the deponent went to sleep; that they sometimes
came into the bank as early as two o’clock in the morning and very
often at four o’clock.”
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But nothing of all this availed. “Our situation becomes every day
more disagreeable,” the exhausted Mr Colwell wrote. “The discon-
tent and irritation among the people is very great. We have been
sued to-day, and our bank is the common topick of conversation
through the country. . . . Our specie is now reduced to less than
$200. . . . I do not think it will be the least injury to the bank to
shut it up for a day or two.” Again he was bid not to lose heart,
but it was too late. He and a director removed the bank’s books,
note portfolio, and cash, amounting to $86.46, lest they be seized by
the officers of the law; and when the legislative committee arrived,
the bank itself was gone.

The misfortune was reported in the Providence Gazette, 25 March
1809; and in the same issue some lands in Glocester were advertised
for sale with the sardonic suggestion that they were “extremely
eligible for speculators, especially in bank stock.” But to many
persons, perhaps most, the episode was not funny, nor were the
operations of Andrew Dexter, jun., less portentous than those of
John Law. America now had a bubble of her own to match the
Mississippi and the South Sea with. The Gazette averred that the
directors and managers of the bank “have practiced a system of
fraud beyond which the ingenuity and dishonesty of man can not
go.” In Congress during the debates of the next year or.so on
rechartering the Bank of the United States, Representative William
A. Burwell of Virginia told how the Rhode Island bank had “issued
notes to the amount of $800,000 upon a capital of $45.” Representa-
tive Joseph Desha of Kentucky put it less delicately: the bank,
he said, “when it was ripped up, had but some odds of forty dollars
in its vaults.” The episode was typical of banking, people believed,
and twenty-five years later William Gouge in his widely read de-
nunciation of banks retold the story as awful evidence of what
cunning men could do when they had a corporate charter. It ex-
hibited the corporation as a convenient alter ego which multiplied
human capacities for mischief. One wonders not that such conclu-
sions were drawn but that the corporation survived them.*

One evening in Paris in 1813, Albert Gallatin, then American
Minister to France, took occasion to counsel his sixteen-year-old
son, James, who served as his secretary, about his future. The son
set down his father’s counsel in his diary as follows: “To-day, after
all correspondence was terminated, father began to talk to me. He

1 Clarke and Hall, 144, 185; Gouge, Part 11, 50; Mackenzie, Butler and Hoyt, 15-24.
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warned me as to my future life—that is, if I decided to remain in
America—never, above all things, to forget my birth and the duties
that birth brings—never to do anything to dishonor a name which
for centuries had never borne a stain—always to remember that
true nobility was simplicity—always to be civil, particularly to
those who were not my equal—to guard against the horde of ad-
venturers who were certain to swarm to America—that the country
was so vast that the hidden wealth in minerals, etc., etc., must be
enormous—adventurers would come with the lust of gold—men
without scruples or conscience or education—that there would be
terrible corruption—never to mix myself with any man who did
not carry on his business or speculations in an honest manner—
far better to die poor and honoured than to sully my name—that
the country would suffer for years from corruption—immense for-
tunes would be made and lost and men of evil repute would, on
account of the power of their money, keep corruption and dis-
honesty afloat.”?

No one could judge his adopted country better than Albert
Gallatin, who knew its wildernesses and its cities, and its rich and
its poor, its farmers, speculators, merchants, politicians, and states-
men. He had come to it in youth, with ardors raised by Rousseau
and perceptions refined by Voltaire. He now had behind him a noble
public career. And he must long before have abandoned whatever
dreams he may have cherished of a Jeffersonian paradise in Amer-
ica. Like Mr Gallatin, most sensitive and thoughtful men were
shocked by the harshness of the Industrial Revolution and the fierce
spirit of enterprise begot by it. That spirit often merged into
cupidity and chicane; in their judgment it usually did. But the
good banks and the good business men made little noise. The rash,
the ignorant, the rapacious, and the vicious made much. Sound
bankers threaded their honest, conservative way through the tumult
of expansion, speculation, and misbehavior. In Wall Street, for
twenty years more, Mr Gallatin himself was to do it. There is con-
crete evidence of honesty and conservatism in the number of banks
that survived not only the difficulties of that period but those of all
subsequent ones to the present and established the striking fact of
continuity in an economy of dynamism and vicissitude.

Professor Sumner was less indulgent than I am. Speaking of this
early period, up to 1812, which seems to me to be characterized by

2 James Gallatin, Diary, 5-6.
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an admirable banking practice, the Glocester episode being unique,
Professor Sumner acknowledged that some earlier writers had
referred to “the period before the second war as one in which there
had been some sound, honorable, and high principled banking”; and
then he sourly declared, “Investigation does not verify this .
these earlier bankers invented nearly all the later abuses, and they
set about the exploitation of them with less reserve than their suc-
cessors.” This seems to me an extraordinary judgment, particu-
larly in its anachronism and its neglect of the tentative and experi-
mental nature of evolution.?

II

In June 1809, a matter of two or three months after the Dexter
affair, the Massachusetts legislature imposed a penalty of two
per cent a month on notes that debtor banks failed or refused to
redeem. The law was upheld by the courts, which in March 1812
found it “equitable and wise” ; the failure of banks to be punctual in
meeting demands “now that bank bills form almost exclusively the
circulating medium of the country is a public inconvenience of great
extent and introductive of much mischief.” Mr Gallatin considered
the Massachusetts law one of the most efficient in restraining im-
provident issues. Daniel Webster, when a representative from Massa-
chusetts, got a similar penalty included in 1816 in the charter of
the new Bank of the United States, where it applied to payment of
deposits as well as notes. The same month, April 1816, New York
began, with the Bank of Niagara and the Bank of Jefferson County,
to include in all charters a stipulation that the charters would be
forfeited upon failure of the banks to redeem their notes. Pennsyl-
vania and Maryland began enacting similar conditions early in
1819. But such stipulations were not effective.*

According to William Gouge, the Bank of Darien, Georgia, set
up as a barrier to payment of its obligations the requirement that
each person presenting its notes for redemption swear, at the bank,
before a justice of the peace, in the presence of five directors and
the cashier, that he was owner of the notes and not agent for
another, besides which he had to pay a charge of $1.3714; and this
had to be done separately as to each note presented.®

8 Sumner, History of Banking, 37.

4 Gallatin 11, 318; Brown v. Penobscot Bank, 8 Massachusetts Reports 449; Knox,

History of Banking, 398, 448, 488; Clarke and Hall, 673-74,
5 Gouge, Part 11, 141.
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Individual creditors who sued to recover on unredeemed notes as
on any unpaid debt seldom if ever gained anything. Stephen Girard’s
bank was sued in 1814 for refusing to redeem its notes during
general suspension, but the plaintiffs seem to have sought to harass
Mr Girard rather than obtain payment—the amounts were small,
one claimant, an umbrella-maker, suing for $25—and to have been
discouraged by the firmness of his defense. Isaac Bronson, president
of the Bank of Bridgeport, Connecticut, and a prominent capitalist
in his day, sued in 1815, also during general suspension, for pay-
ment of notes of New York banks that he held. He seems to have
got no satisfaction, but he got some prolix and extravagant abuse
in the New York press for a course that was “unjust, impolitic,
and odious.” It was said in the New York National Advocate, 1
November 1815, that “any attempt at present or during the ap-
proaching winter to curtail discounts with a view to the payment
of specie is fraught with misery and ruin to every class of society
who depend upon their enterprise and industry for their prosperity
in life.”

In Windsor County, Vermont, in 1808 an indictment was sought
against a man who held notes of the Vermont State Bank and
demanded specie for them. It alleged that Jireh Durkee, of Boston,
“being an evil-disposed person and not minding to get his living by
truth and honest labor but contriving how he might injuriously
obtain . . . money to support his idle and profligate way of life and
diminish and destroy the resources of the state of Vermont and
rendering it difficult and impossible for the good citizens thereof
to obtain money,” had presented $9,000 of the bank’s notes at the
Woodstock office and obliged the bank to pay them. The effect of
such action, which would enable Durkee “to realize a filthy gain,”
said the complaint, was to prevent the bank from making loans to
“good citizens.”’

Bank note redemption under pressure presented a dilemma that
was long unsolved. The issue of notes was an exercise of the common
law right to borrow and go into debt. It was the undisputed expecta-
tion, therefore, that bank notes, like other promissory notes, would
be paid. That was the view in the courts and out. A bank note was
not money but a promise to pay money; payment was redemption
of the promise. It was also perceived that if the notes were not paid

6 McMaster, Qirard 1, 281-84; “Aurelius,” New York National Advocate, 26 Octo-

ber 1815; Venit, JEH, v (1945), 202.
725th Congress, 2d Session, HR 79, 111.
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they depreciated in value as circulating media. So there were two
important reasons why they should be paid.

But on the other hand a bank’s payment of its notes involved a
loss of specie reserves and an impairment of its power to lend. Local
borrowers could readily see that—especially if the payment had to
be made to strangers who came into town with valises full of notes,
which had been acquired systematically at a discount, and who pur-
posed carrying away a corresponding amount of gold and silver.
That sort of thing was deflationary. It would frustrate local
enterprise.

Public opinion wavered in confusion before the two evils, finding
each in turn the worse. Should bank notes be kept at par or should
bank credit be restricted? Iew people could be consistent in all
circumstances, for the two things seemed hopelessly incompatible.
Sometimes it was dear money that troubled them and sometimes
it was cheap money. The Maryland legislature, 15 February 1819,
enacted a law against banks that refused to redeem their notes. Two
days later, 17 February 1819, it enacted another against persons
who demanded that they redeem them. The first was entitled an
act “to compel . . . banks to pay specie for their notes, or forfeit
their charters”; the second, an act “to relieve the people of this
state, as far as practicable, from the evil arising from the demands
made on the banks of this state for gold and silver by brokers”—it
forbade traffic in notes for less than their nominal value. Pennsyl-
vania in a similar law, March 1819, made banks liable to forfeiture
of their charters upon refusal to redeem their notes—except for
brokers or dealers “habitually in the practice of receiving or buying
notes at less than nominal values.” The distinction the legislators
had in mind is easy to recognize, but it was hard to define and
establish.

The way out followed from the practical conclusion, enforced
by usage, that the obligations of banks were not ordinary debts but
money ; and that a public interest was at stake in them which over-
rode that of any particular debtor and creditor. But that con-
clusion was reached slowly and with uncertainty.

Meanwhile banks themselves made the problem worse by their
raids on one another. Loammi Baldwin, subsequently a well-known
engineer, wrote in 1809 that a most important difficulty for banks
arose from their imprudent jealousy in “running” upon each other
for gold and silver in order to impair one another’s credit and im-
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prove their own positions. If they would stop this, he said, and
mutually aid and support each other “there would be little danger
of failures.” It was undoubtedly difficult or impossible to tell in
many cases whether demands by some banks upon others were
legitimate or greedy and malicious. John C. Calhoun in March 1816,
doubting the wisdom of Daniel Webster’s amendment penalizing
the Bank of the United States two per cent a month for any failure
to redeem its obligations, said that too severe a penalty might pro-
duce combinations against it, and “be dangerous to the institution
by inviting a run on it and thereby producing a suspension of
payment.” Actually, banks resorted to two extremes, both of them
often. Sometimes they raided one another ruthlessly, which was
strictly legal, though lethal. At other times they agreed to evade
redemption and sustained one another’s notes, which if not illegal
was at least contrary to the law’s intent and public interest though
otherwise rather sensible. Proper practice, which combined the
principle of both extremes, was maintained all the time by many
banks, perhaps most, but not for a century was it generally
achieved.®

In Massachusetts, conservative efforts to enforce payment of
bank notes seem to have had better support than elsewhere. And it
was bankers themselves, not legislators, who were responsible for
them. In 1803 the Massachusetts Bank, the Union Bank, and the
Boston office of the Bank of the United States united in system-
atically collecting out-of-town bank notes, and in 1804, as I have
already said, the Boston Exchange Office was organized to specialize
in such collections. It did so till Andrew Dexter got control and
used it to delay rather than expedite note redemption. In 1809
sixty-four merchants and firms in Boston announced the follow-
ing collective action against banks that evaded redemption of their
notes:

“The subscribers, merchants and traders in the town of Boston,
from a disposition to afford every facility and convenience to their
country customers, have been in the habit, since the establishment
of country banks, of receiving the bills issued by them in payment
for goods or debts at par,—and which they were for a good while
enabled again to circulate without loss.

“Within the last two years, however, many country banks have
unwarrantably abused this confidence placed in their bills by refus-

8 Baldwin, 46-47; Clarke and Hall, 674, 809.
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ing payment of them when presented or by opposing every obstacle
which chicanery and artifice could invent to delay or evade it. The
obvious consequences have followed, the public confidence has been
shaken, their faith in written promises of institutions avowedly
established as patterns of punctuality no longer exists. Country
bank paper has depreciated and can not be negotiated without a
discount which varies from two to four per cent. We have, however,
in hopes this unwarrantable conduct would be abandoned, continued
to receive this paper at par and borne the loss of the discount till
our patience is exhausted and our suffering interest calls loudly for
a change of measures. We have therefore found ourselves compelled
to send the bills home for payment and in case of refusal shall pro-
ceed to the collection by due course of law. We beg you will com-
municate this letter to the President and Directors of Bank
and hope that by a prompt payment of their bills they will
save us from the disagreeable necessity of resorting to the legal
alternative.”®

In 1814 the New England Bank, Boston, incorporated the year
before, arranged to receive the notes of out-of-town banks and
charge the depositors only the actual cost of collection. Something
promptly occurred which shows that resistance to note redemption
was not merely a provincial affair. The bank had sent its agent to
New York with about $140,000 of notes of New York banks. Silver
coin in that amount had been collected in payment by the agent,
had been loaded in three wagons, and had started on its way to
Boston. The wagons had not gone far when they were halted by
order of the federal Collector of Customs for New York; and the
money was carried back by force and placed in the vaults of the
Bank of the Manhattan Company, of which the Collector was a
director. The action was protested by the New England Bank’s
agent, but the Collector' declined to alter his purpose, alleging a
suspicion that the coin was on its way to Canada, with which, since
it was British, the States were then at war. In Boston, however, it
was believed that his behavior “was chiefly actuated by dislike to
the frequency with which the New England Bank dispatched large
sums of the New York bills, which flooded Massachusetts, to be
redeemed.” The Massachusetts authorities laid the matter before
the President of the United States, James Madison, “with the
expression of their judgment that the collector had committed an

9 Gras, 75; Massachusetts Historical Society, Proceedings xx (1870), 807.
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outrage on one of their corporations, ought to relinquish the de-
posit, and be dismissed from his office.” Their effort “so far succeeded
as to have the money restored.”*®

The argument that redemption of notes was disadvantageous to
borrowers, because it reduced the power of banks to lend, soon gave
birth to the further argument that there were positive advantages in
prolonged or even permanent suspension, because it augmented the
power of banks to lend. To exclude or limit the use of bank credit
was to confine the volume of monecy to small compass—gold and
silver only—and deny the public the means adequate for an ever-
expanding volume of monetary transactions. If banks were released
from having to redeem their notes, they could lend more frecly and
every one would be better off. In November 1814, Samuel D. Ingham
of Pennsylvania, who fifteen years later was Secretary of the Treas-
ury under President Jackson, expressed himself in Congress on the
subject of suspension in this wise: “I do not apprehend any serious
consequence will result from the temporary suspension of specie
payments. The experiment was tried many years ago in England
and has been continued up to this time, without injury to the com-
mercial interests and with essential benefit to the nation at large.”
It had been demonstrated, he said, that but a small quantity of
specie was sufficient when the public had faith in a bank; accord-
ingly, since suspension made it impossible to get any specie at all,
“necessity would become an auxiliary to faith and business would
go on as usual.” This happy conclusion was not unknown by any
means in Britain, where, as Mr Ingham said, the Bank of England’s
suspension of payments had been long continued. And the sarcastic
comment upon it of Thomas Love Peacock, novelist and officer of
the East India Company, was that “promises to pay ought not to
be kept; the essence of a safe and economical currency being an
interminable series of broken promises.”**

In America too the conclusion that a circulating medium merely
required faith, and no specie, seemed preposterous to the conserva-
tives, both capitalist and agrarian. But the conservatives were be-
coming a minority. Though law-making and practice had now and
then their nervous swings, the secular trend was toward easy money
and expanding credit. Of the two evils, Americans in the long run
stuck to the lesser: too much money was better than not enough.

10 Felt, 218. 11 Clarke and Hall, 501-02.
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III

It was in this period beginning around 1800 and on the complaint
of chartered banks that the issue of notes by their unincorporated
competitors began anew to be prohibited. The complaint was reason-
able, for one of the purposes of incorporation was to establish lim-
ited and controllable privileges in the general interest; and if these
privileges were of any use they should be protected. The earlier
intent of these laws, however, had been to complete the ban on note
issue, which they forbade for unincorporated banks and which was
impossible for incorporated banks so long as the legislature incorpo-
rated none. But once some banks were incorporated and thereby
authorized to issue notes, the prohibition became a means of pro-
tecting those banks.

It was an inadequate protection, however, for it bore on unincor-
porated banks and bankers only, but not on canal companies,
academies, blacksmiths, etc., outside the field of banking, whether
incorporated or not. These found that they could go into debt
profitably by issuing notes which looked like money and circulated
as money. The problem of the law-maker was to distinguish between
notes which should be allowed to circulate as money and notes that
should not. It was like the problem of distinguishing practically
and equitably between creditors who should be allowed to demand
payment of bank notes and those who should not. Restraining laws
were tried in one version after another as the various state legis-
latures sought the verbal formula that would accomplish what they
purposed. Massachusetts in June 1809 enacted a second statute
outlawing notes of banks not incorporated in Massachusetts. In
March 1810, Pennsylvania forbade unincorporated banking com-
panies either to receive deposits or to issue notes, but also declared
that nothing in the act should interfere with others “in such manner
and for such purpose as hath been hitherto usual and may be legally
done.” In the general act regulating banks, March 1814, sections
XIII and X1V restated the prohibition against note issue by others
than chartered banks “in the manner or nature of bank notes.” Still
another prohibition was enacted in Pennsylvania in March 1817,
because “notes and tickets in the nature of bank notes” had been
issued “as well by individuals as by corporations not established for
the purpose of banking.” Virginia again enacted a restraining act
in February 1816 and New York in 1816 and 1818. Other states
adopted like restraints.*

12 Chitty, 4258
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These restraints favored corporations at the expense of private
individuals, and considering the prejudices both popular and official
against the corporate form of business organization, it is remarkable
that they were enacted at all. But they were supported by dissatis-
faction with a monetary medium comprising the personal obligations
of any Tom, Dick, and Harry. The restraints accordingly marked
stages in the evolution of the business corporation and also in the
cevolution of the concept of money, which was expanding to include
bank liabilities as well as coin. “Previous to the restraining acts,”
said the courts, “there was no power possessed by a bank not allowed
to individuals and private associations. They could in common issue
notes, discount notes, and receive deposits.” Now it was different;
the banking function, to the extent that it involved the creation of
money (as distinct from the mere safekeeping of it) was reserved to
corporations authorized by the state for that purpose. The common
law right to borrow was being distinguished from the right to borrow
by the issue of obligations intended to circulate as money. The latter
was being more and more positively reserved to chartered banks.**

This distinction between the legalistic and realistic concept of
bank obligations had already been made years before in the courts
of Great Britain, where the public had been making monetary use
of such obligations for a much longer time than in America and
where there had never been the abuse of them that Americans had
experienced with their bills of credit. In Miller v. Race, January
1758, Lord Mansfield had rejected the fallacy, as he called it, of
likening bank notes “to goods, or to securities, or documents for
debts. Now, they are not goods,” he said, “not securities, nor docu-
ments for debts, nor are so esteemed; but are treated as money, as
cash, in the ordinary course and transaction of business, by the
general consent of mankind; which gives them the credit and cur-
rency of money, to all intents and purposes. They are as much money
as guineas themselves are, or any other current coin that is used
in common payments, as money or cash.”**

Iv

The early years of the republic are often spoken of as if the era
were one of laisser faire in which governmental authority refrained
from interference in business and benevolently left it a free field.
Nothing of the sort was true of banking. Legislators hesitated about

13 New York Firemen Ins. Co. v. Ely, 2 Cowan 710.
14 Miller v. Race, 1 Burrows 457.
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the kind of conditions under which banking should be permitted
but never about the propriety and need of imposing conditions. To
begin with, Hamilton and the Federalists closely restricted banking
as a quasi-state monopoly at a time when the opposition would have
permitted no banking at all. The issue was between prohibition and
state control, with no thought of free enterprise. The developments
and reactions from these original party positions were various, but
in all of them the state was a jealous and dominant figure. In be-
tween the later extremes of state monopoly and prohibition the state
tried all degrees and types of control involving proprietary interest
or not but always involving restrictions and regulations. To be
sure, all these laws were charters of incorporation, and an incorpo-
rated bank had no rights other than those given it by its legislative
creator. It stood in a very different position from a natural person;
but even the latter, if he undertook banking, might find his common
law right to borrow prescinded so as not to interfere with the issue
of notes by corporate banks. The impression was general that the
exercise of the banking function without express authorization from
the sovereign power was improper, if not impracticable, and that
legislatures had the obligation to legislate for it with all the detail
they chose. Their readiness to do so arose in part from recurring
evidence of bad banking but also from the more fundamental con-
sideration that banks, being by nature imbued with monetary powers,
were in a peculiar sense responsible to the state.

One of the commonest restraints on banking was the restriction
or prohibition of bank notes of small denomination. In March and
November 1792, which was pretty early in bank legislation, Mas-
sachusetts and Virginia respectively forbade the issue of notes in
denominations less than five dollars, but the ban was not consistently
maintained. Maryland did the same in 1795. In 1810 North Carolina
forbade notes for less than one dollar and New Jersey, in January
1812, notes for less than three dollars. Similar restraints were
adopted generally in other states. The objection to small notes was
that they stayed in circulation, seldom being presented for redemp-
tion, became disgustingly dirty, and encouraged counterfeiting. All
this signified a demand for them. It is true that banks profited from
their issue, because they seldom had to be redeemed, but prohibiting
their issue was of doubtful wisdom so long as the public demand for
them was real: they took the place now filled by minor coins and met
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a need that the country was not yet ready or able to meet in a more
satisfactory but expensive way.'®

One of the commonest requirements was that banks submit reports
of their condition to public officials. It was imposed on banks almost
from the beginning. The charter of the ‘Bank of the United States,
1791, required that it report regularly to the Treasury, and in 1792
Massachusetts in March and Virginia in November required the
Massachusetts Bank and the Bank of Alexandria, respectively, to
submit information regularly to the state authorities. The former
was to furnish the Governor and Council “once in six months, at
least, and as much oftener as they may require” with statements of
the amount of capital, the debts due the bank, the deposits, the
notes in circulation, and the cash on hand. The Bank of Alexandria
was to report “the situation of the bank and its funds” to the Gover-
nor and Council annually, and the statements submitted are still
on file in Richmond. The charter of the Union Bank of Boston, June
1792, also stipulated that the bank be cxamined from time to time
by the legislature. In June 1803, in chartering the Plymouth Bank,
Massachusetts began a regular requirement of twice-yearly reports.
In December 1806 the Bank of Kentucky was required to submit
weekly reports to the Governor and annual reports to the legislature.
In March 1809, Rhode Island required that reports be not only
submitted but published. Such requirements were soon universal, and
enforcement of them became more and more effective as state officials
were designated to receive them and authorized to act upon the in-
formation obtained.?®

The conditions imposed on banks by the various state legislatures
began a regulatory procedure that has run continuously to the
present. But not all the conditions set were wise by any means. In
Massachusetts from 1802 to 1816 nearly every bank charter issued
required that a certain amount of loans be agricultural, be secured
by mortgage, and run for at least a year. In 1807 Connecticut began
prescribing that banks “at all times” accept subscriptions to their
capital by schools, churches, and charitable institutions, the stock
not to be transferable but to be redeemed for the subscribers on six
months’ notice; in 1809 the legislature refused to repeal the require-
ment and it continued for fifty years or more. In December 1812,
Maryland made the renewal of certain charters conditional upon

15 Knox, History of Banking, 860, 433, 476, 546; Gallatin 1, 301; Gras, 217-18.
16 Gras, 218-19; Walsh, 26, 87-89.
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investment by the banks in a company formed to construct a turn-
pike westward to Cumberland. In 1814 Pennsylvania required the
forty-one banks to lend one-fifth of their capital “for one year, to
the farmers, mechanics, and manufacturers” of their districts. In
February 1816 when some -Massachusetts banks declined to lend
to the state, an act was passed requiring them to do so, on penalty
of two per cent a month of the sum the state wished to borrow.
Throughout the country, banks were under specific requirements
to lend to their state governments on special terms, and before 1820
the practice of exacting bonuses for the enactment or renewal of
charters had become established; though like other impositions on
banks these requirements did not reach their worst extremes till
later.

A%

The restriction on bank liabilities in ratio to paid capital which
Alexander Hamilton had adapted from the act incorporating the
Bank of England and which was embodied in different forms in
most American bank charters beginning with the Bank of the
United States and the Bank of New York in 1791, became by the
end of the century still more general. Restrictions on the loans of
banks in ratio to paid capital also became frequent. The ratios
varied. In New York it continued to be one to three between specie
capital and liabilities, in Massachusetts one to two. In Connecticut
and other New England states it was reduced still lower; in Vir-
ginia it was one to four. Although verbally applicable to all but a
very limited class of liabilities, it was in practice taken as applicable
only to note circulation. On such terms it seems to have been nuga-
tory, because nowhere did note issues approach the limit, except
perhaps iri New England, where the limit was lowest.

Since that time bank liabilities have come to be about ten times
capital. That in the early 19th century, they should have equaled
scarcely more than half of capital, seems anomalous, the demand
for credit being what it was. But the explanation seems to be that,
in the first place, deposit liabilities approximately equaled note
liabilities, and that, in the second place, bank capital was largely
fictitious, in the sense that it was legally supposed to be wholly in
specie and in fact was not. In 1815 there were 208 banks reporting
$82,000,000 of capital and $17,000,000 of specie. Their circula-
tion was $45,000,000, which I believe implies deposit and note
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liabilities combined of $90,000,000 or so, and a ratio between them
and specie of five to one.*’

The failure of note circulation to reach a higher ratio with capital
was often noted but not explained. Samuel Ingham of Pennsylvania
declared in Congress in 1814 that “No bank conducted with integ-
rity ever did issue notes to the amount of its capital; and no bank
that has any regard to its reputation will ever dare to do it.”
Further, he said, “It is, I believe, unusual for the large state banks
to issue, in paper, more than one-third or at most one-half the
amount of their capital, although they often lend or discount to
the whole amount.” In 1816 Representative Henry St George
Tucker of Virginia remarked in Congress that the loans and invest-
ments of the Philadelphia banks were “nearly three times as great
as their notes in circulation.” He found the same true of banks in
the District of Columbia, though individual banks varied greatly.*®

The truth was, obviously, that about half or more of bank loans
went into bank deposits and not into circulation. But this was
beyond the apprehension of most observers, or if apprehended it
was a fact that no one knew how to use. For thought was dominated
by the misleading term “deposits”—and even ‘“deposits for safe-
keeping”—which seemed of necessity to imply the receipt and pos-
session of equivalent specie and to exclude anything so volatile as
book credit in evidence of what the banks had lent but had not
parted from. At the same time circulating notes were in fact used
in extraordinary volume; Alexander Baring told a Commons com-
mittee in 1819 that “the system of a paper currency has been
carried to a greater extent in America than in any other part of
the world,” a condition which relates itself to that which had taken
its place a century later when the use of checks drawn on deposit
balances had become more extensive in America than anywhere else
in the world. In the early 19th century the prominence of notes,
being great, seemed still greater. Note liabilities obscured the exist-
ence of deposit liabilities and banking was discussed as if they were
the only liabilities—the more so because they were easy to under-
stand, while deposit liabilities, even if noticed at all, were not. The
superficial and temporary prominence of notes has kept its dead
hand on banking discussion and banking laws for generations. In
1887, more than half a century after the period under consideration,
Professor Charles Dunbar had to reprove his colleagues in the study

17 Trotter, 876. 18 Clarke and Hall, 500, 644-45.
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of money and banking for continuing to think and speak as if bank
notes were the most important part of the monetary supply, or even
the whole of it, and as if deposits did not exist, though by then they
had for several decades represented the bulk of bank credit and of
the money in use.’

In the figures quoted a little way back for 1815, specie ($17,000,-
000) was about a fifth of what I conjecture notes and deposits
combined to have been ($90,000,000). In 1811 some reckonings of
Senator James Lloyd of Massachusetts show it to have been a fifth
of “circulation bottomed on bank paper and bank credits,” what-
ever that may mean. Counting only the Bank of the United States
with specie of $5,000,000 and twenty banks in Boston, New York,
Philadelphia, and Baltimore with an average of $150,000 each,
making $3,000,000 in all, and adding $2,000,000 supposed to be in
circulation outside the banks, he got aggregate specie of $10,000,-
000. “The circulation of our country,” he said, “is at present
emphatically a paper circulation; very little specie passes in ex-
change between individuals. It is a circulation . . . amounting per-
haps to’ §p50,000,000. And on what, sir, does this circulation rest?
It rests upon the $10,000,000, if that be the amount of specie in the
country, and upon public confidence.” The Senator probably got
his $50,000,000 by reading in Adam Smith of what circulation could
be maintained on a given specie base and obediently multiplying
his specie by five. But besides that, even allowing for the great
fluctuations such as then occurred, his magnitudes were mostly
wrong. A later and better source reports eighty-nine banks, for
January 1811, the month preceding, with specie of $15,400,000,
capital of $52,600,000, and circulation of $28,100,000 ; which makes
specie a little less than half the note circulation and circuitously
supports my conjecture that deposits were at least equal to circula-
tion. In December 1814 a communication to the Treasury from the
banks in Manhattan stated that the note circulation of the Bank
of the United States had never been more than $6,000,000 and that
they themselves, with aggregate capital of $15,000,000, had a cir-
culation of “not upon an average” more than $5,000,000.*

A contemporary, finding in such figures that circulation was less
than half the amount of nominal capital and less than twice the
amount of specie, must have thought that on the whole the showings

19 British Parliament, Expediency of Resuming Cash Payments, 182; Dunbar, 172ff.
20 Clarke and Hall, 321-22; Trotter, 376; ASP, Finance 11, 876.
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probably satisfied the laws. A modern student can only feel certain
that the standards of statistical reporting in 1811 were not those
of a period a century and a half later, look skeptically on all com-
pilations of the time, and yet feel pretty sure that deposits were
more important than was realized.

Massachusetts in 1792 had restricted the loans rather than lia-
bilities of the Massachusetts Bank to twice its paid capital. In 1800,
with the Gloucester Bank, the restriction was applied both to loans
and liabilities and was typical thereafter of Massachusetts charters.
In January 1812, New Jersey restricted both loans and circulation
to twice the paid capital in chartering a number of banks. Later,
e.g., in New York in 1827, the restriction on both assets and lia-
bilities became more common, but it never became so general as the
restriction on liabilities alone (meaning, contemporaneously, note
liabilities).

VI

Though the first American banks were patterned directly on the
Bank of England, and though, as Professor Sumner observed fifty
years ago, they were established with “the notion of a national bank
for each state,” the pattern was soon diversified. It arose from the
unusual if not unique status of the first banks, which though public
and expected or intended to be the only banks in their respective
jurisdictions, were partly governmental and partly private. Since
their status fell in no familiar category, it was liable to misun-
derstanding and political distortion. It was liable to be pushed
toward the un-Hamiltonian extremes of either much greater gov-
ernmental control or much less. Some states—e.g., Vermont, South
Carolina, and Kentucky—went in time to the first extreme and set
up bank monopolies that in each case were an arm of the state
government itself. This type of institution—which reverted to the
principle of the colonial loan office—was most prominent in the
South and West, where in some jurisdictions it persisted till the
middle of the 19th century. Elsewhere the deviation was to the other
extreme of dissociating banks and the state as much as possible, and
though this trend progressed more slowly, it became dominant at
length over all American banking. It began with a division of the
state’s proprietary interest among two or more banks and advanced
with the increase in the number of banks till the interest was wholly
abandoned.*

21 Sumner, History of Banking, 20.
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Concomitant with the political status of the first American banks,
there had been a specialization in the credit needs of merchants, by
whom and for whose purposes they had been founded. Those banks
had imposed on themselves two cardinai conditions: the holding of
specie reserves adequate to maintain the circulation of notes in
ratios of one dollar in specie to two or more dollars in notes; and
the holding of short-term earning assets that turned over six to
twelve times a year and produced, at least in theory, a constant
inflow of specie.. But the disruption of commerce resulting from
Napoleon’s wars, the Industrial Revolution, and the startling diversi-
fication and intensification of business enterprise which attended the
advent of the 19th century were immediately manifest in modifica-
tions of banking practice. Farmers began to want bank credit, the
state wanted it, and manufacturers and carriers, who had not
existed before, wanted it too.

Alexander Hamilton and his associates had already advocated
the extension of credit to the state and industry but had held back
from its extension to agriculture. This was because their banks
were formed largely for governmental purposes and because indus-
try in the 18th century was something small, new, and specially
deserving. It was not expected that government and industrial
loans would in time put banks as deeply into long-term credit as
agriculture would have done. The most obvious evidence of the
changing practice was the lengthening maturities of loans. A few
banks, favorably situated and straitly managed, continued to con-
fine their credits to thirty- and sixty-day maturities, or said they
did; but by 1800 probably, the majority had begun to lend for
longer periods. Three-month, four-month, and six-month maturities
increased. Moreover, it was no longer a firm expectation, as it had
originally been, that promissory notes would actually be paid at
maturity, for renewals were becoming a matter of course. In spite
of these essential changes in credit practice, the tradition of short-
term credit continued to be held in pious respect and bankers liked
to pretend that they were faithful to it.*”

The place that banks were taking in the economy can be made
clearer by contrast with three other types of credit institution which
were becoming important in this same period. These were unincorpo-
rated banking houses, mutual savings banks, and insurance com-
panies. The unincorporated banking firms were called “private

22 Dewey, State Banking, 182-86; Bray Hammond, QJE, xuix (1934), 7T9ff.
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banks,” in contradistinction to incorporated banks, which, in the
beginning were “public.” In a very short time, however, the incorpo-
rated banks began to be as private in practice as any, save that
they were subject to special statutory conditions; and at the same
time private business very generally adopted the corporate form.
Yet unincorporated banks continued to be called “private.” In the
18th and 19th centuries, unchartered banks were mainly in commer-
cial and trading centers, they developed typically out of merchan-
dising, and they were frequently affiliated with British merchant
banking houses. The most important of them was the bank of
Stephen Girard in Philadelphia, which because of the scale and
nature of its business, was classed with the incorporated banks. Such
resemblance very often invited adverse legislation, as I have already
said, and the more successful and long-lived private banking houses
avoided looking and acting like incorporated banks. In particular
they eschewed note issue. An outstanding example was the house of
Alexander Brown and Sons in Baltimore, which was set up in 1800.
Alexander Brown began as an importer of linens principally, but
transactions in foreign exchange and commercial credit soon out-
weighed the other business of the firm and affiliated houses subse-
quently established in Liverpool, Philadelphia, New York, London,
and Boston. “From the beginning, . . . the firm besides being im-
porters on their own account, dealers in sterling exchange, and ship
owners, issued credits for the importation of goods by others and
were known as merchant bankers. . . .”%

In Charleston, Philadelphia, New York, and Boston similar bank-
ing houses were very important, though as a class much less is
known of them than of incorporated banks. They avoided the
political publicity that enveloped the latter, and since they were not
subject to regulation, their affairs did not become a matter of public
record. They differed from the incorporated banks in that their
liabilities were not so widely held by the public but were usually
concentrated in the hands of fewer and selected creditors with whom
they had intimate relations. Their assets were typically of a sort
that had a quick turnover. Although these conditions did not em-
brace all advantages by any means or avoid all risks, they tended
to give the unincorporated banking houses a compact business in
contrast to which the business of the incorporated banks sprawled,
especially when their control was political. The banking houses

23 J. C. Brown, 21.
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were usually more versatile and flexible than the incorporated banks
and were managed by individualistic proprietors who probably felt
a repugnance for the political interest that a corporate charter
implied.

At the other end of the scale from the unincorporated banking
houses were the mutual savings banks and the insurance companies,
both of which specialized in long-term assets and long-term liabil-
ities, i.e., savings. The first of the mutuals were the Provident Insti-
tution for Savings, Boston, and the Philadelphia Savings Fund
Society, both of which began their long careers in 1816. The mutual
savings banks became strong in the northern Atlantic states, and
ten that were in existence by 1820 are still active.* Elsewhere they
got no important foothold. They were intended to encourage thrift
and industry among the poor and did not call themselves banks at
first, but “funds,” “institutions,” and “societies.” They have always
been distinct from commercial banks, both in corporate structure
and function. They are without capital and without stockholders,
being owned by their depositors. Though they have come to be
called “banks,” they are not banks in the proper sense because their
liabilities do not expand with their acquisition of earning assets and
are not used as a customary means of payment. The obvious distinc-
tion between them and commercial banks is that demand deposits
subject to check are maintained with the latter and not with savings
institutions. But other institutions than mutual savings banks also
have savings deposit liabilities. Commercial banks themselves do;
they began to invite savings and pay interest shortly after 1800.
But their savings business is no more related in principle to the
essential banking function—which is the creation of credit to be

* These ten are the following:
Massachusetts 1816 The Provident Institution for Savings in the Town

of Boston
Pennsylvania 1816 The Philadelphia Saving Fund Society
Maryland 1818 The Savings Bank of Baltimore

Massachusetts 1818 Salem Savings Bank
Rhode Island 1819 Providence Institution for Savings
Rhode Island 1819 The Savings Bank of Newport

New York 1819 The Bank for Savings in the City of New York

Connecticut 1819 Society for Savings, Hartford

New York 1820 The Albany Savings Bank

Massachusetts 1820 Institution for Savings in Newburyport and Its
Vicinity
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transferred by check and to serve as money—than their letting of
safe deposit boxes or their managing of trust funds. These latter
are important to banks as sources of income, but they are quite
distinct from banking proper.

In the same early period, insurance companies also had a swift
and widespread beginning. Insurance business and banking were
frequently combined. The first bank in Kentucky was an insurance
company; and one of the largest banks in Philadelphia to-day, the
First Pennsylvania Banking and Trust Company, was established in
1809 and incorporated in 1812, as the Pennsylvania Company for
Insurances on Lives and Granting Annuities. It retained this formi-
dable name till 1947, though it had long before given up the insur-
ance of risks and confined itself to trusts and banking, under
amendments to its charter.

VII

In the period 1791-1816 American banking went through an
adolescence. One sees it experimenting energetically in untried
directions, sometimes brash and expansive where it was most wrong
and sometimes hesitant and unsure where it was on safe ground. In
some respects, the law, parent-like, could not keep up with the
banks but followed them with ineffective commandments and pro-
hibitions. In other respects the banks leaned irresolutely on the law
and besought sanctions for what they were to do. Some of the
experiments turned out to be very bad. Bank credit was to Americans
a new source of energy, like steam, and it was not to be known in
advance of experience under what conditions it would work well
or ill.

Meanwhile both the friends and the enemies of banks were fortified
in their convictions by experience. How much the friends were
encouraged is shown by the number of new banks incorporated. How
much the enemies were dismayed is indicated by the letters of Thomas
Jefferson, who demonstrated with logarithms in 1813 that the coun-
try could not afford banks. “My original disapprobation of banks
circulating paper is not unknown, nor have I since observed any
effects either on the morals or fortunes of our citizens which are
any counter balance for the public evils produced.” Banks debased
the currency, in his opinion, and made a mockery of men’s promises.
“He who lent his money to the public or to an individual before the
institution of the United States Bank of twenty years ago,” he said,
“when wheat was well sold at a dollar the bushel and receives now
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his nominal sum when it sells at two dollars, is cheated of half his
fortune; and by whom? By the banks, which, since that, have thrown
into circulation ten dollars of their nominal money where was one
at that time.” Considering the paper money issued by Congress in
the Revolution and the paper money since issued by banks, he
averred: “The object of the former was a holy one; for if ever
there was a holy war, it was that which saved our liberties and gave
us independence. The object of the latter is to enrich swindlers at
the expense of the honest and industrious part of the nation.”
John Adams was of the same opinion. “Every dollar of a bank bill
that is issued beyond the quantity of gold and silver in the vaults
represents nothing and is therefore a cheat upon somebody,” he
said in 1809, with either a blind or defiant indifference to earning
assets.*

Among the less doctrinaire critics of banking, including its dis-
criminating friends, there was no thought of extirpating the banks
nor was there faith in laws as the only means of regulating them.
There was a mounting realization that banks performed an organic
operation amounting to something more than the sum of its parts,
and that the regulatory influence of a central bank upon the system
was necessary. But, as recounted in the next chapter, that realiza-
tion did not avail against the combined but incongruous enmity
toward the Bank of the United States of those persons who wanted
no banks and those who wanted banks with no restraint upon them.

24 Jefferson (Ford) 1x, 394, 399-401n, 402n, 416n; John Adams, Works 1x, 610.
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CHAPTER &8

The Federal Bank in Operation and Extinction

% 1791-1811 %

I. Central banking — II. Relations with the Executive —
II1. The Bank’s enemies and friends — IV. Constitutionality
and realism — V. The end of the Bank

I

In 1791, when the Bank of the United States was established, there
was still no one American banking system. Instead there were four
little isolated banking systems situated in Boston, New York, Phila-
delphia, and Baltimore. These, however, before many years, grew
and coalesced into a single system comprising many banks which
regularly received one another’s obligations and maintained con-
tinuous debtor-creditor relations with one another. For the popula-
tion had grown, the means of transportation and communication
had improved, and business had increased in variety and volume.
The notes and checks of the several banks accompanied the move-
ment of travelers and goods from one community to another. Banks
in different cities collected payments from and for one another.
They had settlements to make with one another and payments on
behalf of their respective customers, in consequence of which they
found it convenient to open reciprocal accounts. For example, the
president of the Bank of North America in Philadelphia was
instructed by his directors, 14 April 1794, to arrange with the
Bank of New York a mutual credit of $40,000 “for the accommoda-
tion of the respective customers of both banks in remitting monies
between New York and Philadelphia.” When the Philadelphia Bank
was established in 1803, it arranged for like accounts with the
Merchants Bank in New York.!

Above all, as banks became numerous, each was affected by the
credit practice of others. When some enlarged their loans, the funds
they lent would turn up in other banks, and be lent again by them,
with the result that the credit expansion initiated by one or some

1 Schwartz, JPE, Lv (1947), 422; Wainwright, 27.
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would be accelerated by others. Contrariwise, a contraction of credit
was equally contagious. The demand for credit which any one bank
refused to satisfy tended at once to press on other banks. So, even
more, would the efforts of particular banks to reduce their loans;
the liquidation tended to drain other banks of their funds to the
same degree that expansion had filled them up. These phenomena,
as I have said before, were generally more visible and understand-
able when banking was observed in terms of note issue than they
are now when bank liabilities are all in deposits. For the movement
of bank notes into circulation in consequence of lending went on
tangibly before one’s eyes, but the increase of deposits, which is the
consequence nowadays, does not. Individual banks, despite an illu-
sion of independence in times of expansion, became painfully aware
of one another’s pressure in times of contraction; as when a given
bank, having discounted heavily for its customers and entered de-
posit credit on its books in their favor, finds itself confronted by
the demands of other banks expecting payment of the checks drawn
by the borrowers against their borrowed funds and deposited by the
recipients in other banks. In normal happy times, when all banks
are lending readily, the rising tide washes everything with an
abundance of funds, and the claims on any one bank are less apt
to be embarrassing; but the possibility that some day some banks
will not have enough to meet the others’ claims is always real.?

The Bank of the United States, like all the local banks, was both
debtor and creditor to the others. From time to time, the course of
business, and Treasury disbursements especially, would make the
Bank a greater debtor to some local banks than creditor; but this
was exceptional. Being the main government depository and having
offices in the principal commercial cities, the Bank was the general
creditor of the other banks. It had the account of the largest single
transactor in the economy—the federal government—and the re-
ceipts of the government being mostly in the notes of state banks
and these notes being deposited in the Bank, it could not help being
their creditor. By pressing them for payment of the notes and
checks received against them, the Bank automatically exercised a
general restraint upon the banking system. The more any bank
lent, the more it went into debt. The larger the volume of notes and
checks outstanding against it, the greater the pressure to which it
became subjected.

2 Hamilton, Reminiscences, 255.
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This restraint upon bank lending came later to be designated
central bank control of credit. Neither Alexander Hamilton nor any
one else had foreseen it. The Bank of England was performing a
similar function in Britain, but it operated on the demand for
credit, whereas the Bank of the United States operated on the
supply. That is, in the States, with the private banking system
engaged in furnishing credit expansively and liberally, the task of
the central bank was performed by pressing the private banks for
redemption of their notes and checks and thereby restraining their
extension of credit. In Britain, the private banks were more depend-
ent on the central bank for the means with which to expand their
credit, and the task of the central bank was performed by granting
or denying the demands upon it for funds. In the States the corollary
to restraint upon lending banks was lenity toward them. The ad-
vance of funds to ease their position seems to have been exceptional;
but in 1810 in its memorial to Congress on recharter, the Bank
reported that grants of credit to local banks amounted generally to
a tenth of its capital, or $1,000,000. In a statement which Mr
Gallatin gave Congress in 1809, the amount was $800,000. In an-
other, given in 1811, just before its dissolution, the Bank was owed
$1,287,500 by state banks and its balances in their favor were
$634,000. Typically, the Bank was creditor of the private banks,
on balance; to-day it would be debtor, holding their reserves as the
Federal Reserve Banks now do.

The attitude of state banks toward credit control by the Bank
of the United States varied. The conservative ones that expected
to pay their debts and were always prepared to do so acknowledged
the wisdom of central bank restraint. They recognized the advan-
tages to the economy of a governor and a central reserve. The reck-
less and speculative bankers resented it, whatever their private con-
victions, if any, as to constitutionality and federal powers.

While it was regulator of the local banks, the Bank of the United
States was also their competitor. But it was a competitor on a higher
plane. Modern central banks generally do not compete with the
banks they regulate, though they may do so on the principle that
the competition is itself regulatory 'and makes the banking system
more widely and thoroughly serviceable.* The Bank of England

* For example—an unusual one—the Banco Nacional de la Republica

8 ASP, Finance 1, 852, 452, 469-70; William Hamilton, Debates, 27.
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still has some private business, but in 1800, like the Bank of the
United States, it had so much that its public function was to many
persons quite unapparent except as usurpation and privilege.

It was later said, on very poor authority, that the Bank of the
United States instead of improving the circulating medium “did
much to injure it” by being too conservative. “A system of perma-
nent loans was adopted towards individuals and likewise to banks.”
This statement was made to the Secretary of the Treasury in 1817,
by James McCulloch, cashier of the Baltimore branch of the second
Bank of the United States. No doubt the first Bank had some slow
loans, and it might not have been spotlessly impartial toward its
debtors, being a human institution. Nevertheless McCulloch’s state-
ment is unsupported by other evidence of the Bank’s policy, and
probably reflects nothing more than his wish to make the United
States Treasury think that the second Bank was better managed
than the first.*

Although constant receipt of the notes and checks of local banks
made the Bank of the United States the constant regulator of the
latter, the Treasury also played the same role. The Bank was situ-
ated right in the path of the function, so to speak, where perform-
ance of it was most natural, but the Treasury had a prominence, a
political interest, and an operating interest which often drew it
into performance of the function. Neither Hamilton, nor Wolcott,
nor Gallatin refrained in the Treasury from assuming major re-
sponsibility for central bank assistance in special cases, though the
routine performance of the function, as effected through current
collection of balances due from the local banks, was left to the
federal Bank.

Late in 1796 the Bank of New York lent the Treasury $200,000,
and gave it deposit credit for that amount. Since the Treasury
itself wished to have the funds in its account with the Bank of the
United States, or others to whom it gave checks drawn against the
credit wished to have them there, the New York office of the Bank
of the United States received the checks the Treasury drew, became
thereby creditor of the Bank of New York, and wanted payment

Oriental del Uruguay, Montevideo, not only conducts the customary central
banking functions but has also a large pawn shop, which by competing with
private shops regulates their practice.

¢ ASP, Finance 1v, 774.
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accordingly. It asked to be paid in specie. The Bank of New York
requested Alexander Hamilton’s intercession. He accordingly wrote
Secretary Wolcott, once his subordinate, that the New York Bank’s
“large accommodations to the government” had produced a balance
against it in favor of the New York office of the Bank of the United
States, “which has lately called for $100,000 in specie and it is
apprehended may speedily call for more.” Mr Wolcott replied
promptly. Since the Bank of the United States was having to go
easy on the Bank of New York, it was really the Bank of the United
States that was making the loan, he said, for quite evidently the
Bank of New York was in a position to make it only so long as the
Bank of the United States was forbearing. Why, he might have
asked, had the Bank of New York contracted to lend the money
if it could not produce it without borrowing it elsewhere? What he
did say discloses the systematic nature of banking operations and
their need of central bank governance: he assured the Bank of New
York “of as full and cordial assistance in any pressure of their
affairs” as should be in his power; “I think, however, that they must
principally rely on sales of stock, and in my opinion, any sacrifice
ought to be preferred to a continuance of temporary expedients.”
The Secretary was talking like a central banker: a bank had lent
too much and exposed itself to pressure from its inter-bank settle-
ments; it turned to a recognized source of relief; it was scolded, told
to sell some securities in the market, and assured that if worse came
it would be helped further; for the structure can not be allowed
to collapse merely that one bank be made to suffer for its mistake.
But as usual it is more than one. “These institutions have all been
mismanaged,” the Secretary writes; “I look upon them with terror.
They are at present the curse, and I fear they will prove the ruin
of the government. Immense operations depend on a trifling capital
fluctuating between the coffers of the different banks.” The Secre-
tary of the Treasury does not shed the central bank responsibility
upon the central bank, where it belongs; he worries with it in the
Treasury. So did his successor, Albert Gallatin, whom the Bank of
Pennsylvania, in 1802, asked for relief because “they fall regularly
$100,000 per week in debt to the Bank of the United States” in
consequence of the Treasury’s deposits in the latter. Mr Gallatin
responded partly through Treasury action and partly through
action which he asked the federal Bank to take. His doing so was
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typical. The central banking responsibility was left to the central
bank only in part.®

It is necessary for a proper discharge of the central bank’s func-
tions that it hold large reserves, for what it holds are the ultimate
reserves of the banking system. They are a concentration of the
banking system’s strength, and enable the central bank to meet and
prevent weaknesses that arise in any quarter. It is the banking
system’s lender of last resort. The approach to this end by the Bank
of the United States is signalized by its very large specie holdings.
According to Secretary Gallatin’s figures, these were more than
$15,000,000 in 1809, which was an amount half again as large
as the Bank’s capital and roughly equivalent to the aggregate
specie reported to be held by all eighty-nine other banks in the
United States two years later on the eve of the Bank’s demise.

The claims of a central bank to be governor of the banking system,
holder of its ultimate reserves, and lender of last resort, do not
include a monopoly of loans to the government, though it may be
the lender to which the Treasury has special and preferential access.
“It is very much the policy of the Treasury not to be exclusively
dependent on one institution,” Hamilton said. And Gallatin, con-
scious though he always was of the importance of recourse to the
Bank of the United States for loans, did not rely on it alone.®

The functions of the Bank and its relations to the Treasury and
the banking system are illustrated in the following letter from Albert
Gallatin, in the Treasury, 4 February 1805, to Thomas Willing,
president of the Bank. The letter was occasioned by the hostilities,
described in a preceding chapter, between the Merchants Bank,
New York, and its competitors, especially the Bank of the Man-
hattan Company. The Merchants was a final stronghold of the New
York Federalists, and its president was Oliver Wolcott, Mr Ham-
ilton’s successor in the Treasury. The Manhattan was Jeffer-
sonian, and naturally the administration was on its side. Yet Mr
Gallatin was clearly depending on the assistance of the Bank of the
United States, supposedly Federalist like the Merchants. The Bank
of the United States, however, being managed in Philadelphia, was
perhaps neutral in New York’s domestic rivalries.

“I have within these two days,” Mr Gallatin wrote, “received
information from several quarters, intimating that the actual scar-

5 Hamilton (J. C. Hamilton) v, 175-76, 184; Gallatin 1, 80.
¢ Hamilton (J. C. Hamilton) v, 1865.
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city of specie in New York, combined with the conduct of the
directors of the Merchants Bank, might be attended with some
danger, as it has already with great inconvenience, to the commer-
cial interest of that city generally, and to the Manhattan company
particularly. You must be sensible that a very sudden and great
diminution of discounts by any of the considerable Banks might
cause distress and ruin to many; and it is possible that even that
resource might not be sufficient to ward off the danger. Of the effect
of a suspension of payments on private and public credit as well as
on the revenue, you are too well aware, to render it necessary for
me to add anything.

“Under those impressions I have negotiated with the Manhattan
company for a remittance to London on the first of January next,
which, as I pay them now, will place in fact a deposit of near 200,000
dollars in their hands for about six months. In payment I have given
them a draft of 110,000 dollars on the Bank of the United States,
and the balance on those of Pennsylvania and Rhode Island. This
resource may, however, to them prove insufficient, and I have to
request that, in the measures which you may take for the purpose
of affording relief to New York, you will, so far as is consistent with
the safety of the Bank of the United States, support also the Man-
hattan and New York Banks. This I might effect by making
actual deposits with them; but I think that the object will be ob-
tained in a safer and easier way by leaving it under your manage-
ment. I do not wish you, however, to make any greater advance to
the Manhattan company, on your own account, than you may think
eligible, and will, from time to time, if you chose it, convert such
advances into deposits of public monies by giving them drafts on
you. Nor is it my intention that you should, even in that way, make
them advances to an amount dangerous to yourselves. The safety
of your Bank must, at all times, be the primary object; but in a
critical moment, every assistance consistent with that, should be
afforded to the other Banks.

“The important question, however, is, how present relief shall be
given to New York generally. I perceive that you sent them last
week two hundred thousand dollars; and, on looking at the returns
from the several offices, I think that you might, without any risk,
draw as much from Baltimore, and at least one hundred thousand
dollars from Boston. The other offices are perhaps too distant to
afford any immediate assistance.
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“In aid of this, it may be eligible, as it will relieve to a certain
degree the distress arising from the necessary diminution of dis-
counts, to transfer to New York the purchase of a greater portion
of bills on Holland ; and with that object I will direct Mr Simpson
in Philadelphia and Mr Dalton in Boston to suspend their purchases
for Government, until they shall hear from me, and request you, in
the mean while, to give me your opinion on the subject.

“So far as relates to the pressure from the Merchants Bank, it
appears to me, that, whilst its directors per