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            Introduction

         
         “Don’t let it fail,” said President George W. Bush. It was a cold and cloudy day in Washington on November 19, 2008. But the
            climate was even worse in New York’s financial markets, where investors were increasingly betting that one of the world’s
            best-known companies wasn’t going to make it. Shares of Citigroup, a $2 trillion financial behemoth, plunged 23 percent that
            day, and were down a full 88 percent since May 2007. An American president who had seemed to understand the value of competition
            wasn’t willing to let a Wall Street giant lose. “Just don’t let Citi fail,” he told Treasury Secretary Hank Paulson.
         

         
         Mr. Paulson tells this story in his memoir of the financial crisis. But it’s a story that has unfolded time and again in the
            century since the federal government began standing behind Citi. The bank’s rescuers have included politicians and regulators
            of both parties. A striking number of them didn’t believe that Citi deserved its bailouts and doubted whether it could be
            reformed after taxpayers helped it back from the financial ledge. Some even doubted whether the rescues were necessary. But
            what they all had in common was that they just couldn’t manage to say no.
         

         
         A few short months after President Bush’s Oval Office directive to save the bank, Citigroup CEO Vikram Pandit was back in
            front of regulators seeking yet another bailout. “Don’t give up on us,” he pleaded with a senior federal official.1 The government never does.
         

         
         For obvious reasons, Citi’s serial bailouts can be infuriating to taxpayers. But what may not be fully appreciated by the
            public or the press is how destructive the bailout culture connecting Wall Street and Washington can be for the economy and
            even for the institutions that directly benefit from it. This last point may seem a stretch, given that the company we now
            call Citigroup is more than two hundred years old and remains one of the largest financial institutions in the world. But
            our study of Citi’s two centuries reveals that the bank was in many ways healthier and more stable during the century when
            it was independent than it has been during the roughly one hundred years in which it has been helped and guided by the federal
            government.
         

         
         During the bank’s era of serial bailouts, Citi has often been presented as the victim of events beyond its control—a broader
            financial panic, unforeseen economic disruptions overseas, or perhaps a perfect storm of credit expansion, private greed,
            and public incompetence. But through much of its history, Citi not only didn’t fall victim to business cycles or financial
            crises, it actually thrived when others faltered. It became a banking giant precisely because it had the strength to seize
            opportunities—and new customers—in periods of panic.
         

         
         As for the economic benefits of bailouts, which are after all undertaken in the name of saving the economy, to this day it
            remains impossible to prove that the nation’s financial system couldn’t live without Citi or the other financial giants. On
            the contrary, a sober look back at the financial panic of 2008, informed by eyewitness accounts, turns up new reasons to question
            the favored status of the banks labeled too big to fail. Can anyone name a single Citi service that couldn’t be provided by
            other companies? And what price are we paying in terms of lost economic growth and innovation by keeping deeply flawed incumbents
            atop the financial world?
         

         
         These questions, and in fact any kind of thorough inquiry about Citi, are most unwelcome to the nation’s regulatory establishment.
            We’ve lately had as much trouble trying to pry records about government assistance to Citi in the 1920s out of the Federal
            Reserve as many reporters did trying to obtain key information about 2008. The history of instability and government support
            at Citi is not a story Washington wants to tell—or help others tell. This may be why not a single book has focused on Citi
            and its serial crises, even as multiple books have covered smaller institutions that received far less federal help. The fact
            that Citi has not received comparable attention may seem especially odd, given the frantic response of its rescuers to its
            impending doom in late 2008. Treasury Secretary Paulson declared that Citi must not be allowed to fail because, in his view,
            “If Citi isn’t systemic, I don’t know what is.” Citigroup received the most generous government assistance of any bank during
            the crisis, with capital injections of $45 billion as well as hundreds of billions of dollars of additional help in the form
            of commercial paper sales, asset guarantees, debt guarantees, and liquidity assistance.
         

         
         The story of Citi simply does not fit Washington’s explanation of the crisis. Financial regulators and the Wall Street megabanks
            they oversee like to say the crisis was concentrated in the so-called shadow banking system, the gray area occupied by nonbank
            financial institutions that were outside the more heavily regulated commercial banking sector. Much of the attention and debate
            regarding troubled institutions has focused on the failures or near-failures of the nonbank troika of Bear Stearns, Lehman
            Brothers, and AIG. The 2010 Dodd-Frank Act was sold as a way to give regulators important powers they didn’t previously have,
            to oversee such large, risky firms outside of commercial banking.
         

         
         But because Citigroup was a federally regulated bank holding company containing a federally insured bank, it was already subject
            to the full range of supervisory authorities. It had not one but multiple federal banking agencies already overseeing its
            activities. And perhaps most embarrassing of all to the regulatory establishment, it was specifically overseen by the Federal
            Reserve Bank of New York and its chief Timothy Geithner, a principal architect of financial crisis policies during both the
            Bush and Obama administrations. It was for President Obama that Mr. Geithner served as Treasury secretary, and when he stepped
            down, he was replaced by a former Citi employee named Jack Lew. Don’t count on him to expose the full dimensions of this disaster.
         

         
         *  *  *

         The financial markets can be a rough place, so one could argue that any business lasting so long must be doing something right.
            And the bank certainly did a lot right in its first one hundred years, although at its origin in 1812, Citi was more like
            the politically connected operation we see today than the market success it would become for much of the nineteenth century.
            Created just two days before the start of the War of 1812 and a year after the closing of the First Bank of the United States,
            City Bank of New York was conceived to serve the needs of both Washington and Wall Street.
         

         
         Of course, back then Wall Street looked a lot more like Main Street. Before lower Manhattan became the world’s financial center,
            it was a center for merchants and traders who wanted credit. Without the First Bank of the United States, both New York’s
            merchant class and the relatively young national government saw the need for a new provider of financial services. The New
            Yorkers in particular wanted Gotham to compete with Baltimore, Boston, and Philadelphia as a banking center.
         

         
         At its start, the bank we now call Citi was no obscure garage start-up. Many of the bank’s initial stockholders had owned
            stock in the First Bank of the United States. Citi’s first president, Samuel Osgood, had been a member of the Continental
            Congress and America’s first postmaster general. The bank’s creation was intensely political as rival factions in the New
            York state assembly—each aligned with factions in the federal government—competed in a lobbying battle for a state charter.
            Legislators eventually struck a compromise whereby the faction aligned with President James Madison and the rival group affiliated
            with Vice President George Clinton each secured a number of board seats in the new enterprise. Though Clinton died two months
            before the birth of the bank, rival politicos were able to come together in the pursuit of personal, civic, and sovereign
            advantage.
         

         
         Just as today, Citi at its inception was deeply intertwined with the national government—with benefits for both parties. Early
            investors sought to profit from their alliance with Washington, while City Bank provided critically needed financing for the
            government to mount a national defense, as well as depository services. This meant the bank was significantly wounded by the
            founding of the Second Bank of the United States just a few years after City’s founding. A private investor allowed it to
            survive into the 1820s.
         

         
         Unlike in our current era of too-big-to-fail banks, when the Panic of 1837 proved too much for City to bear, there was no
            taxpayer bailout. John Jacob Astor, perhaps the country’s richest person at the time, bought a piece of the bank and provided
            desperately needed capital. As important, he installed his protégé Moses Taylor on City Bank’s board. Taylor would eventually
            lead the bank beginning in the 1850s through decades of stability and success. In striking contrast to the government-backed
            modern Citi, which has careened through long periods of serial crises, the nineteenth-century version of the bank seems to
            have absorbed the lessons of its 1837 near-collapse and did not repeat the mistakes that required a private rescue.
         

         
         Astor the rescuer was New York City’s preeminent real estate magnate. Unlike later Manhattan real estate titans like Donald
            Trump, the frugal Astor carried little debt and had the ready cash in a crisis to buy a controlling stake in the bank. Astor’s
            man Taylor was similarly focused on earning steady profits rather than headlines. In 1919, financial historian John Moody
            wrote that Taylor’s “cash reserve was his pride” and said of the bank that “with every panic it grew stronger.” Unlike some
            more recent members of the Citi executive team, Taylor didn’t seem to suffer from Potomac Fever. According to Anna Robeson
            Brown Burr, Taylor turned down the job of Treasury secretary during Reconstruction.
         

         
         Taylor held to the view that he “must not spend a dollar unless absolutely necessary.” To modern taxpayers, he might appear
            reassuringly boring. And that describes much of the nineteenth century at the bank. In contrast to the modern politicized
            Citi, which tends to falter during times of financial stress, the old bank thrived even as the US suffered numerous financial
            panics after the Civil War. The firm that would become Citibank grew its assets, its loans, and its profits—not too quickly,
            but reliably.
         

         
         Taylor was not simply a banker but an activist investor and a sort of amiable corporate raider who would lend money and acquire
            stock in struggling industrial companies and then over time exercise control and install his own management team. “The friendly
            tone of many of the letters to Taylor suggest that he may have been less voracious than other New York financiers of the period,”
            according to the New York Public Library, which houses Taylor’s papers.
         

         
         Upon Taylor’s death, control passed to his son-in-law Percy Pyne, a low-key and cautious executive. In the era before taxpayers
            were standing behind the company, risk-taking was not very appealing.
         

         
         Pyne’s successor, James Stillman, was the Rockefeller family’s favorite banker. Swelling deposits from Standard Oil and other
            customers who moved their money out of weaker banks helped make City Bank the country’s largest savings institution. The bank
            also moved much closer to Washington as it helped finance the Spanish-American War. The good times at City wouldn’t last.
            In the twentieth century, with increasing support and direction from the federal government, the good times would be replaced
            by great times and terrible times, a recurring cycle of exciting booms and horrific busts.
         

         
         The bank’s risk-taking in the 1920s inspired Senator Carter Glass to blame City Bank CEO “Sunshine Charlie” Mitchell “more
            than any fifty men” for the stock market crash of 1929. Ironically—or perhaps not—a future chairman of the Executive Committee
            at Citi, Robert Rubin, would lead the effort seventy years later to rewrite the senator’s signature Glass-Steagall Act, which
            sought among other things to limit risk-taking at federally insured banks. In the late 1990s, Citi was actually in violation
            of Glass-Steagall until Rubin, then the US Treasury secretary, helped engineer a new law that made Citi compliant. Between
            the time the legislation was originally introduced and its enactment, Citi hired him to serve as a highly compensated executive
            with “no line responsibilities.” He went on to advise the executives who did have responsibilities to ramp up the firm’s risks in the years leading up to the financial crisis.
         

         
         Citi needed serial government bailouts in 2008 and 2009 to stay afloat. This was nothing new at Citi, and sometimes the governments
            doing the rescuing haven’t even been ours. Saudi prince Alwaleed bin Talal in the 1990s and an Abu Dhabi sovereign wealth
            fund in 2007 also provided life rafts to the bank. Prior to the 1990s, it was usually Uncle Sugar that helped out whenever
            Citi ran into trouble, especially after Walter Wriston ascended to the top of City Bank in the 1960s. But he had his own issues
            with foreign governments. Among the most influential bankers of his or any era, he is perhaps most famous for wildly overestimating
            the creditworthiness of developing countries.
         

         
         During the financial panic of 2008 and in the years since, financial reporters, bank executives, and politicians liked to
            discuss the unprecedented nature of that crisis. But as you’ll see in the pages to come, disasters have been relatively frequent
            during the century of government-protected banking—especially at Citi.
         

         
         
      
   
      
      
      
         
            1
A Bank for the Treasury Secretary

         
         Just as the financial crisis was beginning to flare in 2008, Citigroup hired Sanjiv Das to be CEO of the giant bank’s $300 billion
            mortgage unit. More than a few people asked him why he had agreed to accept such an assignment. He may have been wondering
            the same thing as he took a cab to Citi’s headquarters, then located at 399 Park Avenue in New York City.
         

         
         It was to be his very first day on the job, and Das was enjoying a pleasant conversation with the taxi driver, a fellow immigrant
            from India. Das began to describe his new role at the bank. “Just my luck,” the taxi driver interjected. “I have some keys
            I need to give you.” The driver then produced two house keys and handed them to Citi’s new mortgage boss. “Your guys sold
            me the loans to flip these houses.” The cabbie then politely elaborated that with the market cratering, he was unable to sell
            the homes and, since he could not possibly afford to pay the mortgages, he would simply hand the properties back to Citi.
         

         
         Das was incredulous that his new employer had given two mortgages to the cheerful speculator behind the wheel of the taxi.
            But the story got worse. The driver helpfully explained that while he only had two mortgages from Citi, he also had three
            other mortgages from rival financial institutions. Perhaps he was hoping to meet other bank CEOs—and return more keys—as he
            ferried executives around Manhattan.
         

         
         With the keys jangling in his pocket, Das arrived for his first meeting with Citigroup’s board of directors. He recalls walking
            into the room and seeing arrayed around the conference room “all the glitterati that had led them off the cliff.” Das reports
            that director Robert Rubin never looked up from the BlackBerry device in his hands while asking, “How the f— do we get out
            of this problem?”
         

         
         Das says that he walked over to Rubin and handed him the keys he had just received from the cabbie with five mortgages. Das
            then promised to propose a solution to Citi’s mortgage problem “if you tell me how the f— you got in it.”
         

         
         The explanation will take a while.

         
         Our story begins more than two centuries ago. Even more than in 2008—when Citi was led by politically connected directors
            like former US Treasury secretary Rubin—the bank at its founding was a creature of politics. It was quite literally a creation
            of government.
         

         
         But Citi could only come into being after another government creation was allowed to die. Ironically, although Citi is a classic
            example of a bank considered too big to fail by Washington politicians and regulators, Citi exists only because lawmakers
            of the early nineteenth century decided to close a bank with a much larger role in the nation’s financial system. In 1811,
            Congress decided not to renew the expiring charter of the First Bank of the United States, and the reasons had a lot to do
            with unresolved questions about its founding twenty years earlier.
         

         
         Back in 1791, America’s first secretary of the Treasury, Alexander Hamilton, had won the political argument for a national
            bank. But he had not necessarily won the intellectual argument. And the legal argument would not be won until fifteen years
            after his death with the unanimous decision of the Supreme Court in McCulloch v. Maryland.
         

         
         Hamilton did manage to persuade Congress and President Washington that creating a national bank largely owned by private investors
            would help facilitate both public and private finance. What was more difficult was clearly demonstrating that the new federal
            government had the authority to do so. Where in America’s new governing document did the feds enjoy the power to create a
            financial firm—or any other kind of corporation for that matter? Bank advocates argued that the power to create the bank was
            implicit in the new Constitution, and usually pointed to several phrases in Article I, Section 8 in making their case:
         

         
         
            The Congress shall have Power To lay and collect Taxes, Duties, Imposts and Excises, to pay the Debts and provide for the
               common Defence and general Welfare of the United States . . .
            

            To borrow Money on the credit of the United States;

            To regulate Commerce with foreign Nations, and among the several States . . .

            To coin Money . . .

            To make all Laws which shall be necessary and proper for carrying into Execution the foregoing Powers, and all other Powers
               vested by this Constitution in the Government of the United States . . .
            

         

         Bank opponents, who included Representative James Madison, argued that while a government-created national bank might make
            it easier to exercise many of these powers, it wasn’t necessary. They also saw an invitation to future mischief in the argument
            that a federal government of limited and enumerated powers also enjoyed other powers that weren’t enumerated.
         

         
         Secretary of State Thomas Jefferson warned of a banking monopoly and pointed out that authorization to create corporations
            and specifically banks had been debated and rejected during the drafting of the Constitution, so this authority could hardly
            be implicit. The issue was certainly not a new one. In 1781, long before the Constitution was drafted, the Congress operating
            under the Articles of Confederation had created a Bank of North America. But as with the First Bank of the United States,
            it seems that legislators had been more eager to solve financial problems than convinced of their authority to fix them. (Historians
            have debated whether one or the other or perhaps neither of these early institutions should be considered America’s first
            central bank.)1

         
         Ten years later, before President Washington signed the bill to create the First Bank of the United States, he separately
            asked Jefferson and Attorney General Edmund Randolph for their opinions. Jefferson warned:
         

         
         
            I consider the foundation of the Constitution as laid on this ground: That “all powers not delegated to the United States,
               by the Constitution, nor prohibited by it to the States, are reserved to the States or to the people.” . . . To take a single
               step beyond the boundaries thus specially drawn around the powers of Congress, is to take possession of a boundless field
               of power, no longer susceptible of any definition.
            

         

         Jefferson elaborated on the danger of perverting the “necessary and proper” clause into a vehicle to get around the Constitution’s
            limits on federal power:
         

         
         
            . . . the Constitution allows only the means which are “necessary,” not those which are merely “convenient” for effecting
               the enumerated powers. If such a latitude of construction be allowed to this phrase as to give any non-enumerated power, it
               will go to everyone, for there is not one which ingenuity may not torture into a convenience in some instance or other, to
               some one of so long a list of enumerated powers. It would swallow up all the delegated powers . . . Therefore it was that
               the Constitution restrained them to the necessary means, that is to say, to those means without which the grant of power would
               be nugatory.2

         

         Jefferson was a longtime philosophical rival of Hamilton and a reliable opponent of a strong central government. He was also
            generally suspicious of bankers, so his opposition was unsurprising. But Attorney General Randolph, who often straddled the
            philosophical divide between Jefferson and Hamilton, also concluded that the bank was unconstitutional. Since Randolph was
            the senior legal expert in the executive branch, his opinion on the legality of Hamilton’s plan might have been expected to
            carry great weight. It certainly could not have been easy to ignore the clear logic in Randolph’s letter to Washington:
         

         
         
            “The phrase, ‘and proper,’ if it has any meaning, does not enlarge the powers of Congress, but rather restricts them . . .”3

         

         Washington signed the bill anyway. Like most members of Congress, he wanted an institution to issue paper money, provide a
            safe place to keep public funds, collect the government’s tax revenue, and provide commercial banking services for the burgeoning
            American economy. Hamilton largely modeled his creation on the Bank of England. While the elected lawmakers of the United
            States approved the idea, they perhaps wondered if the critics were right and gave the new Bank of the United States an expiration
            date. The bank would need to cease operations in twenty years if another law wasn’t enacted to extend its charter.
         

         
         It was a victory for Hamilton but also a threat to his wealth. His original design had been for a national bank based in Philadelphia
            and without branches in other cities. When lawmakers instead drafted the bill to include various branches he unsuccessfully
            argued against the idea. Publicly he expressed concern that mismanagement of a single branch could hurt the reputation of
            the entire system, but he had a strong private incentive to hold this position. Hamilton was the founder of the Bank of New
            York and likely hoped that his bank would be the exclusive fiscal agent of the federal government in New York City.4 Once it was clear that the new national bank would be handling that assignment with a new branch in Manhattan, perhaps he
            began to wonder if Jefferson was right about a new financial monopoly. Bank opponents had warned that a competitor created
            by the national government would threaten the three existing state-chartered banks as well as other state banks chartered
            in the future.5

         
         On the day it opened for business in Philadelphia, December 12, 1791, the First Bank of the United States did not just instantly
            become the country’s largest bank. It was also by far the largest corporation of any kind. It enjoyed a capitalization of
            $10 million, “more than four times as much as that of the three existing banks combined and far more than the amount of all
            the gold and silver in the country.”6

         
         It’s wrong for the government to pick winners and losers. But there’s an old saying that when the government picks a winner—bet
            on it. Private investors did, supplying 80 percent of the bank’s initial capital. The government bought the other 20 percent
            of the bank by issuing $2 million in federal bonds. The board of the new First Bank of the United States consisted of private
            directors rather than government appointees. While Hamilton preferred a strong central government, he didn’t trust it to safeguard
            the young nation’s currency. This is why he didn’t want to leave the printing of money up to Congress or to his own Treasury
            department. “Hamilton saw the requirement that the Bank of the United States be a profit-making institution as a way to control
            the government’s temptation to issue notes not backed by gold and silver,” writes Thomas K. McCraw,7 who adds that the “tendency to print money had run amok during the Revolution.”
         

         
         Hamilton wanted self-interested bankers rather than political actors looking after the issuance of paper, which he said was
            “an operation so much easier than the laying of taxes that a government, in the practice of paper emissions, would rarely
            fail in any such emergency to indulge itself too far.”8 The US government in our own time has certainly indulged itself when it comes to paper emissions. As we write, the Federal
            Reserve is presiding over a balance sheet of more than $4 trillion, which in turn helps the Treasury to operate with $20 trillion
            in debt—and that’s just the debt that Uncle Sam formally acknowledges, never mind all the unfunded promises stretching far
            into the future. A question posed by Hamilton remains just as hard to answer more than two centuries later, as it was in his
            time: “What nation was ever blessed with a constant succession of upright and wise Administrators?”9

         
         But in curing one problem, did Hamilton create others? In our own time, and specifically during the 2008 financial crisis,
            Americans saw the destruction that can occur when government anoints particular profit-seeking firms to carry out public missions
            like financing home purchases or evaluating credit risks. Back in Hamilton’s day, the questions from critics largely focused
            on whether the government should advantage one institution instead of allowing an open market. The private investors who bought
            stakes in the First Bank of the United States enjoyed a wealth of advantages over existing and potential competitors, and
            not just because their new bank carried the imprimatur of the national government. It was the only bank that had a federal
            charter, and in short order it held most of the federal government’s deposits. Its notes, based on commercial credit, were
            circulated as legal tender throughout the country. Paper from state-chartered banks wasn’t as widely accepted.
         

         
         Also, while the new national bank could open offices in different cities, the state-chartered competitors were “unit banks”—single
            locations without additional branches. The new national bank didn’t have the explicit regulatory authority or responsibility
            for conducting monetary policy enjoyed by modern central banks like the Federal Reserve. But Jefferson argued that the new
            bank had de facto regulatory power because it could set standards regardless of what state laws said. And states were prohibited
            from taxing the First Bank of the United States.10

         
         The new institution functioned both as a private commercial bank and as the fiscal agent for the Treasury. It was both a creditor
            and a debtor of the government, holding federal debt as well as federal deposits. The First Bank of the United States was
            also an emergency lender, but for the government, not for private financial institutions as the Fed is today.11

         
         The model worked for investors as the bank immediately assumed a dominant position in American finance. By 1800 the bank’s
            headquarters office was the “most imposing building in Philadelphia”12 (and still stands today). In addition to this impressive flagship, “there were four branches of the bank (in Boston, New
            York, Baltimore and Charleston), and four more were about to be created (in Norfolk, Savannah, Washington and New Orleans).”13 After Philadelphia, the outpost in New York was by far the largest.14

         
         The private owners of the First Bank of the United States certainly didn’t want this game to end. As early as 1808 they were
            asking Congress to extend its charter beyond the scheduled expiration in 1811. This request was forwarded to Treasury Secretary
            Albert Gallatin, who favored extending the charter and increasing the bank’s capital from $10 million to $30 million. But
            Gallatin served under President Jefferson, who still objected to the bank on principle. When Jefferson left office in early
            1809, the clock was still ticking down toward the scheduled sunset.
         

         
         In January 1811, both chambers engaged in debate on the bank’s charter. The House voted down a renewal, and the Senate requested
            that Gallatin, who remained Treasury secretary under President James Madison, draft another report. He again supported renewal,
            but the Senate voted it down, with Vice President George Clinton casting the tiebreaking vote. By this time, Hamilton had
            passed away and state-chartered banks had become a more potent lobbying force. It seems that the new colossus of American
            banking had not been quite as dominant as some feared, because numerous state-chartered banks had sprung up in the years of
            its existence. Perhaps ironically, it seems there was now a larger and more effective group of competitors able to make the
            case that the bank was impeding competition. Without a charter extension, the First Bank of the United States died.15

         
         While the death of a financial giant seems unthinkable to many modern regulators, the young US economy seems to have taken
            it in stride. At the time the bank shut down, its New York branch was the largest bank in the city of New York. Unlike some
            of the sick giants of 2008, the branch was in good financial condition, and it was rather easily liquidated. This was not
            true everywhere. Litigation related to claims on some First Bank of the United States branches would continue for years, but
            the end of the big bank didn’t trigger a panic.16

         
         Still, just because there was no crisis when the bank closed, that doesn’t mean the closure didn’t leave a competitive vacuum.
            Public and private customers still wanted financial services, and a particular group of investors had an idea on how to serve
            them. The story of the business we now call Citigroup was about to begin.
         

         
         
      
   
      
      
      
         
            2
When Failure Was Allowed (Because Government Wasn’t Big Enough to Help)

         
         If New York merchants were immediately missing the city’s largest bank, federal officials were even more concerned about the
            closure of the country’s most significant financial firm. The First Bank of the United States shut its doors just as the US
            government was preparing to borrow huge sums to finance a war. Treasury Secretary Gallatin had been hoping the bank would
            be a major source for these funds. The Napoleonic Wars in Europe had disrupted international trade, denting the young US economy.
            British ships were raiding American cargoes, kidnapping American sailors, and forcing them into service against the French—and
            in some cases forcing them to fight against fellow Americans. Several months after the closure of the bank, US troops fought
            British-backed Native Americans at the Battle of Tippecanoe in November of 1811. In Washington, members of Congress were discussing
            plans for a massive increase in land and naval forces to defend the young republic. And on top of all that, the Treasury still
            owed debt left over from the Revolutionary War, debt that Gallatin had hoped to retire by 1817.1

         
         A new lender would soon emerge in New York. Just as Congress had been preparing to reject renewal of the First Bank of the
            United States in early 1811, a group of investors had petitioned the New York state assembly to grant a charter for a new
            financial institution to be based in Manhattan. Many of the investors were keenly aware of the opportunities about to be created
            by the national bank’s closure because of their firsthand experience. According to a history Citigroup published to celebrate
            its two hundredth anniversary, “Shareholders in the Bank of the United States went on to provide more than 50 percent of the
            startup capital for a new institution, City Bank of New York. The new bank can be seen as a direct descendant of the United
            States’ first central bank and went on to have a far greater impact on the nation’s development.”2

         
         Especially after the bailouts of 2008, big politically connected financial firms like Citi are usually embarrassed to acknowledge
            their government ties. But in this case the institution proudly asserts the paternity of the first corporation created by
            Washington. And the new City Bank of New York even moved into its financial father’s old building, buying the onetime New
            York branch of the First Bank of the United States at 52 Wall Street.3

         
         Right from the start, the new outfit could hardly have been more political. This was no Silicon Valley start-up with bright,
            ambitious nobodies tinkering in a garage. The bank was born in a legislative compromise among some of New York’s most powerful
            people. And since 1812 was an election year, crafting such a compromise was particularly difficult.
         

         
         To be clear, back then Wall Street in particular and New York City in general were not yet the financial centers they would
            become. But commerce was booming, and the closure of the national bank had left just five single-unit banks4 in a growing city with nearly one hundred thousand people. By way of comparison, in 2014 there were twenty-nine bank offices
            or branches for every one hundred thousand Americans.5 The country’s a lot richer now, but on the other hand, New Yorkers in 1811 had no online banking options.
         

         
         In any case, between the needs of one hundred thousand New Yorkers and one national government, investors saw opportunity.
            But first they had to do some serious lobbying. Initially, the effort was led by a group of Democratic-Republican merchants
            aligned with President James Madison who wanted to make New York banking competitive with that of Philadelphia, Boston, and
            Baltimore. But Madison’s allies didn’t have enough votes in the New York legislature, partly because Madison’s coalition was
            splintering. While he would still be reelected in the fall, it would be by a smaller margin than in his 1808 victory, and
            his party would lose seats in various levels of government.
         

         
         New York City mayor DeWitt Clinton, a former member of Madison’s party and the nephew of Madison’s vice president, commanded
            a rival faction. The Clinton faction helped kill the petition to create City Bank in March of 1812. But after the death of
            Vice President George Clinton in April, New York legislators eventually managed to reach a deal in which director seats would
            be split between Madison and Clinton partisans. Leading the bank as its first president would be a pillar of the political
            and financial establishment: Harvard-educated Samuel Osgood had been a member of the Continental Congress, a New York Treasury
            commissioner, director of the Bank of North America, and the first postmaster general of the United States. The charter application
            was approved and City Bank was born on June 16, just two days before the start of the War of 1812.
         

         
         The latter event certainly did create an opportunity for purveyors of financial services, because Washington was going to
            need to spend a lot of money, much of it borrowed. And this required finding lenders willing to bet on the debt of a developing
            country. The US government in those days could hardly fund itself, never mind trying to bail out private companies as it has
            done in our more recent history.
         

         
         In 1812, perhaps the most pressing issue was the need for a much larger army. That year, just eighty-nine men graduated from
            the ten-year-old United States Military Academy at West Point. As for the experienced officers who had fought in the Revolutionary
            War and were still around, they were “too old to be of any use,” according to University of Virginia historian J. C. A. Stagg.6 The president perhaps reached the same conclusion, and by the end of 1812, “Madison had offered commissions to more than
            1,100 officers, 15 percent of whom declined to accept them.”7

         
         Paying for the ones who did accept was a constant challenge. Beginning in February of 1812, Congress had approved the first
            of a series of increases in various taxes and duties, but they would only come into effect after war had been declared. In
            the meantime, Congress also approved new federal borrowing and specifically authorized the government to take out a loan of
            $11 million at an interest rate of 6 percent. But this didn’t mean any lenders had agreed to such terms. Gallatin figured
            that the lawmakers were being too optimistic, and he was proven right. When he sought to borrow the money in April, lenders
            subscribed for only a little more than $6 million of the debt offering.
         

         
         To borrow money today, the US Treasury conducts hundreds of auctions each year of its bills, notes, and bonds. People and
            institutions wishing to loan funds to the US government can submit bids. Held by investors worldwide, US Treasury bonds trade
            in the world’s largest and most liquid capital market.
         

         
         It wasn’t quite the same in the era of Madison. The process often involved the Treasury secretary asking wealthy men like
            Stephen Girard and John Jacob Astor for most of the money. Girard was a financier who in 1811 had bought various assets of
            the expiring First Bank of the United States, including its grand headquarters in Philadelphia, and opened his own bank there.
            Astor was amassing a fortune in fur trading, New York real estate, and other ventures. Like Madison, Astor was a Democratic-Republican.
            He was also a friend of Gallatin’s and was willing to fund the young republic—if the price was right. If Astor was a patriot,
            he wasn’t a fanatic about it. When the US imposed restrictions on trade with British territories during the war, Astor “used
            various ruses to import furs from Canada,” according to historian Donald R. Hickey.8 Astor would eventually play a significant role in the history of City Bank.
         

         
         What was also very different in Madison’s time was a president’s conception of his powers and responsibilities. On June 1,
            1812, President Madison sent a message to Congress explaining all the reasons why the United States should declare war on
            Britain. He cited a “series of acts, hostile to the United States, as an Independent and neutral nation,” including the appalling
            impressment of Americans by the British navy. Madison’s “war message” said that “British cruisers have been in the continued
            practice of violating the American flag on the great highway of nations, and of seizing and carrying off persons sailing under
            it.” He added that thousands of American citizens “have been torn from their country and from everything dear to them; have
            been dragged on board ships of war of a foreign nation and exposed, under the severities of their discipline, to be exiled
            to the most distant and deadly climes, to risk their lives in the battles of their oppressors, and to be the melancholy instruments
            of taking away those of their own brethren.” Madison further reported:
         

         
         
            British cruisers have been in the practice also of violating the rights and the peace of our coasts. They hover over and harass
               our entering and departing commerce. To the most insulting pretensions they have added the most lawless proceedings in our
               very harbors, and have wantonly spilt American blood within the sanctuary of our territorial jurisdiction. 
            

         

         In our own time, this would be more than enough cause for a president to request a declaration of war from Congress or even
            initiate military action without one to defend the country. But President Madison, who had been the principal drafter of the
            Constitution, thought it was not his job to start or even to ask for permission to start attacking another country.9 So Madison’s famous war message didn’t actually ask for a war, but simply referred the matter to Congress:
         

         
         
            Whether the United States shall continue passive under these progressive usurpations and these accumulating wrongs, or, opposing
               force to force in defense of their national rights, shall commit a just cause into the hands of the Almighty Disposer of Events . . .
               is a solemn question which the Constitution wisely confides to the legislative department of the government. In recommending
               it to their early deliberations I am happy in the assurance that the decision will be worthy the enlightened and patriotic
               councils of a virtuous, a free, and a powerful nation.
            

         

         Congress declared war on the United Kingdom seventeen days later, which triggered the new taxes that Congress had already
            approved. But as has so often been the case in more recent American history, tax increases didn’t solve the government’s fiscal
            challenges, despite the hopes of advocates for such legislation. Even after the formal declaration of war, the federal financial
            picture didn’t get much brighter. Stagg notes that “by the end of June 1812, when Gallatin finally estimated that government
            expenditures for the year would total $26 million, the Treasury could calculate on having only just over $16.6 million on
            hand.”10 But whether or not Gallatin had the money to finance it, the war was on. American troops were already preparing to invade
            British-controlled Canada. This series of costly excursions proved to be less successful than Washington expected, although
            American success against the great British navy exceeded expectations.
         

         
         By the end of 1812, “the army had enlisted nearly fourteen thousand new troops, which, when combined with the men recruited
            before 1812, made for a force totaling nineteen thousand men—considerably less than the preparedness legislation had called
            for.”11 Gallatin is perhaps lucky that recruiting was not as successful as hoped, because all these new recruits expected to get
            paid. When they signed up, they were promised “a bounty of $16, a full set of clothes, pay of $5 per month, and 160 acres
            of land upon discharge.”12 But Gallatin’s Treasury could not reliably deliver the funds, even though army pay was hardly generous and in many cases
            less than what farm workers were making. According to Stagg:
         

         
         
            Throughout 1812, army officers constantly complained that shortages of money and clothing gave many recruits a sense of grievance,
               which, once it was widely known, became an obstacle to continuing enlistments. The spectacle of ragged, barefoot, and otherwise
               poorly clad and seemingly destitute troops often brought the army, the government, and ultimately the war itself into public
               disrepute.13

         

         By the early months of 1813, it was clear that the United States couldn’t afford to fight much longer. On March 5, Gallatin
            wrote to Madison with a straightforward message:
         

         
         
            Dear Sir,—We have hardly enough money to last till the end of the month.14

         

         Just in time, Astor, Girard, and Philadelphia financier David Parish provided $9.1 million of a total $16 million raised by
            the government via an April syndicated loan.15 Soon after, President Madison dispatched Gallatin and other wise men to Europe to negotiate a peace deal. Gallatin’s departure
            didn’t make it any easier to sell Treasury bonds. As Hamilton had feared, politicians were finding it increasingly difficult
            to resist the urge to indulge in “paper emissions.” McCraw notes:
         

         
         
            In desperation, Congress authorized the printing of federal currency notes—the first since the ratification of the Constitution.
               There were five separate issues from 1812 to 1815, totaling $36.7 million. This step amounted to fighting the war with printed
               money backed by nothing, much as the Continental Congress had done during the Revolution.16

         

         Gallatin’s diplomacy helped to bring about an eventual peace with the signing of the Treaty of Ghent in December of 1814—although
            news traveled too slowly to reach the United States before Andrew Jackson’s victory over the British at the Battle of New
            Orleans. The conclusion of hostilities in early 1815 must have been as much of a relief to Gallatin as to the rest of America.
            But he may have already given up hope of a sound federal fisc when he formally quit his job running the Treasury a year earlier.
            Today his brief biography on the Department of the Treasury’s website sums up his departure this way: “Having failed to convince
            Congress to recharter the First Bank of the United States in 1811, and foreseeing financial disaster, he resigned in 1814.”
            Then, as now, it was hard to be optimistic that Washington would get its budgetary house in order. Government debt skyrocketed
            from $45 million in 1812 to over $127 million in 1816.17

         
         But all wasn’t lost. Along with the richest of the one-percenters like Astor and Girard, the new government could also increasingly
            count on New York’s new bank. City Bank subscribed to Washington’s war bond issuance in 1813 and the following year helped
            facilitate another government bond issue by lending the underwriter $500,000. The bank assisted Washington again in late 1814
            when it lent the federal government $200,000 so the United States could make payments on its debt. City Bank also became a
            significant holder of government deposits. It was home to one-third of government balances held in New York.18

         
         Also during the war, one of City’s founding directors, Samuel Tooker, personally helped fund a fourteen-gun brig to serve
            as a privateer, on the hunt for British cargo ships to plunder. “Tooker was the principal shareholder in the $65,000 private
            military venture,”19 according to the official history Citigroup published to celebrate its bicentennial in 2012. “With a crew of 120 men, the
            ship set sail one dark night, avoiding British warships blockading the harbor . . . Tooker’s vessel, which was uninsured,
            was never seen again.”20

         
         Decades later, a bank examiner for the Office of the Comptroller of the Currency may have been a little too impressed with
            the firm he was supposed to be regulating when he described the bank’s early days:
         

         
         
            Incorporated June 16, 1812 under the management of the first mercantile men of that day, the pioneers and innovators of a
               class now fondly styled as ‘Merchant Princes.’ Devoted from its birth to the best interests of our common country, we find
               this bank, during the War of 1812 lending its entire capital to the support of the General government during that dark hour.21

         

         Still, it’s clear that the institution was providing useful services to the Treasury. Perhaps City could have been even more
            helpful to the Treasury and to all the bank’s other clients if City’s directors hadn’t been so busy serving themselves. “The
            directors were better politicians than businessmen,” according to the bank’s official history.22 They certainly were good at politics. William Few, who would succeed Osgood as president of the bank after the latter’s death
            in 1813, held a variety of public-sector positions and over the course of his career served in the state assemblies of both
            Georgia and New York. Abraham Bloodgood was also a politician as well as a leather merchant. Isaac Pierson was a doctor who
            would eventually become a New Jersey congressman.
         

         
         As for what kind of businessmen they were, it seems they were better at looking after their own personal business than the
            business of the institution they were supposed to be overseeing. At a healthy bank, the owners put up substantial capital,
            risking their money to serve as a cushion in case the bank’s assets turn out to be worth less than expected—for example if
            some loans to customers of the bank are not repaid. But when City Bank was being created, the bank’s capital was something
            of a mirage, and the customers were often the directors themselves.
         

         
         According to the official history, “shareholders generally had to pay cash for 5 percent of the par value of the shares, followed
            by two installments of 5 percent and 10 percent later in the year. Additional cash payments were not required for Bank of
            the United States shareholders. The founding directors exempted themselves from putting up any cash at all. Instead, they
            could take out indefinite loans from the bank by using their shares as collateral.”23

         
         When a bank’s equity investors don’t put up a large capital cushion, it means depositors—or in more recent history, taxpayers—are
            at risk if loans aren’t repaid. When the owners not only fail to put up much capital but also lend bank funds to themselves,
            it creates risks on both sides of the balance sheet. The thin capital cushion leaves little room for error. And error is more
            likely when loan underwriting consists of self-dealing rather than a sober consideration of the creditworthiness of each potential
            borrower.
         

         
         To top it off, there is the added danger when risks are not diversified. As of February 1814, a quarter of the bank’s lending
            commitments were tied up with just 12 of the bank’s 750 customers.24 City Bank in its early days was like a lot of banks in developing markets—business is concentrated among insiders and there
            is chronic “evergreening” of weak credits. In other words, when loans come due they are continually renewed, whether or not
            the borrower is likely to repay.
         

         
         Suffice it to say that City Bank was not ideally suited to face formidable new competition. But it was coming nonetheless.
            In 1816, Congress chartered the Second Bank of the United States. Just as easily as the stable government deposits and fees
            from government lending had come to City, they generally left to find a new home in the national bank. The Second Bank of
            the United States was like the first one, except much bigger and with more authority. The second national bank had $35 million
            in capital instead of its predecessor’s $10 million. Its charter was again set to run for twenty years.25 Version 2.0 of this Washington-created institution was more like a modern central bank, expected to implement a rudimentary
            monetary policy. The bank would also eventually engage in limited circumstances as a lender of last resort—but doesn’t seem
            to have done much for City.26

         
         The 1820s brought more competition to the New York market, especially with the chartering of Chemical Bank in 1824. City meanwhile
            had been suffering a decline in both its earnings and its credit quality and had continued to allow “excessive borrowing by
            its directors.”27 City’s stock price plummeted to below its par value. But this was not an age of government bailouts. With the bank’s stock
            price depressed, a merchant named Charles Lawton purchased a majority of the shares.28 It seems that Lawton and the other shareholders found the management of the bank to be less than entirely focused on the
            health of the institution. According to the bank’s official history:
         

         
         
            Peter Stagg and his brother were members of a private club renowned for bacchanalian parties where members bet cases of champagne
               as they played the children’s game Follow the Leader on the streets of New York at night. As president of City Bank of New
               York, Stagg was ousted by the bank’s owners in 1825 . . .
            

         

         Lawton replaced the well-fed and well-connected directors with what appeared at least initially to be a more serious and competent
            crew. After struggling as a highly political organization created by the leaders of the government’s first national banking
            venture, City was for the moment on a sounder footing as a more purely commercial organization. But the problem of bank directors
            looking out for themselves wasn’t over, and neither was the problem of unintended consequences of government action. Not for
            the last time, the bank would embrace too much risk in both its assets and liabilities. Before long, a new financial crisis
            would test even the most principled and prudent of bankers.
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City of Instability

         
         It seems unlikely that City Bank’s new management would have been running around Manhattan at night betting cases of champagne
            as the firm’s former president had done. But improved oversight of the bank didn’t mean the oversight was good enough. Whereas
            City Bank’s politically connected founders had almost run it off the cliff during the 1820s, in the next decade mistakes by
            the bank’s leadership left it vulnerable to political actors outside the bank who were making even bigger mistakes.
         

         
         The leaders of the new regime at City continued at least one bad habit of their predecessors and also developed a few new
            ones. Self-dealing is never a sign of a healthy institution. Loans to the bank’s own directors were excessive compared to
            such loans at City’s competitors.1 Also, City’s deposits increasingly came from banks in other cities—rather than from City’s owners or other local customers.
            This was a problem because deposits from out-of-town banks tended to be less stable, with a greater likelihood of sudden large
            withdrawals. City was also funding itself by issuing a large volume of banknotes, which could create further strain on the
            bank if lots of note holders suddenly decided they wanted to redeem them for gold or silver. This was particularly dangerous
            for City because it had low reserves of the precious metals compared to other New York City banks.2

         
         The bank also had relatively little capital to absorb losses, and its owners were reluctant to put up more. City even turned
            down a chance to become a federal depository because it didn’t want to raise the additional capital required to support a
            larger business. So the administration of President Andrew Jackson ended up choosing other New York firms to be his “pet banks.”
            Jackson was moving money out of the Second Bank of the United States in preparation for allowing its charter to expire in
            1836 and was depositing the money in a host of state banks. It might seem like the height of incompetence for City to decide
            it didn’t want the US government as a customer, and perhaps it’s not surprising what happened next.
         

         
         But incompetence could be found in both the private and public sectors. On the eve of the closing of the second national bank,
            City had allowed itself to become a thinly capitalized, unstable also-ran. With $2.6 million in assets in 1835, it held just
            a 3 percent share of the New York banking market. City was in no position to capitalize on the closing of a giant competitor,
            and in fact it had just turned down what for many banks would be the most prized customer imaginable. The bank’s asset level
            was about to decline further, but the economic calamity that struck the United States and much of the world could hardly be
            blamed on City.
         

         
         For more than a century after Andrew Jackson closed the Second Bank of the United States, historians often faulted him for
            the economic destruction that followed. A common theory was that by weakening and then eventually closing the national bank,
            he had removed the chief enforcer of monetary discipline. This theoretically encouraged state banks to be promiscuous in their
            note issuance, which caused an inflationary bubble, which eventually burst with catastrophic results. More recently this theory
            has given way to other explanations, but there is no question that the Panic of 1837 signaled the beginning of a global catastrophe.
         

         
         Many of today’s high school students have probably not even heard of it, yet the 1837 financial crisis and the economic downturn
            that followed have rightly been described as “America’s First Great Depression.”3 The agony continued for years. Economists Milton Friedman and Anna Schwartz cited the contraction of 1839 to 1843 as the
            only period in our history “remotely comparable to the monetary collapse from 1929 to 1933.”4

         
         Visiting the United States for a lecture tour in early 1842—nearly five years after the initial panic—Charles Dickens found
            a humorless, “gloomy” people, a “melancholy air of business,” and a landscape of shuttered enterprises and half-completed
            construction projects.5 He had no desire to return. During the depression years, manufacturers laid off thousands of workers.6 Americans witnessed not only food riots but even violent uprisings against landlords and various governmental authorities.
         

         
         An economic disaster must have been just about the last thing most Americans expected before the Panic of 1837. Not only did
            the crisis follow a period of rising prosperity, but the federal government had just finished paying off the last of its debt
            in 1835. Jackson’s Treasury secretary Levi Woodbury predicted that the United States would enjoy the “unprecedented spectacle”
            of being a nation that owed nothing.7 Jackson became the only president in US history to preside over both a balanced budget and a debt-free Treasury. Unfortunately,
            many state governments were very far from debt-free on the eve of the country’s first great economic contraction.
         

         
         Many of the states had been borrowing heavily to construct canals and other transportation infrastructure. One could perhaps
            understand their enthusiasm for the economic benefits of allowing goods to more easily flow across the young country. By all
            accounts, business was booming. Although it’s hard to tell exactly how fast the economy was growing in the years before the
            great panic because statistics were not collected and maintained as they are today, modern economists have made estimates
            based on the available records. According to a 2000 research paper from the Federal Reserve Bank of Minneapolis, gross national
            product was surging. “Between 1820 and 1836, real GNP grew at close to an 8 percent annual rate; between 1830 and 1836, at
            a 10 percent annual rate,”8 write the authors.
         

         
         Driving much of this growth was the swelling market for American cotton. While Eli Whitney’s invention of the cotton gin famously
            enabled the efficient production of this commodity free of seeds, Alasdair Roberts points out that it was a series of British
            technological innovations in the production of textiles that created the massive demand for this crop. Only large-scale manufacturing
            of clothing could create large orders for American plantations. In the early decades of the nineteenth century, these orders
            were rising rapidly, and they were largely coming from northwest England. Manchester was known as the “Cottonopolis of the
            Universe,” and nearby Liverpool was “the seaport through which passed almost all Anglo-American trade.”9 That included, according to Roberts, “almost one-third of a billion pounds of American cotton” in 1836.10

         
         It isn’t easy to grasp, as we enjoy the benefits of a diverse US economy today, the central role that cotton played in the
            US economy then—and how much it relied on trade with the United Kingdom. Today we sell agricultural products, aircraft, pharmaceuticals,
            movies, music, software, and services all over the world. Roberts explains that in the mid-1830s, “Almost half the total value
            of all U.S. exports in 1836—about fifty million dollars—was accounted for by the sale of cotton to Liverpool brokers.”11

         
         The cotton trade with the UK was five times as large as US tobacco exports, nearly nine times as large as US exports of manufactured
            goods, and more than ten times US exports of lumber and wood products.12 Over the course of four decades ending in 1840, land in the American South devoted to cotton farming would increase fifteenfold.
            America would become not only the world’s largest producer of cotton, but larger than all other countries combined.13

         
         Of course, the cotton economy was built on America’s original sin, the monstrous institution of slavery. And it wasn’t just
            Southern plantation owners who were sinning. Cotton production was capital intensive, and planters borrowing heavily used
            both their land and the human beings they held captive as collateral. Financing was provided by US and British financiers
            and merchants as well as lenders in other parts of Europe. The largest slave trader in the US, Franklin and Armfield, frequently
            borrowed from the Second Bank of the United States. In the eight years ending in 1832, loans from the bank to slave owners
            in the Mississippi Valley increased sixteenfold.14 With the retreat and subsequent closure of the second national bank, state banks popped up all over slave-holding regions
            to maintain the financing for King Cotton.
         

         
         But there wasn’t going to be enough financing for much of anything, because of policy decisions in Washington and especially
            in London. These decisions were a particular shock to the economy because they represented a complete policy reversal. In
            the years before the panic a sharp rise in the money supply had created too much financing, providing the fuel for a real estate investment mania. Prices for land and just about everything grown and harvested
            on it had been surging. An index of key commodity prices in New Orleans increased by more than 30 percent between January
            1835 and April 1836. In Cincinnati, commodity prices rose by 60 percent.15 Inflation wasn’t rising quite as rapidly in eastern cities, though it was still well into double digits.
         

         
         The nationwide frenzy for land was even more dramatic. Towns where government land offices were located were overrun with
            eager potential buyers on auction days. When such towns ran out of space to house the visitors in hotels, saloons, and restaurants,
            speculators pitched tent cities to stay near the action.16

         
         What was causing what appeared to be a runaway inflation in the price of real estate and its produce? Daniel Walker Howe notes
            that for a long time historians thought that Jackson’s “pet banks” that replaced the Second Bank of the United States “had
            irresponsibly overextended their loans during the boom of 1836.” But Howe writes that “now we know that, monitored by the
            Treasury, the state bankers showed appropriate caution,” and that, with a few exceptions, “the pet banks were generally responsibly
            managed.”17 Students of more recent American history who are familiar with the way the Treasury’s Office of Thrift Supervision monitored
            AIG in the years before the 2008 crisis may find this hard to believe. But there is evidence to argue that the surge of money
            that fueled skyrocketing prices was not the fault of Jackson’s pet banks or Jackson’s Treasury.
         

         
         At the time, Britain was not just the principal customer for American exports but also the financial center of the Anglo-American
            economy. As important as Liverpool was to the flow of raw cotton and the subsequent manufacture of cotton fabrics, London
            was to the financing of this industry. Specifically, London was at the heart of the credit system that allowed merchants to
            buy cotton in America before they could sell it to the mills of Manchester—and allowed Manchester’s mill owners to pay for
            the cotton before they had sold any shirts. Nearly two centuries later, much of this finance would be facilitated by banks
            like Citi, but in the mid-1830s the various brokers that participated in this trade understood there was one institution that
            dominated the market. The Bank of England decided whether and on what terms it would buy bills of exchange—written promises
            that the buyer of a load of cotton or shirts would pay for it several months later at his home bank. And the UK central bank
            used this market to conduct monetary policy. According to Roberts, “The amount by which the Bank of England discounted those
            bills—that is, the difference between what it was prepared to pay for a bill and its face value—was the main mechanism by
            which it influenced prevailing interest rates.”18

         
         In the years before the panic, the bank was keeping interest rates low, which not only meant easy money for businesspeople
            up and down the cotton supply chain—it also meant that British investors looking to earn a higher yield than they could get
            at home in the UK started investing huge sums in the United States, including in the bonds that many US states were issuing
            to build all those canals. Back then, London financiers looked at American bonds the way that today’s Wall Streeters look
            at
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