

[image: ]




[image: ]




THIS IS A BORZOI BOOK
PUBLISHED BY ALFRED A. KNOPF

Copyright © 2012 by Scott Reynolds Nelson

All rights reserved. Published in the United States by Alfred A. Knopf, a division of Random House, Inc., New York, and in Canada by Random House of Canada Limited, Toronto.
www.aaknopf.com

Knopf, Borzoi Books, and the colophon are registered trademarks of Random House, Inc.

Library of Congress Cataloging-in-Publication Data

Nelson, Scott Reynolds
A nation of deadbeats : an uncommon history of America’s financial disasters/by Scott Reynolds Nelson.—1st ed.
p. cm.
eISBN: 978-0-307-96105-1
1. Financial crises—United States—History. 2. Recessions—United States—History. 3. Depressions—History. 4. United States—Economic conditions.
I. Title.
HB3743.N45 2012
338.5′42—dc23      2012025264

Jacket image: Jon Berkeley/Ikon Images/Getty Images; (dollar) Hill Street Studios/Blend Images/Getty Images
Jacket design by Darren Haggar

v3.1





Contents


Cover

Title Page

Copyright

        PREFACE     A Republic of Deadbeats

A Few Technical Terms




CHAPTER ONE     Duer’s Disgrace

CHAPTER TWO    A Botanizing Excursion

CHAPTER THREE   Monkey Jackets, the Uncorked Mississippi, and the Birth of Caterpillar Banks

CHAPTER FOUR    The Second Bank, the Monkey Jacket War, and Tenskwatawa’s Revenge

CHAPTER FIVE      The Politics of Panic, the Economics of Rags

CHAPTER SIX        Leviathan

CHAPTER SEVEN    Of Swamps and Calculus

CHAPTER EIGHT    Ceres Americana

CHAPTER NINE      A Storm of Wheat

CHAPTER TEN      Crosses of Gold

CHAPTER ELEVEN  Who Put the Roar in the Roaring Twenties?

CHAPTER TWELVE  Conclusions, Conclusions

POSTSCRIPT        Here Be Dragons: What’s Wrong with How Historians and Economists Have Written About Financial Panics




Acknowledgments

Notes

Photographic Credits

A Note About the Author

Photo Inserts

Other Books by This Author






PREFACE

A Republic of Deadbeats

After his first divorce but before he became respectable, my father was a repo man. He did not look the part, which made him all the more effective. He alternately wore a long mustache or a shaggy beard and owned bell-bottoms that were black, blue, and cherry red. His imitation-silk shirts were festooned with city maps, or cartoon characters, or sailing ships. Dad sang in the car, at the top of his lungs, mostly obscure show tunes. His white Dodge Dart had “Mach 1” racing stripes that he had lifted from a souped-up Ford Mustang. The “deadbeats” saw him coming, that’s for sure, but they did not understand his profession until he walked into their homes and took away their televisions.

A deadbeat, Dad told me, “was a guy whose mouth wrote a check his ass could not cash.” They might be rich or poor, young or old, male or female, black or white, but “deadbeat” was written all over them, and my dad could read it. Florida’s Orange, Seminole, and Volusia Counties had plenty of them. And when Dad was working for Woolco, the department store, Woolco got its goods back. Woolco lent appliances to people on the installment plan, and when they failed to pay, ignored the letters and phone calls, refused to answer the door, my father would come by. He often posed as a meter reader or someone with a broken-down car. If he saw a random object lying abandoned in the yard, he would pick it up and bring it to the door as if he were returning it. He was warm and funny, charming, but pushy. He did not carry a gun, but he was fearless under pressure and impervious to verbal abuse. He was earnest about the return of the goods. If the door opened, he was inside; if he was inside, he shortly had his hands on the appliance; the rest was bookkeeping.

As you can imagine, repo men like my father saw people at their worst. He told me that central Florida was full of deadbeats—people who borrowed and borrowed, then lied, hid from their debts, pretended they were solvent, until the guy in bell-bottoms arrived.

My dad was not inclined to be generous about how people got to this place. His own career in repossession began in late 1973, after the first oil shock brought minor financial catastrophe to central Florida. Dad, in fact, had lost a very good job as a regional sales manager at Kimberly-Clark. Repo man was a sudden and severe step down, but there were debts to pay. At the end of 1973, many central Florida families were drowning in consumer debt they had contracted when times were brighter. In this downturn these people certainly had “skin in the game,” and it was my dad who did the skinning.

In a certain sense, the story of my dad, Woolco’s debtors, and the debts he collected is the story of American history. Americans settled this nation by borrowing goods, land, and more abstract representations of those goods—land warrants, deeds, patents, concessions, and equities. They borrowed with the most optimistic assumptions about their capacity to pay. But when it became clear that Americans were not paying, banks began to doubt wholesalers and called in loans; wholesalers demanded settlement from retailers; retailers sent my dad and thousands like him out into the countryside to recall some portion of their property. Times got hard.

Pundits will tell you that the economic turmoil the nation experienced in 2008–2009 was the first “consumer debt” crash, built on junk consumer debt. These debts were in turn packed into “collateralized debt obligations,” or CDOs, paper representations of debt that could be bought and sold as financial instruments. CDOs, we are told, weakened the overall economy by dressing up bad loans as good ones. In 2005 or so, a banker who dealt in junk debt allegedly said: “Give me shit, a blender, and lots of sugar and I will make you a chocolate mousse.” In 2008, banks began to figure out just what was in these CDOs. A banking crisis began that brought down multibillion-dollar banking giants like Bear Stearns and Lehman Brothers, as well as causing devastating financial shocks for the thousands of midsized banks and pension funds around the world that held this toxic debt. The federal government, the European Central Bank, and other international government agencies paid for a bailout that has so far cost more than $3 trillion.

The trunk of my father’s Dodge Dart suggests that this story of bad debts was not new. In fact, America has seen numerous periods of similar financial decline, and in most cases consumer debt lay at the heart of it. My dad understood consumer debt intimately; tucked back in his trunk was an accordion file filled with photocopies of signed loan agreements for everyday items such as toaster ovens and stereos. These agreements had allowed Woolworth, the parent company of Woolco, to borrow cash repeatedly. Consumer debt had been the source of Woolworth’s equity—the basis for Woolworth stocks, for its bonds, for the credit that stereo manufacturers and cosmetics companies provided, and for Woolworth’s numerous bank credit lines. All of it rested on documents like the agreements in Dad’s trunk, and most of those debts, he said, were good for nothing.

Many economists and historians have written about past American depressions, panics, and crashes. From the 1880s to the 1950s, these scholars have told the history of the nation’s economic downturns as the history of banks. This approach was not entirely wrong, but it tended to focus on big personalities or New York institutions. It tended to ignore the farmers, artisans, slaveholders, shopkeepers, and wholesalers whose borrowing had fueled the booms and busts. Then, in the 1960s and 1970s, the so-called New Economic Historians (or “cliometricians”) came along with a different story. Using state and federal data, they tried to build simple mathematical models of the nation’s financial health. Moving beyond the saga in which banks played the central role, they emphasized what they termed the “real economy,” by which they meant measurable indices of growth and profit. Unfortunately, they tended to analyze the data from thirty-five thousand feet, creating a seemingly coherent picture of the entire American economy out of published numbers that were much hazier when viewed up close. These economists sought to estimate such variables as the nation’s gross domestic product, its gross income, and its collective return on investment, but none of these figures had been measured directly before the 1930s, and the cliometricians’ projections of this data into the past were all based on approximations.

But these models, however scientific they looked, tended to be abstract representations of an economy that was, in fact, more complex and more interconnected than can be predicted or explained with a linear model of inputs and outputs. They tended, for example, to assume that old banks were like modern banks, sharing common accounting principles, or that because banks first issued credit cards in the 1960s, banks had no consumer credit before then. The cliometricians’ work was thus often ahistorical. They drilled into historical documents looking for seemingly relevant numbers, then plugged those numbers into a model of a world they understood rather than the economy they sought to describe.1 And they tended to ignore things that weren’t measurable, like hope.

Seldom did these accounts reflect the reality that my dad wrestled with every day: how optimistic assumptions had again and again led Americans to buy millions of shiny new things, and how significant factors outside the banking narrative, such as high commodity prices (oil in Dad’s day) and lost jobs (in ours), had turned dreamers into defaulters. In fact, the only panic in which American consumer debt did not figure much was the Great Depression of the 1930s, the only crash that most economists understand.

But as I’ll show in the chapters that follow, the nation saw significant economic declines in 1792, 1819, 1837, 1857, 1873, 1893, and 1929. The question in each of these panics boiled down to one my dad well understood. European lenders wondered if Americans would honor their financial promises, or was America simply a nation of deadbeats? That question has been crucial to understanding the history of American financial panics, though most observers have missed it.

For despite the cliometricians’ emphasis on the American economy’s vital statistics as an indicator of economic health, panics have always crossed oceans. Panics are always and everywhere transnational because credit is transnational. Panic comes from one nation’s doubts about another nation’s capacity to pay. Were Americans particularly incapable of paying their debts? King George III thought so when he sent Hessian troops to put down the heavily indebted merchants and farmers of Boston and Virginia in the American Revolution. The French revolutionary assembly had its doubts when the Americans refused to reimburse it for the French navies that had rescued them at Yorktown. The first panic in 1792 had everything to do with foreign lenders’ doubts about Americans’ ability to subdue western Indians who blocked westward expansion. Recovery came when European investors judged New England smugglers to be safer borrowers than French revolutionary assemblies or Saint Domingue slaveholders and put their money back into American banks.

The pattern would continue throughout the nineteenth century. An economic boom after 1815 was conceived in a scheme to sell English woolen coats to Americans on credit. The panic came in 1819 when trade negotiations between America and Britain failed, causing Americans to lose their best trading partners. In the 1830s, British banks with too much cash bet on a speculative bubble in American cotton plantations; British and American banks busted when the Bank of England doubted slave owners’ ability to pay. The panic of 1857 resulted from English doubts about whether American railroads had clear title to western lands and whether cash-strapped farmers on railroad land would pay off their mortgages. And while cheap exports from American farmers contributed to the international panic of 1873, the crash started in Vienna and sloshed onto American shores when the Bank of England raised interest rates. The panic of 1893 was largely a by-product of a sudden drop in sugar-tax revenues from Cuba, and it climaxed when Europeans doubted if American borrowers would repay their debts in gold. Finally, in 1928, Americans’ doubts about dollar loans to consumers in Germany and Latin America seized up international bond markets and laid the groundwork for the crash of 1929 and the Depression that followed.

In each case, the documents stored away for safekeeping—whether a promissory note or a bill of exchange, bank draft, or railway bond—were viewed as assets by financial intermediaries: merchant banks, banks of deposit, brokers, moneylenders, and insurance companies. Other financial intermediaries involved may be unfamiliar—the Federal Land Office, New York wholesalers, midwestern railways, and Albany insurance companies, among others—but in each case these financial intermediaries convinced themselves that the financial instrument they had created was sophisticated enough to protect them from consumer default. And in each case the complex chain of institutions linking borrowers and lenders made it impossible for lenders to distinguish good loans from bad.

In those crashes in America’s past, perhaps a repo man in a Dodge Dart with a million gallons of gas could have visited every debtor, edged his way in, and decided who was good for it. But lenders have neither the time nor the capacity to act with the diligence of a repo man. Instead, lenders (let’s agree to call all of them banks) try to unload the debts, hide from their own creditors, go into bankruptcy, and call on state and federal institutions for relief. But banks, as we will see, have routinely overestimated the collateral—the underlying asset—for the loans they hold. When those debts go unpaid or appear unpayable, banks quickly withdraw lending; the teller’s window slams shut. As banks suspend lending, a crisis on Wall Street becomes a crisis on Main Street. Money is tight. Loans are impossible: crash.

Besides exploring what caused these panics, I’ll consider here what changes these panics caused. Unlike Karl Marx, I do not believe that all human actions are dictated by economic catastrophes, but it turns out that panics have changed a lot of things in American history. Marx predicted that workers and farmers would organize in crises. In fact, they usually formed unions during economic booms. Unions like the Brotherhood of Locomotive Engineers, the Knights of Labor, and the American Federation of Labor, for example, all organized during financial upswings.2

When busts came, the rules of politics changed as strong political figures emerged who courted farmers, artisans, sailors, and soldiers burned by financial disaster. Many Americans switched parties, since the people in power usually took the blame. Thus in 1793 a political faction appealed to artisans and farmers hurt by that panic; they organized a new party. Labeled “Democrats” by their opponents, they had obtained almost complete hegemony by 1800. In the aftermath of the financial downturn of 1819, the Democratic Party splintered, with the Jacksonian wing ultimately absorbing those with concrete grievances about the economy. After the panic in 1837 wrecked Jackson’s party and boosted the newly formed Whigs, the seesawing continued: The 1857 panic caused northern and especially midwestern voters to abandon the Democratic Party for the Republicans, while the crash of 1873 led voters back to the Democrats. After 1893, the wind shifted again as many voters blamed Democrats for hard times. At the same time, both parties saw reform wings within their ranks build a movement called Progressivism. Finally, in 1929, many traditional Republican voters abandoned their party, while a divided Democratic Party found a common theme in reform. The story of American financial panics is the story of politics.

While some parts of this political story may sound familiar, I’d suggest that financial and political history is woven together in ways that are difficult to see at first glance. The First and Second Banks of the United States, the Suffolk Bank of Massachusetts, and the New York Clearing House were all central banks, but they were also political organizations, often covertly intervening in state and federal elections. Criticism of these institutions by Jefferson, Jackson, Roosevelt, Wilson, Hoover, FDR, and others was not just paranoid delusion (though Jackson’s paranoia must never be overlooked). Politicians and everyday citizens later exposed how these institutions corrupted American politics. It was not just hyperbole to refer to these banks as political machines. As we shall see, they often were.

I’ll also examine here the changes in daily life that panics wrought. For example, controversies over liquor often increased after economic downturns. In the wake of the 1792 panic, for instance, a new tax on alcohol led the whiskey rebels to take up arms against the federal government. After 1819, Philadelphia hospitals received so many out-of-work alcoholics that they learned to plot out the stages of alcohol withdrawal, giving us the medical term “delirium tremens.” While the Whigs came to power after 1837 on a campaign of “hard cider,” the 1857 panic saw the collapse of an anti-liquor party called the Know-Nothings.3 The fallout from the panic of 1873 led to the rise of new criminal enterprises built on gambling and liquor in Chicago, while after the 1893 panic the federal government implemented a new tax on liquor to recover lost federal revenue. A constitutional amendment prohibited the sale of alcohol after World War I, but Democrats overturned it, hoping a beer tax would help end the financial crisis of the 1930s. We can also credit financial panics with the creation of the presidential cabinet meeting, the founding of the New York Stock Exchange, the rise of Mormonism, and the invention of the self-service grocery. To talk about American financial panics is to talk about a novel about whales, a guerrilla war over the plains of Kansas, and the invention of the jukebox.4

My father died before this book was written, but it is nonetheless my side of a thirty-year-long argument with him. Not surprisingly, he disliked deadbeats, seeing them as the people whose false promises weakened this country. He probably had a point, and no doubt the executives of Woolco would agree. But I find much in them to admire, for defaulters are often dreamers. In viewing America’s financial panics through the lens of numerous unfulfilled and forgotten debts that even the oldest banker cannot possibly remember, I hope to provide a perspective my dad would have appreciated: the view from the front porch, the minute he rang the doorbell, when both debtor and creditor prepared their stories.

A Few Technical Terms

A promissory note is a promise to pay a debt. The earliest banks accepted them, offering less than the stated value of the debt. When a bank accepted a promissory note, it discounted it by subtracting a publicly circulated fee called the discount. In American cities until 1913, the discount rate was some fraction higher than the discount rate published by the Bank of England. Most of a bank’s profit came from the discount rate. In the period discussed here, banks issued their own printed banknotes for the promissory notes they received. When presented with one of its own banknotes, a bank was supposed to provide specie, that is, gold and silver coin, for the note. If you were not a stockholder in the bank, there was an additional fee for demanding specie.

A bill of exchange, as the term was used most often in the United States in the eighteenth and early nineteenth centuries, was a promissory note from a foreign country, usually Britain. Redeeming it for American dollars at a bank thus involved subtracting the discount rate as well as calculating the exchange rate. For a London bill of exchange brought to a New York bank, you would receive a bit more for the bill if the exchange “favored” London. If the exchange was “against” London, you’d receive less. Merchants and other private bill brokers bought up private bills and promissory notes at higher discounts than banks. They then either held them to earn the interest or resold them to banks. Finally, a banker’s acceptance was (in the American context) a post-1914 term for a bill of exchange in dollars that member banks in the Federal Reserve guaranteed. A member bank would stamp “Accepted” on the note, obliging the bank to guarantee the promise even if the issuer defaulted.

Promissory notes, bills of exchange, and banker’s acceptances were, like the signed contracts in my dad’s trunk, the promises that banks depended on. Banks recognized that all of their clients and stockholders would not demand specie at the same time, allowing them to issue many more banknotes than the total of bills, notes, and specie they held. This principle is called the money multiplier. When many borrowers refuse to pay, the money multiplier suggests that the financial impact of this refusal will be many, many times larger than the default. In addition, if it is unclear which institutions’ assets are most troubled, symbolic doubt (my term) will lead lenders, depositors, and stockholders to withdraw even more of their cash. When this happened in the United States in 1792, 1819, 1837, 1857, 1873, 1893, 1929, and 2008, it brought financial depressions. I refer to the political impact of these downturns as crash politics.


CHAPTER ONE

Duer’s Disgrace

[image: ]HE NEW NATION’S FIRST financial panic was not long in coming, threatening to reach its climax on the night of April 18, 1792. The shouting started outside William Duer’s cell in the “New Gaol,” a debtors’ prison near the New York City commons at the northeast corner of what is now City Hall Park. A diverse crowd of three to five hundred “disorderly persons” had gathered there to confront him that evening, including cart men, artisans, and slaves. What began with shouts, catcalls, and a few stones tossed at the prison’s windows soon escalated into an old-fashioned New York riot.

Colonel William Duer was nearly fifty, a small and delicate man born into a wealthy English family with plantations in the Anglo-Caribbean colonies of Antigua and Dominica. Educated at Eton, Duer had come to New York in 1768 searching for timber for his family’s Dominican plantation. Seeing greater opportunities in New York, he had borrowed £1,400 from his sister and established himself the next year on a large plot of land along the Hudson River. With his charming wife, “Lady Kitty,” he had defied convention by dressing his servants in livery, creating a family crest of arms, and entertaining aristocrats in a fashionable town house one block north of Wall Street. As the Revolution began, he used his growing social network in New York to become a furnishing merchant, supplying timber, planks, and provisions to the Continental army. By 1780 he was worth more than £400,000, or nearly 2 million. After the Revolution, he had become a member of the powerful Board of Treasury under the Continental Congress, a government bond dealer, and a stock market trader.1

But on March 23, 1792, less than a month before the fracas outside, Duer had voluntarily entered the New Gaol to hide from his creditors. By ancient rules of bankruptcy that still applied in New York, debtors’ prisons were designed to shake money out of debtors, their friends, and their families.2 Duer’s neighbors in the New Gaol included many who had overleveraged, but no one who had leveraged so much.3

At the height of the mayhem outside the prison, some in the crowd reportedly shouted, “We will have Mr. Duer, he has gotten our money.” Threatening to remove Duer bodily from his cell, the crowd began to throw paving stones, breaking windows and streetlamps. Well after dusk, “friends of legal restraint and good order” helped the city magistrates to arrest some of the most troublesome members of the crowd, including several artisans, the merchant John Hazard, and Tom, a slave owned by Joseph Towers. For the next few nights, crowds returned to the jail to threaten vengeance. The magistrate assigned Duer his own personal guard, though by the middle of April civil authorities and brick prison walls seemed little protection against a mob bent on repossessing the colonel’s assets in this world and sending him to the next one.4

At the time he entered prison, it was estimated that Duer, America’s first famous deadbeat, had defaulted on promises worth more than $2 million. By some estimates this was more than half the nation’s supply of readily available money. For though the American colonies had revolted against the English crown more than ten years earlier, capital, education, and power in America were still concentrated among a small group of insiders. Duer was at the center of this financial network, the man who hired the auctioneers who sold bonds in coffeehouses and shouted current prices from tree stumps on New York’s Wall Street. When he placed a bid, every head turned to see which way his money was moving. In today’s parlance, Duer was a market maker.

In the beginning of March, Duer and his associates borrowed more than $800,000 to corner the market on U.S. bonds. Few understood that he had bet most of his fortune. When his credit got tight later that month, he had his assistants privately borrow gold and silver at high interest from many of New York’s most unlikely lenders. “Besides shopkeepers, Widows, [and] orphans,” wrote his associate Seth Johnson, Duer owed “Butchers, Car[t]men, Gardners, market women, & even the noted Bawd Mrs. Macarty—many of them if they are unpaid are ruined.”5

In addition to the sufferers outside the New Gaol, the nation’s tiny financial elite—men who spent their hours and their fortunes in the coffeehouses of Philadelphia, Boston, and New York—faced financial ruin. Scores of Duer’s merchant friends along the Eastern Seaboard had signed now-overdue promissory notes on faith under Colonel Duer’s name. Most now rued the day they had ever met the man. Some disappeared into the western wilderness or crossed into Canada to escape Duer’s fate.6

By April all five branches of the newly established Bank of the United States had restricted lending. Lenders demanded immediate settlement in gold and silver. Secretary of the Treasury Alexander Hamilton sought to buoy the nation’s tiny stock and securities market by buying back federal Treasuries, but few lenders were accepting anything but gold. In May interest rates on short-term loans approached 96 percent, or 8 percent per month.7 Soon there were rumors that creditors in Connecticut were demanding that Congress make good on Duer’s debts. Many doubted if the new nation could survive its first financial crisis.8 But that is getting a bit ahead of the story.

HOW TO FUND A REVOLUTION?

AFTER AMERICANS AND BRITISH TROOPS began to exchange gunfire at Lexington and Concord in 1775, merchants with capital had to make a decision: support the Revolution or support the crown? Duer and a small group of New York and New England merchant adventurers with names like Roosevelt, Bleecker, Melvill, and Morris threw their financial backing behind the American partisans. They took enormous risks in challenging the British crown, but many of Duer’s associates profited handsomely by providing high-interest loans to this newly formed government.

To be fair, Duer’s support for the Revolution put his family in some danger. Indeed he hesitated to take an officer’s commission because he feared it would lead the crown to seize the family’s plantation in Antigua. Yet as a man with capital, he was in a position to demand a great deal. As companies mustered in New York and Boston, Duer promised provisions but demanded that Revolutionary quartermasters, colonels, treasurers, and comptrollers provide him with negotiable loans and letters of credit, promises of future payment that he could sell to international capitalists in France and Amsterdam.9 These were the new nation’s first debts, and most of them passed through Duer’s hands. Of course Duer paid his fellow colonists in depreciated colonial currencies when he bought their timber, muskets, and provisions for the Continental armies.10

As the man who profited from the nation’s debts, Duer had few friends and a host of enemies. Depending on where you stood, men like Duer were either the merchant financiers who had funded the American cause or the speculators who had nearly squeezed the Revolution dry. Those standing outside Duer’s jail cell in April 1792 were inclined to see him as the devil in human form. As the Boston Argus noted, Duer had long been a swindler who “laughs at the calamity he has brought upon his country; while the bloodsucking brokers in his employ are still hovering round us like Milton’s devils, pimping, soothing, and promising redress without any intention … of ever performing.”11

Men like Duer were not unfamiliar, even in colonial America. Merchant capitalists like Duer had been secretly doing business with foreign powers for generations. Indeed their covert trading with Dutch, French, and Spanish sea captains had much to do with the crown’s imposition of financial regulations that helped cause the Revolution.12 After the colonies challenged Britain’s authority to tax their trade, the hastily created Continental Congress called on militia to assemble. It failed, however, to properly fund the operation. In the past, the colonies had parsimoniously issued small quantities of their own currency, but during the Revolutionary struggle they turned to the printing press, printing unbacked currency to fight the British.

Duer and his friends understood that the colonies in revolt had no currency and banking infrastructure compared with their English opponents. In Britain and much of Europe, printed currencies were strictly regulated by agents of kings and bore the seal of the monarch. For more than one hundred years before the Revolution, colonial currencies changed hands in America, but they were frequently declared illegal by Britain. The value of these colonial currencies rested on either export goods or land. Thus Virginia’s first printed banknote was a tobacco receipt issued by the colony’s inspection station in Richmond: the state’s pledge to pay gold or silver for tobacco deposited in its warehouse. Regular in form and difficult to reproduce, these receipts appealed to Virginians as replacements for scarce gold and silver. To keep up their value, Virginia’s treasurer promised to destroy them when Virginians turned them in for taxes (sometimes he didn’t). Within a generation Virginia’s fledgling private banks held these tobacco receipts in their vaults and issued their own banknotes on their security, a pledge on a pledge. Likewise, New England banks chartered by colonial assemblies took mortgages for land borrowed, bought, or stolen from Indians, giving out currency that could be used to pay taxes. Even before the colonies declared themselves separate nations, they covertly assumed the rights of European sovereigns to make the pledges that became printed money. Colonial currencies were America’s first symbolic promises, promises about future tobacco sales, future land values, and the future prospect of property taxes. Imprinting colonial currencies with engravings of painted Indians, tobacco leaves, sailing ships, and sturdy pioneers simply made the metaphor concrete.

Fighting a revolution allowed the colonies to gradually become sovereign in a process both military and monetary. As the battles moved along the Eastern Seaboard, the colonies and their Continental Congress claimed the sovereign power to issue state and national currency to pay for food, guns, and gunpowder. Americans with guns and gunpowder would in turn make their states sovereign by force of arms; sovereign states would then accept their own currency for taxes and unsettled land. As go-betweens in America’s first promises, Duer and his friends had their doubts about this circular process of using currency to buy arms to guarantee currency; they speculated in state currencies but refused to take them as payment for the goods they provided. They preferred handwritten promises of future payment: bonds, not currency.

As Duer and his friends predicted, the value of these state currencies fluctuated wildly depending on how the battle with England was progressing, how careful each state was in issuing its notes, and how large its population of currency holders was. In the final analysis, most Americans saw currency for what it was: a measure of the value of land the states claimed but that remained untilled in their westerly reaches, land that states would sell once the shooting stopped. Big colonies had a vast blank check in their thousands of acres of unsurveyed western land. Little colonies had nothing. Rhode Island paper was worthless; Massachusetts notes were respectable; free-spending but well-endowed Virginia was somewhere in between.

When the colonies came together to create the Continental Congress to oversee the fighting of the war, the Congress issued its own currency as well. As a “congress” of independent states rather than a parliament, it had no sovereignty, no direct claim to western land or taxes. The Congress expected that the member states would tax their own lands and then pay the Congress a sum proportional to their population. As it became clear that some states would not pay the debts incurred in the fighting, the value of the Continental dollars plunged after the autumn of 1776. “It is true,” wrote the editor of the Pennsylvania Evening Post, “that those rags after having gone thro[ugh] a certain mysterious process of transubstantiation, under the sanction of Congress are said to be money … but since that Popish doctrine with a long name is exploded, and the funds for redeeming these nominal dollars are in the moon, no man but a lunatic will … believe that billets of brown paper can really be dollars.”13

As General Washington’s troops suffered for provisions, the Congress tried to prop federal dollars up by authorizing the army to seize the assets of grocers and farmers who refused to take them. The expression “not worth a Continental dollar” became a catchphrase that traveled more widely than the notes did.14 To make matters worse, the British general Henry Clinton learned to take advantage of the rebels’ wartime dependence on paper promises. To simultaneously make money for himself and destabilize the colonial economy, he set up tavern agents to sell knockoffs of American currency for pennies a sheet to unscrupulous buyers.15

Duer and many of his friends understood that banknotes issued by states or the Continental Congress were not nearly as reliable as the promises made to foreign states. Indeed, as the fighting continued in 1780, Congress passed the infamous Forty-for-One Act, declaring that it would pay only a dollar in silver for forty continentals.16 This was hyperinflation of the worst kind. As Revolutionaries like Thomas Paine pointed out, rapid currency inflation was a tax on the poor: the poorest Americans were paid in currency, bought goods with currency, and saved currency that was constantly dropping in value. Rather than hold cash, Duer hoarded assets that appreciated in wartime: gold, silver, timber, or wheat. He especially sought promises that came from across the ocean or promises that could be sold there.

Duer’s most spectacular gains came in supplying America’s French allies. By agreeing to split his proceeds with requisitioning officers, Duer won lucrative contracts in provisioning French armies and navies. Because he paid with bills of exchange that originated in Paris, he had marketable promises when few others did. He could buy English and Dutch goods with substantial Paris bills, trade those goods for provisions in New York, then charge French forces for the New York provisions, earning what he called “double profits.”17

In the midst of the fighting between 1776 and 1783, many American promises were made, but few were paid. Courts and legislatures suspended the collection of public and private debts. A few states took strategic advantage of the chaos to favor debtors: North Carolina and New York seized the property of loyalists and forced English creditors to accept the states’ depreciated banknotes for it; South Carolina made English creditors accept land in the pine barrens for unpaid promissory notes.18

After the Treaty of Paris in 1783, as courts reopened, states began collecting taxes. Creditors—from New York to Liverpool—began to demand repayment. Many private debtors resisted the reckoning.19 The planter George Mason recalled to Patrick Henry an “absurd question” that one of his constituents had asked: “If we are now to pay the Debts due to British merchants, what have we been fighting for all this while?” Mason was appalled, but there were no repo men or collection agencies in these United States. Between 1783 and 1786 the states were in a tumult over back taxes, unpaid personal debts, and land foreclosures. Armed insurrections against repossessions and property liquidations bubbled up in the western parts of Virginia, Massachusetts, and Pennsylvania. The turmoil made the national government seem all the more ineffective, while anger at creditors like William Duer grew all the more intense.20

FROM DEBTS TO DOLLARS TO BONDS

AS UNREST THREATENED, the state governments moved to action. By 1787, in order to “insure domestic tranquility,” their representatives convened to draft a new constitution to strengthen the central government. There were other problems to discuss, but considerable heat came from the problem of the nation’s unpaid promises. When the dust settled in the drafting of the Constitution, the states would be forced to surrender most of their unsettled land to Congress. This new and more powerful Congress would come together to regulate and tax foreign commerce. The taxes raised would pay creditors and establish a small army, a uniform currency, and a national bank. Not coincidentally, the government’s final assumption of state and national debts would turn Duer from a wealthy man into the nation’s first millionaire.21

Even before the Constitution was written, Duer was already the consummate insider, having served as secretary of the Board of Treasury for the Continental Congress, where his closest associate was another small, slender, and vain merchant: Alexander Hamilton, who became one of the leading figures of the Constitutional Convention. Hamilton, like Duer, was born in the Caribbean. The bastard son of a white Caribbean divorcée, Hamilton had started his career as a teenage bookkeeper for Dutch merchants at the port of St. Croix, where he had watched provisioners, profiteers, and pirates make their fortunes when Europeans went to war. His brilliant, firsthand account of a hurricane in the Caribbean published, in the Royal Danish American Gazette, had displayed a keen literary talent and won him the admiration of wealthy New Yorkers, who paid his passage to New York for an education at a grammar school in New Jersey. As a student at King’s College (now Columbia University), he wrote pamphlets in support of the Revolution and became a junior officer in the war and aide-de-camp to General Washington. An assemblyman in the New York legislature, he became one of New York’s delegates to the Constitutional Convention. His understanding of finance and trade would make him an important advocate there for a stronger constitution.22

Between 1787 and 1788, as the proposed constitution was submitted to the states for ratification, supporters and opponents joined a war of words. Opponents of the new scheme sought to mobilize those with debts to pay. Western farmers who owed on debts and feared future taxes were listening. They might lose their lands if a strong central government sought to repay its war debts too rapidly. Critics of the Constitution assumed names like “Federal Farmer,” “Brutus,” and “Cato,” antique names that suggested a rural opposition to the despotic power of a caesar. They accused the framers of supporting a centralized government in order to benefit profiteering merchants who owned or could easily buy up American debts. This constitution was nothing but a “gilded pill,” wrote one author, favored by “holders of public securities, men of great wealth and expectation of public office, B[an]k[er]s and L[aw]y[er]s: these with their train of dependents from the Aristocratic combination.”23 Men, in other words, like William Duer.

Supporters of the Constitution responded under antique names of their own, recalling the founders of the Roman Republic and dwelling on the recurring problems of banking and currency, taxation and bankruptcy, that the Revolution had caused for the colonies. In a series of anonymous articles called “The Federalist,” Alexander Hamilton, James Madison, and John Jay defended the proposed constitution.24 Madison, writing as “Publius,” envisioned in Federalist No. 10 that a single large republic could prevent the dominance of the financial cabals that dominated during the revolution, men like Duer, Nicholas Roosevelt, and Robert Morris. In the same year Duer wrote a defense of the Constitution as “Philo-Publius,” lover of the public, arguing that the nation ought to court self-interested investors by paying off old debts, for those investors would then strengthen the federal government by continuing to lend to it. He neglected to mention that many of the debts were to him.

All the talk about “virtue” and republican simplicity during these debates was not merely from farmers and merchants who were borrowing ancient Roman language to advance their cause. Opponents like “Federal Farmer” spoke to a concrete problem: wealthy merchants such as Duer had abused their power and traded on inside information. As the head of the Secret Committee of Safety in New York, for example, Duer had sent soldiers to crush the rent rioters on his friends’ estates. In negotiating trade agreements across the oceans, Duer and his associates did their own private bargaining beforehand. Using money advanced by Dutch merchants, Duer bought loans that he would later resell to the government.25 As the secretary of the Board of Treasury, Duer had bought up land certificates just before his committee certified them as legitimate. Indeed, Duer’s financial successes and the failure of Continental currencies became joined in the minds of many Americans. While Duer was in prison, many remembered him as the owner of the fast sloop that traveled through the Chesapeake Bay collecting depreciated state notes at knocked-down prices hours before news arrived that the general government would pay them off.26 (Duer was not the only profiteer of course. Abigail Adams proved an especially astute speculator in the bonds, notes, and currencies that circulated in Boston.)27 Federalists argued against Anti-Federalists for nearly five years between 1786 and 1791 while delegates convened in the Constitutional Convention and then states debated ratification. When opposition to Duer and Hamilton materialized again a few years later, their critics would draw heavily from the language of the Anti-Federalists.

While Anti-Federalists attacked the virtue of men like Duer on seeming principle, some had their own important interests at stake. Control of the duties in the bustling port of New York City, for example, had allowed Governor George Clinton to create a powerful political machine. Ceding state control of ports, banking, the judiciary, and western lands to the federal government would weaken that power.28 Farther south, the cabal of Virginia families that ran the House of Burgesses was skeptical of what Patrick Henry called the “ropes and chains of consolidation.”29

The Anti-Federalists were persuasive, but the currency problems all Americans faced helped Federalists win the day. Federalists dwelled on Revolutionary hyperinflation and the dangers that this new nation faced if it failed to pay its debts. Hamilton in Federalist No. 15 complained about the imbecility of a government whose finances put the country at “almost the last stage of national humiliation.” In Federalist No. 23, Hamilton pointed out that the government’s inability to “build and equip fleets” came from the state’s inability to pay old debts. As James Madison put it in Federalist No. 44, the states had done such a terrible job issuing currency that the power to print money needed to be abandoned, “a voluntary sacrifice on the altar of justice.” Under the proposed Constitution the profligate states would be prevented from emitting bills of credit (paper dollars). The proposed national government would be made strong enough to tax, but it would not have the power to issue paper dollars either. Of course, the proposed Constitution raised many issues besides unpaid debts. Arguments about a constitution raised important issues like the future powers of congress, the rights of citizens, and the framework of government. Between 1786, when the war of words commenced, and 1791, when the last state ratified the Constitution, many debts public and private went unpaid.30

While supporters and opponents of the Constitution agreed that neither the states nor the federal government could be trusted to issue paper currency, the Constitution left open the question: Who could? State-chartered corporations? Federally chartered corporations? Private owners of funds? Paper money had been around since the seventeenth century in New England; no one doubted that it was needed. In 1791, after the last state ratified the Constitution, Alexander Hamilton and his assistant Colonel William Duer offered their own advice. As secretary of the Treasury, Hamilton was by then one of the most powerful men in America. While the secretaries of state and war played advisory roles, a Treasury secretary was supposed to be independent, akin to a ministerial position in Britain. President Washington treated him as such.31 The establishment of a bank to repay the nation’s debts was the first major project that Hamilton and Duer brought to Congress.

Hamilton proposed that the so-called Bank of the United States (1791–1811) would, to use a modern term, “restructure” America’s debt. The new institution would issue printed securities—U.S. bonds—with fixed payment dates. The bank would trade these bonds for the various handwritten federal debts that were circulating in Europe and America; the bank would sell even more bonds to raise cash. The bank would then make loans to the government, to merchants, and to manufacturers. It would also issue a national currency for other banks to use. The nation’s first public bank would thus simultaneously act as a Federal Reserve that controlled bank-issued currency; an executive department that could make or break private banks; a private bank to fund trade, both international and coastal; and a fund for encouraging manufacturing. With a capitalization of $10 million to be subscribed mostly by international investors, the Philadelphia institution would dwarf the half-dozen chartered, independent, and state banks then in existence that collectively possessed a capital of less than $2 million.

While Hamilton and Duer’s institution was meant to stabilize the domestic economy at home, it was also designed to take advantage of international conflict that had begun to boil around the world. In the summer of 1791, just as King Louis XVI of France was packing his trunks in Versailles in a vain attempt to escape the guillotine, the Bank of the United States opened its books to subscribers. As the forces of the new French Republic sent mass armies across Europe to overthrow ancient monarchies, the bank selected its directors. As the emperor Napoleon’s armies closed off English shipping routes and King George’s navies shut down French imperial trade, American merchants rushed to fill the gaps. And in the vanguard stood the new Bank of the United States.32

“What an age of Wonders and Revolutions,” wrote the Richmond postmaster Augustine Davis in the Virginia Gazette: “The balance of power in Europe turned topsy-turvy; subjects turned citizens; citizens turned soldiers; peasants turned rulers; palaces turned to prisons; kings turned to dust; titles turned to smoke.”33 In this age of upset and international warfare America, its own revolution concluded, seemed a safe haven for European capital. “The disorders in France,” bragged the federal auditor Oliver Wolcott in 1789, “the declining state of the Dutch republic, and the enormous debts which oppress all the great nations of Europe, are circumstances which give the United States a relative importance.”34 With armies storming the capitals of Europe, an American bank would seem as safe as a church. Hamilton was its minister, Duer its deacon.

WHAT IS A BANK?

THE TRULY RADICAL thinking behind Hamilton and Duer’s plan can really be understood only by asking, what is a bank, exactly? Banks of the seventeenth, eighteenth, and nineteenth centuries were, to follow the metaphor suggested by Thomas Paine, pawnshops for promises. If, for example, you were having a house built and a carpenter or blacksmith gave you a bill for work he did and you signed the bottom, promising to pay in ninety days, this document would be the kind of two-party note that could provide liquid funds in a world with little coin. A tradesman could bring such a promissory note to a bank, sign it himself, and receive “cash”—the bank’s paper money—in exchange for your promise now to pay the note in ninety days. More often the issuer of such a note would be a merchant, and the second person who signed it would be another well-known merchant. While banks held gold and silver in their vaults, “cash” in the form of paper money issued by a bank was light, stackable, and convenient, especially if everyone else in town accepted the bank’s note as currency.35

Only stockholders deposited their money in banks; banks were primarily lenders. Thus when Duer sought a loan from “the noted Bawd Mrs. Macarty,” for example, he would have offered his personal note, payable in ninety days, for the silver she had collected in her bawdy house. If she needed cash sooner than ninety days, she might then bring Duer’s note to a bank, sign it underneath, and receive most of that sum in the bank’s own paper money. Most banks would hold a Duer promise, confident that a man like Colonel Duer would pay his debts. Dozens of banks did in 1792. In the unlikely event he did not pay, the bank could demand the money from Mrs. Macarty since her signature was below his.

Of course banks had to make a profit. In the jargon of the time these were called banks of discount because they “discounted” the promises they received. In paying Mrs. Macarty, in other words, the teller issued less than the full amount of Duer’s promise. Technically, the bank was making a loan to Duer and Macarty by accepting Duer’s note. The difference in the face value of the note and what the teller counted out depended on the commonly accepted discount rate, generally just over 5 percent per year in North America. (The rate at the Bank of the United States was usually 6 percent.)36 Because a ninety-day note is due in a quarter of a year, Mrs. Macarty’s payoff would be short by one-quarter of that annual 6 percent. If the bank honored the note and honored Mrs. Macarty, a $100.00 promise from Duer would thus net her roughly $98.50. If she wanted gold or silver and was not a regular customer, banking fees would trim that figure even more. That was called “note-shaving,” and banks did it all the time.

This “discount rate” between a Duer note and a bank’s paper money is much more important than it may at first appear. Then, as now, it was a barometer of perceptions, a number that told you what borrowers and lenders thought about the financial future.37 Bankers understood that when “the rate” was high, people had doubts about the future, and credit would be expensive. A high interest rate discouraged merchants like Duer from making promises because paying back a high-interest loan was costly. A high interest rate attracted gold and silver into bank vaults as borrowers came in to pay off their debts to the bank. When the rate was low (and credit was cheap), it did the opposite: it encouraged merchants to write promises to the bank and pulled hard money out of the vaults. Finally, the bank acted as a trusted agent and an enforcer of others’ promises. If you had an account with the bank, or represented another bank, you could cash in the bank’s own bills for gold or silver. Nowadays a central bank will hold an interest rate down to encourage investment; this was impossible under a gold or silver standard because setting a rate lower than the going rate for private lending would empty the banks’ vaults.

For such loans originating abroad, the promissory note was generally in the form of a “bill of exchange” issued and stamped as acceptable from a bank in foreign currency. The price of a bill included the price of international exchange.38 For merchants who traveled, these bills of exchange were smaller and safer than hard currency. If you came from London to New York with your life’s savings in a London bill of exchange, a New York bank might give you a little more New York cash for that bill if the exchange “favored” London. If the exchange was “against” London, you’d get less for the bill of exchange, perhaps a lot less. Finally, merchants and other private brokers would pay in gold for some of a bank’s hoard of private bills to earn the interest; they acted as “discounters” for banks and would return the bills for collection a few weeks later. Thus in the early 1790s, when New York merchants were buying lots of goods from London, they favored London banks’ promises (the “exchange favored London”), and so the price of London bills was high.

From the 1620s until 1913, London bills of exchange were a vital part of American bank operations. On the one hand, a New York bank that accepted such a bill of exchange was lending to London capitalists by paying American currency for English notes. On the other, when a bank possessed a bill issued by such rock-solid institutions as the Baring Brothers and the House of Rothschild, it held unimpeachable promises whose value grew daily. The stability of a bank’s vault of foreign and domestic promises inspired trust among merchants. Trained in commerce, Hamilton and Duer knew that a trusted bank could always issue more bills than all the metallic currency in its vaults. Gold or silver was difficult to move and was often blocked by regulation, and the metal was—in Hamilton’s words—“dead stock”: it earned nothing as it traveled.39 Instead of trying to send metal for goods, merchants preferred an account at a bank in the country from which they imported, so they could draw on it for funds. It was safer than moving gold around. Banks, knowing a merchant’s preference for a bank balance over gold, safely assumed that merchants with accounts would not all arrive at the banker’s till in a single afternoon to demand coin.40 Thus banks could lend far more than they took in in gold or silver. This was the magic of the multiplying process: $100 of gold or silver in a vault could become $300 or more of bank-issued notes or listed deposits.

The principle made some queasy but not Hamilton. To him, the so-called reserve ratio was the simple science that had made England a commercial empire and would make America one as well. A bank’s “emissions,” Hamilton declared, “must always be in a compound ratio to the fund and the demand.” It was a banker’s job to smell the wind and find the right balance: too little and he would not make a profit, too much and he would be embarrassed when asked for his metal.

Of course, given that a bank never had enough gold to satisfy all of its customers at once, the reserve ratio was always a calculated risk. In Hamilton’s day, a 3-to-1 ratio was considered conservative enough for any bank, $3 lent out for every dollar coin in the vault. (By the end of the nineteenth century a 10-to-1 ratio was considered adequate. American banks in 2009 averaged 26-to-1 ratios.)41 Trust was a bank’s central asset and, as Duer would learn, its central weakness.

Before the 1850s, banks were notoriously slow moving. They accepted bills of exchange from abroad and promissory notes from men like Duer in the early part of the week. The members of the board met midweek to review them, and at the end of the week they discounted to customers they knew and trusted. If you needed cash instantly, you could cash in a bill of exchange with a bill broker, an individual who did the same thing a bank did, discounting foreign bills for payments in paper money, gold, or silver based on the discount rate and the direction of the exchange, though for a much larger fee. In either case, if you failed to pay your promissory note, the default would be formally “protested” with a notary. Usually, the protest would be posted on the door of the bank and in other public places to alert other lenders.42

At a bank with branches in every major port, this discounting function—this willingness to lend to commercial borrowers—eased the path for American merchants to conduct international trade in licit and illicit goods. For Duer, this credit offered him the ability to speculate in land, buy goods to provision armies, or run ships along the East Coast. Merchants were not inclined to hold gold if they could invest a little cash as stockholders, then receive a lot of credit in return. The banknotes rested on two strong pillars: the good credit of the nation and the good credit of its preferred borrowers. Thus Hamilton’s Bank of the United States promised to act as a greenhouse for America’s growing commercial empire, providing merchants with the credit and currency they needed to send more ships. (Roughly half of its promises in the first six years came from the federal government and the rest from private borrowers.) Trusting in the promises of merchants, the Bank of the United States grew to become the nation’s saltwater bank. By discounting notes, it provided credit for a worldwide trade. By the spring of 1792 it had established branches in Boston, New York, Baltimore, and Charleston and provided $6 million to $8 million of yearly credit, mostly to American merchants. Local banks were left to facilitate inland trade that did not pass between these cities, especially for otter, beaver, mink, and flour.43

But the Bank of the United States was not just any bank. In designing this bank, Hamilton and Duer did not want to duplicate the European-style institutions of St. Petersburg, Copenhagen, Stockholm, Vienna, Lisbon, and Madrid, each controlled by its national government, each issuing paper whose value was set by government fiat. The issuing of paper by such banks, Hamilton declared, was “seducing and dangerous.… In times of tranquility, it might have no ill consequence; it might even perhaps be managed in a way to be productive of good; but in great and trying emergencies, there is almost a moral certainty of its becoming mischievous.”44 The aftermath of the Revolution had brought enough runaway inflation.

The Bank of the United States, as a central bank, would have unique privileges. Hamilton’s port collectors would gather gold and silver duties for deposit in the bank, giving the bank liquidity. The bank would issue $5, $10, and $20 notes that would always be accepted as payment for federal taxes, helping ensure their value.45 Foreign capitalists saw the resources of the new nation and the growing power of its shippers; they either invested by buying stock in the bank or lent by buying bonds from the government. Borrowers included both the federal government and the American sea captains and merchants who provided short-term notes and received ready cash.46

Finally, the Bank of the United States would perform some critical functions in the nation’s international trade. Bank stock—a voting share in the bank—proved the perfect instrument for that. Hamilton had devised a plan whereby the bank could turn its debts into stock—a bank “share”—that was concrete, divisible, and marketable.47 Only American holders of Bank of the United States stocks could vote, but like bonds the bank’s stock promised a yearly dividend of 6 percent and was easily available on New York’s Wall Street.

Further, stock in the Bank of the United States would resolve an American balance-of-payments problem with England, a problem that would bedevil all the other former colonies of Europe. As a developing economy, the American states usually imported more than they exported; they had done so as colonies and would do so again once unified as a nation. In colonial days individual borrowers like Duer, Washington, and Madison relied on British exporters to extend their debts year to year—through either promissory notes or bills of exchange. The rates were 6 percent or more, and even higher when the rate favored England. In most cases these debts could be rolled over from one year to the next with interest accruing. Conflict over those debts to Great Britain helped start the Revolution.48

By 1792, stock certificates in the Bank of the United States seemed to be a perfect solution to the international balance-of-payments problem. A merchant whose ships ran the “long haul” from Liverpool to New York would bring English woolens, linens, crockery, and tableware for the Americans. On the ship’s return to Liverpool the merchant might load up on American furs, lumber, rum, and potash—a chemical used for binding dyeing agents to wool.49 Sending other goods from America could be risky. If news from England suggested that food prices were high on the day his ship left New York (roughly forty days earlier), he might gamble and put a little American flour, butter, or fish on board. The merchant then prayed that the English food prices did not fall in the month it took the ship to get to England. But there was little else to transport across the Atlantic.50

After 1791, merchants added Bank of the United States stocks to the trade items they sent to England, where an English exporter would accept them for the crockery and woolens he consigned. That exporter was more likely to take Bank of the United States stock if his own bank had American connections. The Baring Brothers in England, for example, could hold an English exporter’s Bank of the United States stock certificates, collect the dividends in New York or Philadelphia, and make them payable in pounds to the exporters’ Baring account.51 Everyone would be satisfied with the arrangement, or so Duer and Hamilton thought.

THE “LANDED INTEREST”

ALMOST AS SOON as Hamilton proposed a national bank, suspicions about its potential financial and commercial power emerged in several quarters. Some were old Anti-Federalists, but James Madison, Hamilton’s former colleague, soon led them. The core of opposition arose among Virginia tobacco families who feared that a single, central bank would have the outsized political power that the Bank of England had in Great Britain. The Bank of England clearly worked; none of them denied it. Interest rates were low, and the capital market there, in the words of the Virginia planter and physician Walter Jones, could “invigorate circulation, and, probably make a Guinea perform more uses in a week, than it does here in six months.” Nonetheless, Jones felt certain that a central bank could be dangerous to “the landed Interest.”52

In fact, for more than a century Virginia’s planter families had performed the function of local banks. Tidewater Virginia plantations, for example, were at the center of regional commerce. The docks of their James River mansions acted as the receiving points for foreign goods and the departure points for Virginia tobacco. Poorer white farmers—remote from the transportation corridors—relied on the big planters to accept and resell their tobacco to foreign purchasers. A hogshead of tobacco stamped with the brand of a prominent Virginia family would command higher prices in London and Liverpool than anything a small farmer could hope to fetch on his own. Control over the tobacco trade became the basis for ascension of the so-called First Families of Virginia.53

Besides reselling their neighbors’ tobacco, planters provided consumer credit. This was not merchant credit but credit to farmers. Planters operated commissary stores that sold seed and supplies. Farmers borrowed goods, promising to pay with their future crops. The interest rates planters charged would have made a used-car dealer blush. Planters got their own credit and the credit they doled out from commission merchants in England. It was a long line of credit: London banks lent to these English “factors” by extending lines of credit; factors lent to planters by holding the bill of lading for tobacco; planters lent to small farmers by keeping a tally of unpaid purchases in their stores and commissaries. The entire economy of Tidewater Virginia, it seemed, rested on consumer credit.

But the system had begun to change. After 1730, when the Virginia colonial assembly designated certain planters’ outbuildings as tobacco inspection warehouses, tobacco towns grew up around these facilities. A farmer could bring in his tobacco and take away receipts for it, which became Virginia’s first real currency. Maryland and North Carolina soon followed in designating certain warehouses as official tobacco inspection stations. To the planters’ dismay, Scottish merchants soon planted themselves in these towns to trade English goods for tobacco receipts. Only the largest planters could by 1750 sell their own sweetened tobacco directly to British creditors to bypass this new “money” economy.54

Debt in Virginia’s colonial, Revolutionary, and post-Revolutionary economy was always more than money. In Virginia, poorer white farmers’ debts to planters were part of a complex web of dependence that stabilized slaveholders’ power. To repay debts, the farmer became the jack-of-all-trades of the plantation South—egg vendor, fruit seller, slave patroller, and borrower—while planters formed the political power base.55 In exchange for this power, planters paid the majority of the taxes in the South, most visibly through a head tax on slaves.56 Planters’ power was hardly total—Jefferson famously claimed that a scion of one of Virginia’s First Families would find it hard to win political office—but the roster of America’s Virginia-born presidents suggests otherwise: Washington, Jefferson, Madison, and Monroe were all members of Virginia’s First Families, their political base further stabilized by the “ghost votes” of three-fifths of every black male slave.57

Slavery, staple agriculture, and consumer credit were tightly bound together in Virginia before and after the Revolution. A competing lending institution based in Philadelphia with branches throughout the South threatened the society of planters at its core. Virginia planters also worried that the creation of a central bank would inevitably lead to higher taxes, which they paid disproportionately. If a national bank held the nation’s debts, that bank’s good credit might encourage further federal borrowing, and federal borrowing necessitated taxes, mostly through a tax on imports. Because planters followed English fashions, filled their households with English goods, and dressed their slaves in English linsey-woolsey shirts, they understood that tariffs on English consumer goods would hit them hardest.58 According to Jones, higher state and local taxes also encouraged an “emigrating turn in our inhabitants,” who would move westward to federal territories where property and luxury taxes could not be levied. This “emigrating turn” had the result of “constantly diverting … the sources of populousness and therefore of Arts, Commerce & internal Wealth” away from southeastern states, leaving planters with acres of cheap, untilled land. Antitax sentiment was so strong among emigrants that the federal government provided a tax moratorium for newly admitted states partly to prevent settlers from immediately heading to territories even farther west.59 Planters may have had a related concern about the growing sentiment in banking circles, for the abolition of slavery. Between the 1770s and the 1790s, most northern states had begun to abolish slavery. Even some southern slaveholders had contributed to what Jones called the “premature & impracticable Steps toward the emancipation of Slaves.”60 Sentiments for abolition appeared strongest among the Anglo-American bankers like Alexander Hamilton and Britain’s Henry Thornton (funder of the British antislavery advocate William Wilberforce). A federal bank—which would likely be based in Philadelphia or New York—could threaten the Southeast politically, economically, and socially.

Despite Virginia planters’ concerns, most agreed that the federal government needed some sort of semipublic institution to market American debt and issue a paper currency backed by silver and gold. Farmers and merchants along the Mississippi and Ohio Rivers saw the appeal of a bank that could provide credit and transmit money to the West without additional fees: American dollars deposited in a Philadelphia branch could be withdrawn for no cost in Cincinnati, for example. New Englanders saw the bank as an institution that would fund merchant exploration. Some New Yorkers saw the bank as providing stability and legitimacy to their own banks, institutions that mostly lent to their own board members. Ultimately, in a close sectional vote, Hamilton’s bank won the support of Congress in 1791, and the Bank of the United States was chartered.

However sound the logic behind his plan for a central bank, Secretary of the Treasury Hamilton had not simply relied on the goodwill of Congress to get his bill passed; half of the congressmen who voted for the measure also got preferred access to bank stock at a time when it remained inaccessible to other buyers. In other words, congressmen got a huge share of the initial public offering.61 Writing years later, Jefferson condemned the “stockjobbing herd” in Congress that had succumbed to an “engine of influence” stronger than mere individual bribes. “This engine was the Bank of the United States,” a “machine for the corruption of the legislature.”62 At the time, the Philadelphia physician Benjamin Rush, James Madison’s friend, fumed about how Hamilton used the bank to bribe congressmen. “This influence is not confined to nightly Visits—promises—compromises—Sacrifices—& threats, in New York. It has extended one or two of its polluted Streams to [Philadelphia].” Southeastern planters, led by Madison, remained bitter and suspicious.

By the spring of 1791, Duer and Hamilton had succeeded in pushing their project through, promoting a stable financial institution that had the means to repay the nation’s debt (and the prospect of enriching themselves besides). Here was an institution that could convert American promises into bonds, bonds that European merchants would accept without question. But with the establishment of the Bank of the United States, the deepest fears of its critics were soon realized. The Virginia planters’ anger at Hamilton’s intrigues and their fear of the bank’s growing power would quickly turn the bank’s opponents from a faction into an opposition political party that would bring Colonel Duer down.


CHAPTER TWO

A Botanizing Excursion

[image: ]AMILTON AND DUER called them “Democrats.”1 These men set out to destroy Duer, but once they began in earnest, they had little control over the events that followed. Because Duer’s power depended on the strength of his promises, two things destroyed him: his role in a military defeat and a run on the New York banks that provided him with credit. In 1792, the panic that resulted became the nation’s first crash. A year later the nation was saved by a worldwide war against the revolution in France, but Duer would spend the last years of his life in prison. Duer’s opponents used the panic to take control of the nation, build their own banks, and finally kill his beloved Bank of the United States.

On February 28, 1791, three days after President Washington signed the bank bill, Jefferson and Madison reached out to Philip Freneau, the harshest critic of British influence they could find. Freneau was a Franco-American writer whose father and grandfather had been ruined by banks; he also had impeccable Revolutionary credentials, having been locked in a British prison ship during the war. The two Virginians installed him as the editor of a new newspaper in Philadelphia called the National Gazette; they promised him public contracts and inside information. The first issue appeared on the last day of October 1791, just weeks after the Bank of the United States had opened its doors.2 The last page listed without comment the twenty-five board members of the Bank of the United States, six of whom were congressmen who had voted to charter the bank in Congress.3

Jefferson and Madison next began a now-famous “botanizing excursion” in late May 1791 along the Hudson River in New York. Their public explanation for their visit to New York was to investigate flora and fauna, particularly the Hessian fly that was invading wheat crops. But their intent was to forge a diplomatic relationship between Virginia and New York that would create the first opposition party in the new nation. Together Jefferson and Madison sought an alliance with New Yorkers who also chafed under the power of Hamilton’s bank.4

Among the men they visited was New York’s “chancellor,” Robert R. Livingston, who ran a faction of the powerful Livingston family from the vast family estate Clermont on the eastern side of the Hudson River. The Livingstons were the closest thing to an aristocracy in New York, a family with thousands of tenants along the river, a countinghouse in New York City, and a closely guarded patrimony. Robert Livingston’s almond eyes, arched eyebrows, long nose, and undershot chin made him an instantly recognizable figure. Chancellor Livingston had already allied with George Clinton’s New York City political machine, which included town artisans and newly rich gentlemen.5 The upstate Livingstons and the downstate Clinton machine disliked Hamilton for different reasons, but all feared the power and influence of his bank. According to Hamilton’s friends, the Virginians also met with the colonel and New York
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