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not conducted. Therefore, by no means is this publication to be construed as a solicitation of any order to buy or sell. 
Accordingly, you should not rely solely on the Information in making any investment. Rather, you should use the 
Information only as a starting point for doing additional independent research in order to allow you to form your own 
opinion regarding investments. You should always check with your licensed financial advisor and tax advisor to determine 
the suitability of any such investment. 
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Preface 

 

or a long time, there has been the doom & gloom crowd who constantly 
predict the end of the dollar, the United States, society, civilization, and 
the world. Most of these dire predictions seem to be bent upon the idea 
of retribution for the behavior of mankind in some way. Yet, there are 

always two opposing forces to everything just as there is God and the devil, 
good and evil, night and day, war and peace, male and female, and divorce 
and happily ever after.  

Within the normal course of research, one must be on guard against beginning 
with a predetermined conclusion. If you begin to explore something to prove a 
point rather than learn from the exploration, as Karl Marx did, then the result will 
be a highly flawed and dangerous conclusion. 

Often these people are trying to sell something like gold, and in the process, they 
are spreading myths that cost people their ability to survive what is really 
happening. As is the case with global warming, the supporters have ignored all 
thousands of years of violent storms and ice ages that no longer exist because 
of a subsequent warming that took place before man showed up. If they could, 
they would blame the extinction of dinosaurs on human activity as well. 

So the question becomes, what is real and what is fake news or reporting? We 
see the media attempting to present fake news to indoctrinate people, and the 
same process is unfolding in sales pitches that masquerade as research to sell 
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gold to the exclusion of everything else. The sales pitch has been to buy gold in 
time of war because it will always rise. Then they add that everything else will 
crumble to dust from equities to real estate.  

In this report, we will explore that proposition and see that it is myth rather than 
fact. Why? If we do not understand the TRUE nature of the markets, we are more 
likely to succumb to the trend and not survive. Clearly, not all wars are the same. 
The experience with gold, real estate, bonds, and equities all depends entirely 
upon where you reside — in the land of the victor or the vanquished. It also 
depends if we are talking about a civil war or international war. There is a huge 
difference between the two, which we are about to discover. 

Make no mistake about it, civil unrest can and does often lead to revolution. 
Consequently, the response of gold is also strikingly different depending on what 
type of war is unfolding. Experiences with civil war are distinctly different from 
international war, for in the case of civil war, confidence in the survival of 
government is remarkably different from international war. Civil war is not always 
as clear-cut as is the case with international war, for power can often be 
measured more definitively. 

Then we have different types of international war. Simple conflicts can erupt 
when economic conditions decline, which may lead the people to manufacture 
an external enemy or suffer in civil unrest that may lead to a revolution. This 
stands in contrast to the war of conquest. These were wars of ancient Rome, 
Genghis Khan, Charlemagne, Napoleon, and even Hitler to mention just a few. 
These were wars to increase power and wealth. They were not based upon a 
conflict, but were often based in competition.   

How the markets respond, as you can see, all depends upon the combination 
we face.  
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Gold, Guns, & War 

 

old sellers typically pitch violence and war as a reason to buy gold. Yet, 
this simplistic sales pitch tends to mislead many and fails utterly to 
prepare people for what is really going on behind the scenes. The 

American Civil War sent gold soaring into 1864 as the dollar plunged to its historic 
low against the British pound sterling that reached $9.97. As we are about to see, 
all tangible assets rose, and in fact, stocks continued to rally when the gold rally 
was finished. 

There is little doubt that when gold coinage first 
appeared in Lydia located in Anatolia (modern day 
Turkey), we find the first hard evidence of inflation 
caused by war. The coinage of King Kroisos (Croesus) 
(c 595-546 BC) was debased, or more precisely, 
reduced in weight, as a direct result of the inflation 
created by war. 
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Kroisos turned to the Delphic oracle and 
the oracle of Amphiaraus to inquire 
whether he should pursue war against 
Cyrus the Great of Persia. The oracles 
answered that if Kroisos attacked the 
Persians, he would destroy a great 
empire. This would become one of the 
most famous oracular statements of all 
time from Delphi. 

Kroisos launched his campaign against 
the Persian Empire in 547 BC. Kroisos was 
intercepted in central Anatolia and an 
inconclusive battle was fought. It was 
traditional practice at that time for the 

armies to disband for winter and Kroisos followed that tradition. Cyrus the Great 
did not. Instead, Cyrus attacked Kroisos in his capitol city at Sardis and captured 
the king. It became clear that the powerful empire destroyed by the war was 
Kroisos' own and not that of Persia. The legend was that Cyrus put Kroisos on the 
pyre to burn him alive, but then felt sorry for him and saved him. 

 

Nevertheless, the evidence that war produces inflation can be seen in the 
coinage of Kroisos. Here, the evidence is rather stark. Due to the cost of war, 
inflation rose. In response, Kroisos reduced the weight of his coinage by 25%.  

Throughout history, we witness the very same cause and effect each and every 
time. War necessitates an increase in expenditures, this is true, which results in 
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inflation. However, there is more to it than just that simple conclusion. War often 
also results is the collapse in public confidence in government. The fortunes of 
war frequently result in gyrating back and forth swings in markets based upon 
short-term news of individual battles. The question of how to survive such events 
requires a more detailed investigation than simply looking at inflationary impacts. 
The type of war at hand is also extremely important. 

 

The Panic of 1763 marked the end of the Seven Years War, which was a war 
fought between 1754 and 1763. The end of the war culminated in the debt 
bubble bursting, which in turn unleashed the Amsterdam banking crisis of 1763. 
Commodities initially surged, as is typical with war, and peaked in 1757 just three 
years into the war. The debt created from the expectation of commodities rising 
higher throughout the war ran into serious trouble when the bull market failed to 
materialize beyond three years. Instead, people began to hoard money, 
creating deflation, and driving the value of money higher in purchasing power. 
The prices of grain and other commodities collapsed from the 1757 high, causing 
the supply of credit to contract. Loans were no longer fully collateralized with 
the collapse in commodity prices. The Amsterdam banks were now over-
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leveraged and over-extended in addition to being interlinked by complex 
financial instruments involving options in commodities.  

The crisis erupted with the failure of one large bank named De Neufville, which 
then set off a contagion. The extent of the crisis was mitigated only by the 
provision of extra liquidity upon intervention by the Bank of Amsterdam, also 
known as Wisselbank, which was effectively the Dutch central bank.  

Nevertheless, the Panic of 1763 was clearly the 
major turning point that began to shift the 
economic power to Britain. More than 30 banking 
trade firms went bust in Amsterdam with an 
estimated 20 million Dutch guilders in default. 
About 26 years later, in 1790, the Dutch central 
bank itself collapsed (the Wisselbank), ending 
Amsterdam’s reign as a financial center and 
passing the title of financial capital of the world 
to Britain. The ultimate collapse of the Wisselbank came when it was revealed 
that they were using customer deposits to fund operations in addition to the 
bailout of 1763. Back then, Wisselbank was supposed to be a depository and 
there was no provision to lend any depositor’s money. 

Similarly, the Panic of 1763 was very much akin to the Panic of 1919 following 
World War I, which saw the richest man in the 
world, perhaps in history, Jonathan Ogden 
Armour (1863–1927), lose everything and die 
penniless. Ogden's personal fortune had 
amounted to $150 million at the peak in 1919 
($2.2 billion in 2017 dollars). No one suspected that 
a complete devastation was about to take place 
in all markets beginning with the commodities 
filtering over into stocks. Ogden supplied the bulk 
of meat and grain supplies to the Allies during 
World War I. At the end of the war, he found 
himself overstocked and over-expanded along 
with everyone else. 

http://armstrongeconomics.com/wp-content/uploads/2013/06/Armour-1.jpg


 

11 
 

When all markets broke in a state of panic, the slide was straight down. Armour's 
vast fortune in today's terms, adjusted for inflation would be $107 billion. 
Nonetheless, he lost $1 million dollars each day for 130 days straight without 
exception. He died in 1927, penniless, living off the generosity of friends in 
England, totally insolvent and owing a lot of money. In an interview shortly before 
his death, he commented on his past and stated that he held the distinction in 
history of losing more money than anyone ever had before. His family name 
remains famous as Armour Hot Dogs to this day. 

The Panic of 1763 saw the same sequence of events insofar as there was a 
commodity boom created by war that everyone expected to continue, but it 
ended in a collapse that undermined both the debt and equity markets. 
However, the Panic of 1763 solidified the shift in economic and financial power 
away from the Dutch to the British. The British would retain that distinction for the 
next 124 years from the collapse of the Wisselbank in 1790 until it would shift to 
the United States after World War I in 1914. 

The Panic of 1919 also did not see the Federal Reserve rush in to support markets 
or intervene in any way. After all, that was not their job. The Fed was purely a 
backstop for banks, not the economy. The rise and fall of commodities during 
this period was truly a free market. Consequently, the decline and fall was swift 
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and to the point. The red scare in the USA also dominated the news following 
the 1917 Russian Revolution, which had set off a contagion that even spread to 
Germany. This undermined the confidence in the economy. The commodities 
surged into 1919 after the war because there was a mad rush to the dollar as 
people feared more revolutions in Europe. The Depression of 1920–1921 was an 
extremely sharp deflationary recession bout in the United States following World 
War I. It lasted from January 1920 to July 1921.  

We can see that the response to World War I was moderate between 1914 and 
1917. The real panic that sent capital pouring into the dollar was the Red Scare 
following the Russian Revolution of 1917. This is why the rise in commodities 
continued beyond the war and the dollar rally was far more dramatic during 
the postwar period of 1917 into 1920. We can also see that the Sovereign Default 
of 1931, when most nations in Europe defaulted on their debt, produced the 
high in the dollar. 
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Gold & World War I 

 

From a historical international perspective, 1913 marked the end of the classical 
gold standard thanks to World War I. Most European nation suspended the gold 
standard during World War I. Some countries imposed a complete temporary 
abandonment of the gold standard, which varied in different countries. The 
variations were between total suspension called a "moratorium" and 
maintaining the gold standard in name but suspending any convertibility, which 
applied to bank notes.  

Under a moratorium, even private contracts payable in gold are suspended. 
Germany took the inconvertibility option so banks did not have to redeem notes 
for gold. They pretended to be strong economically claiming they did not 
embrace a moratorium. In the case of France, they actually adopted both 
methods suspending the gold standard and declaring note were not 
convertible. In Britain, banks declined to convert Bank of England notes into gold 
and we find that postal orders became legal tender much as postage stamps 
were legal tender during the American 
Civil War.  

The British continued to mint gold 
sovereigns and drastically reduced the 
mintage in 1917 and then they suspended 
all mintage until 1925. The British people 
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were also under decrees outlawing gold hoarding making it mandatory to turn 
it over to the banks. Therefore, the British were really under a moratorium. Britain 
was really the reserve currency and it was a creditor nation meaning everyone 
else owed gold to Britain and chose not to pay their bills. Therefore, we see the 
British debt exploded and this was the primary reason why Britain passed the title 
of the Financial Capital of the World to the United States. Because of gold 
hoarding, six months after the start of the war saw the gold reserves of Russia, 
Germany, and France actually increase thanks to hoarding. The abandonment 
of the gold standard was actually made possible as newer generations had 
become more comfortable with paper money than their fathers. Today, the 
younger generation is becoming comfortable with electronic accounts they pay 
using their phones. Keep in mind that in India and China, the standard was silver, 
not gold. Britain would return to a gold standard in 1925, but it lasted only until 
the massive wave of Sovereign Defaults in 1931 when it was abandoned once 
again. 

During World War I, price levels doubled in the US and Britain, tripled in France 
and quadrupled in Italy. This would lead to price controls to be imposed during 
World War II. The United States suspended issuing $20 gold coins in 1916 and 
resumed in 1920. Because the Federal Reserve managed the exchange rate, 
the government did not suspend the gold standard.  

Nonetheless, Congress changed the gold coin reserve requirement for backing 
gold certificates from 2/3 to 1/3 the amount of notes outstanding. The 1/3 
reserve could be met by existing gold coins in Treasury vaults and therefore it 
was not necessary to issue any gold coins from 1917 until 1920. Generally, gold 
coins were not in circulation as much in the East compared to the Wild West. 

Easterners tended to use 
the Gold Certificates more 
so than the coins. 
Changing the backing of 
the Gold Certificate 
reduced the need to 
produce coinage. 

With 1914 and the onset 
of World War I, gold coins 
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were quickly hoarded in Europe, 
which prompted the suspension 
of the gold standard. The United 
States was the receiver of 
capital pouring in for safe 
keeping. This resulted in 
rendered the USA somewhat 
insulated from the war's effects. 
The food and supplies came 
from the USA to Europe and this 
resulted in massive capital 
inflows. 

The United States never suspended the gold standard until 1933. However, 
changing the backing of the gold certificates relieved the economic pressure 
that was pushing the dollar higher. This policy of finally suspended the production 
of gold coins went into effect in March of 1917. Furthermore, gold certificate 
notes were being withdrawn from circulation and Federal Reserve Notes were 
being introduced separate and distinct from the war which began with the 1914 
issue. 

Milton Friedberg and Anna Jacobson Schwartz noted in their classic work on 
monetary history: 

"The withdrawal of over $1 billion of gold coin and certificates from 
circulation was effected as part of the policy of concentrating gold in the 
Federal Reserve System and was achieved by asking the banks to 
cooperate by 'sorting out of your incoming cash the gold certificates, not 
paying out any such certificates over your counter unless especially 
requested, but instead, forwarding to this bank [New York Federal Reserve] 
all you may accumulate in excess of those you think it advisable to carry 
as part of your vault money.' The banks were asked to pay out Federal 
Reserve notes, instead, and the public was discouraged from requesting 
gold coins for gifts." 

The $1 gold coins ceased to be minted in1889. The $2.5 gold coins ended in 
1915 and were resumed in 1925 when Britain returned to the goild standard. The 
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$5 gold was suspended in 1917 and only resumed in 1929. The $10 gold ended 
in 1916 and resumed in 1926 for one year followed by 1930. 

Given the circumstances of gold coin 
withdrawal, westerners had no choice but to 
accept paper currency in its place. Under 
the Pittman Act of 1918, silver certificates 
were likewise withdrawn and replaced with 
Federal Reserve Notes. As paper currency 
was replacing coins, then production could 
be gradually suspended. Silver dollars were 
suspended with the last issue in 1904. This 
contributed to the dramatic rise in silver 
prices which peaked in 1919. Only with the 
commodity crash of 1919 do we see silver 
dollar production return in 1921. Of course 
silver collapsed into its final low in 1932. 

Germany could not effectively return to it 
because War reparations had cost it much 
of its gold reserves. The German central bank 
issued enormous sums of non-convertible 

marks to pay reparation payments as they were converted to hard currency. 
This only resulted in the German Hyperinflation. 

Therefore, from the United States perspective, the government maintained the 
gold standard during World War I and the newly created Federal Reserve in 1913 
was ordered to intervene in currency markets to “sterilize” the FX markets given 
the vast influx of capital. The United States, which had been a net debtor country, 
had become a net creditor by 1919. 

Gold & World War II 

 

On May 1st, 1933, the Roosevelt 
administration devalued the dollar 
relative to gold. The Thomas amendment 
to the Agricultural Relief Act gave to the 
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president the power to reduce the gold content of the dollar by as much as 
50%. The president also received the power to back the dollar with silver, rather 
than gold, or with both silver and gold, at silver prices determined by the 
administration. 

Then on June 5th, 1933, a congressional resolution abrogated gold clauses in all 
contracts, both government and private. Gold clauses guaranteed that 
contracts would be repaid in gold or in gold’s monetary equivalent, at the value 
set in 1900. This was tested in the Supreme Court and sustained.  

Together, these measures reduced the dollar’s link to gold both domestically and 
internationally. The dollar nominally retained its value, but the Department of the 
Treasury would not exchange dollars for gold and forbade the Federal Reserve 

from doing so. The administration 
could, at any time, change the 
dollar’s value or begin backing 
the dollar with silver. In the future, 
the government might (or might 
not) allow the conversion of 
paper dollars into gold (or silver or 
both) at some price that the 
government would announce at 
some point in the future.  

The second phase of the 
Roosevelt administration’s gold 

policy began in October 1933 with the inauguration of the gold purchase plan. 
This plan involved the deliberate devaluation of the dollar, which was authorized 
by the Reconstruction Finance Corporation to buy gold at increasing prices. 
These purchases raised gold’s value in terms of dollars, conversely lowering the 
dollar’s value in terms of gold and in terms of foreign currencies, whose value in 
gold remained pegged at old prices. 

The goal of these programs was to raise American prices of commodities in the 
agricultural sector such as wheat and cotton. Roosevelt wanted to bring prices 
back to 1926 levels by sheer force. This reflation would counteract the deflation 
that had dragged the economy into the abyss. The reflation would relieve 
debtors, resuscitate banks, and revive businesses. The reflation would lower prices 
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of American goods abroad, encouraging exports, and raise prices of foreign 
goods in the US, discouraging imports. 

The third phase began in January 1934, with the Gold Reserve Act and a return 
to stability. The new stability solidified the emergency measures enacted in 1933, 
resurrected the gold standard, and re-established financial links between 
America and the rest of the world. 

Many people were highly critical of the Roosevelt administration’s gold policies. 
Many saw this as an outright violation of the solemn promises made in the Gold 
Standard Act of 1900 and to all those who supported the nation buying Liberty 
and Victory bonds during World War I.  

The United States did not need to suspend the gold standard during World War 
II since domestically people could not legally transact business in terms of gold. 
Following the bombing of Pearl Harbor in 1941, with the beginning of World War 
II as far as the American involvement, the federal government set out to impose 
new or expanded controls over the country`s economy to avoid the inflationary 
boom that took place during World War I. On January 6th, 1942, President Franklin 

D. Roosevelt announced 
some ambitious 
production goals to 
support the war. As a 
result, all of the country’s 
economic sectors were 
then under increased 
government control. 

Roosevelt then sought 
the cooperation of those 
who controlled the 
resources needed to 

conduct the war successfully. It took many agencies to resolve disputes between 
workers and management, set price controls, and impose rationing on scarce 
commodities as part of the war effort. Such agencies as the War Production 
Board (WPB) and the Office of Price Administration (OPA) were created in 1942 
to increase total production and to control wages and prices. 
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Wage and price control measures, as well as regulating the hiring and firing of 
workers, was also initiated by the government. The National War Labor Board 
was established by an executive order of President Roosevelt on January 12th, 
1942. The board was responsible for determining the correct procedures for 
settling disputes that could possibly affect any war production. It was also 
authorized to approve wage increases and quickly adopted the Little Steel 
formula for wartime changes based on the rising cost of living. 

The Emergency Stabilization Act was passed in October 1942, which placed 
wages and agricultural prices under control. There were immediate wage 
restrictions, and in order to attract labor, the employers offered a range of such 
fringe benefits as pensions, medical insurance, paid holidays, and vacations. 
Because the foregoing were not paid out in cash, they did not violate the wage 
ceiling. Controlling output proved easier than controlling wages. 

After World War II, the nation came together at Bretton Woods to recreate the 
world monetary system. The United States now had 75% of the world gold 
reserves and that made the dollar the new reserve currency of the world. 
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Indeed, throughout history we see the very same pattern — inflation unfolds in 
time of war, followed by deflation that results in the hoarding of money. This 
causes the dollar to rise as capital flees to the USA, which was especially true 
during the Red Scare. It was government’s need to sell debt that led them to 
restructure the Federal Reserve. Initially, the Fed was to stimulate the economy 
by buying corporate paper to help prevent spikes in unemployment due to a 
credit crunch. Congress ordered the Fed to buy only government debt to 
finance the war. They never reversed those World War I degrees.  

Keep in mind that the other side of this coin has always been the hoarding of 
money to create a nest egg to try to survive in such times of chaos (i.e. deflation). 
That domestic impulse was augmented by international currency inflows. 

During times of crisis, the law of necessity overrides everything else. All doubts 
are always decided in favor of the state. As previously shown, the very first coins 
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issued by Lydia in ancient times were reduced in weight, and not debased, in 
times of war against the Persians. However, we also see that debasement was 
the Greek tool. The silver tetradrams of Athens were debased to silver-plated 
bronze during the Peloponnesian War (431–404 BC) before confronting Sparta. 
The government of Athens adopted the techniques of counterfeiters who plated 
bronze coins with chemicals. 

Paper money was invented in China and was accepted because the emperor 
was the hand of God on earth, which introduced a whole new level of 
confidence in government. In Europe, the early forerunner to actual paper 
currency was bills of exchange issued by merchants that could be endorsed 
and circulated. This is similar to how you can still endorse a check someone gives 
you and thus transfer it to another party. This was the manner of exchange that 
the Greeks used at the Temple of Delos, the ancient central bank. However, the 
distinction between a bill of exchange and a piece of currency is the status of 
not requiring endorsement. This is the 
distinction of what we would call paper 
money v receipts.  

The first true banknotes for circulation 
appeared in Sweden, and these were 
actually used by the government to support 
wars with Germany. In 1661, the 
government established a 30-year 
monopoly for its Stockholm Banco to issue 
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these banknotes known as "letters of credit" that were to be 
payable in Swedish copper plate money, which was 
extremely heavy and not practical for actual circulation. 
However, this practice was abused for they issued more 
notes than they possessed copper plates. This led to the first 
banking panic in 1663 when there were more obligations 
than money to redeem the notes. The bank was forced to 
close in 1664.  

As Milton Friedman said, “If you put the Federal government 
in charge of the Sahara Dessert, in five years there’d be a 
shortage of sand.” The Swedish government caught a taste 

of unlimited wealth. They tried 
to salvage what they could, 
and finally in 1668, they 
founded the Bank of Estates, 
which became the Bank of 
Sweden in 1866. Some 
historians will point to this bank 
in Sweden as the first formal central bank.  

At the time of colonial America, Britain 
needed money and demanded payment in 
gold or silver but payment to the colonists was 
restricted to bronze. This resulted in a chronic 
shortage of coinage in the American 
colonies. The coins that did circulate were 
Spanish 8 reales (pillar dollars). These coins 

were often cut like a pie into bits. This gave rise to the saying, “Two bits, four bits, 
eight bits a dollar.” These were the famous 
“Pieces of Eight.” This shortage of coins in 
America directly led to the issue of paper as 
circulating  money.  
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Money first took the form of paper in 
America. The American issues of paper 
money were due to the shortage of coin. 
Britain itself experienced an even 
greater shortage of coin during the 
Napoleonic Wars (1797-1813). It was 
during this historical war when banknotes 

became 
common in 
Britain, and no gold guineas were issued between 
1800 and 

1813.  
  

The shortage of coin led Britain to begin 
the practice of counter-stamping the 
image of George III on to Spanish coins 
to make payments. This is even seen on 
US silver dollars from 1799.  

In 1804, the Bank of England issued the 
silver dollar struck on Spanish-American 
8 reales until at least 1811. Therefore, 
once again we see that during the 
Napoleonic Wars, coin was hoarded 
and gold vanished from circulation. 
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The American Revolution 

 

 

 

The lack of coinage due to hoarding during the American Revolution also 
necessitated the government to print federal money known as Continental 
currency. The inflation from this currency prompted the slogan, “Not worth a 
Continental.” This implied something was worthless. Continental currency 
became a form of speculation rising and falling depending on the outcome of 
every new battle. Even though the Articles of Confederation had promised 
payment, it was not until seven years later in 1787 when the Constitution of the 
United States recognized that there was an obligation to redeem these 
otherwise worthless scraps of paper from the previous government. By October 
of 1787, Continental currency was being traded at the going rate of $250 for $1 
in coin. This meant that the 1780 official rate had further depreciated, raising the 
value of gold from $800 an ounce in 1780 to $5,000 an ounce in 1787 in terms 
of Continental dollars.  
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The government was in no position to exchange the 
Continental currency at any rate. The economy and 
lack of faith were both simultaneously collapsing 
straight down. Eventually, gold peaked in late 
December 1790, but only after Congress passed an 
act on August 4, 1790. This act provided a means for 
refinancing debts, and from October 1, 1790 to 
September 30, 1791, Congress agreed to redeem $100 
in currency for $1 in bonds of indefinite maturity. 
Through this method of dealing with the worthless 

currency, Alexander Hamilton (1757-1804), Secretary of the Treasury, averted a 
U.S. economic depression.  

Many people refrained from exchanging their Continental currency for bonds 
that paid 6% interest because the Act of 1790 provided that the currency would 
still be redeemed at face value and that it was not mandatory to exchange it 
for bonds. The bonds were eventually paid in 1813, and those who held their 
currency in hopes of getting more than a 1% return on what they had received 
nothing! 

In reality, the first bonds issued by the new government under Hamilton were also 
the first securities traded in New 
York under the Buttonwood 
Agreement, the predecessor of the 
NY Stock Exchange, in 1792. This 
specimen was issued to and signed 
by George Washington. 

Money always historically increases 
by some means during war, 
reducing weight, debasement, or 
just printing when dealing with paper money. The common denominator is the 
deflation that unfolds insofar as people hoard either the old coinage or other 
tangible assets when money is simply paper credits. 
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The French Revolution 

 

 

French assignats were paper money issued by the National Assembly in France 
from 1789 to 1796 during the French Revolution. Like Germany during the 1920s, 
this was a revolutionary government that chopped off the heads of the rich. 
They sent capital into hiding and the productive class fled mostly to Geneva. 

At first, the French assignats were intended to be circulating bonds. However, 
the assignats were redefined as legal tender in April 1790, meaning they were 
acceptable in payment for private and official transactions. This addressed the 
liquidity crisis that naturally took place with the revolution. Those who had money 
hoarded it. There emerged a shortage of money and the velocity of money 
collapsed. When the assignats began to circulate, their value decreased by 5%. 
The revolutionary government sought to cover the amount due to the judgeships 
and military ranks. This merely added more to the revolution's inherited debts. 

The French National Assembly then voted by a narrow margin to issue additional 
assignats in September 1790. By September 1791, the value of the assignat had 
depreciated by about 20%. The properties backing the assignats were renamed 
“biens nationaux” (“national goods”) meaning nationalized assets. These 
nationalized assets were auctioned at the district level by local authorities and 
corruption was obviously rampant.  
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Through the sale of these properties, assignats were used to successfully retire a 
significant portion of the national debt. However, since these land sales were 
their original intent, the assignats were issued only in large denominations (50, 
100, 200, and 1000 livres) that worked poorly as a daily medium of exchange. 

Moreover, the National Assembly never 
mandated that assignats and Old Regime 
coins remained in circulation exchanged at 
par. By late 1790, the assignats were at a 
7.5% discount to coinage. By the end of 1791, 
the discount rate rose to 20%+. A civil war 
remained with counter-revolutionaries still 
active, which resulted in the confidence in 
government far from assured. The 
government blamed the assignats' 

depreciation on foreign conspiracies by other monarchs. Indeed, the British, 
Belgian, and Swiss all engaged in counterfeiting assignats. In London, there were 
17 operations alone forging assignats. Counterfeiting paper currency became a 
major war tactic. 

The new revolutionary 
government tried by 
decree that assignats 
and coins were 
exchanged at par. As 
always, it remains a 
question of confidence. 
The decree simply could 
never be enforced. The 
assignats continued to 
depreciate and prices 
continued to rise. Food 
shortages erupted and 
this only led to continued civil unrest, which undermined the confidence in the 
new government. Similar to the Babylonian King Hammurabi, the Roman Emperor 
Diocletian, all the way to Richard Nixon in the USA following the collapse of 
Bretton Woods, the French government attempted wage and price controls in 
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the Maximum Price Act of 1793 aimed at stopping 
inflation. Such inflation historically erupts, not from 
an increase in the money supply, but a collapse in 
public confidence.  

This is when the economics prompted another 
revolutionary reaction known as the Thermidorian 
Convention. This is when the French politician 
Maximilien Robespierre (1758-1794) was 
denounced by members of the National 
Convention as a tyrant, leading Robespierre and twenty-one associates to be 
arrested that night and beheaded on July 28, 1794. The Thermidorian 
Convention also lifted the Maximum Price Act in the name of "economic 
freedom" and the assignats lost almost all value over the next year. 

The Directoire was a five-member committee that governed France from 
November 1795 when it replaced the Committee of Public Safety. It gave its 
name to the final four years of the 
French Revolution. In 1796, the 
Directoire issued mandats, a currency in 
the form of land warrants to replace the 
assignats. Confidence just did not exist 
in the revolutionary government. 
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This new currency also failed and 
these economic failures actually 
provided the backdrop for the 
rise of Napoleon Bonaparte from 
a French military leader to a 
political leader. Napoleon 
Bonaparte (1769–1821) overthrew 
the Directoire in the Coup of 
November 8-9, 1799, and 

replaced it with the Consulate that he led. In 1798, Napoleon led a military 
expedition to Egypt that served as a springboard to political power. That 
campaign propelled him to stardom and enabled him to stage the coup in 
November 1799, which became First Consul of the Republic. 

 

Napoleon’s ambition drove him even further, and in 1804, he became the first 
emperor of the French after crowning himself. As Napoleon I, he ruled as 
emperor from 1804 until 1814. Napoleon opposed all forms of paper currency, 
and by the 1830s-1840s, assignats and other paper madats issued by the 
previous government during the revolution became collectors' items. 
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Counterfeiting as a Tactic of 
War 

 

he introduction of paper currency in the American colonies opened the 
door to the first counterfeiting operations during war as a means to 
undermine the economy of one’s adversary. The British engaged in a 

tactic to counterfeit the currency of the Continental Congress in an effort to 
disrupt the American economy and its ability to defend against Great Britain. 

 

Colonial America became prolific in producing paper money to fund the war 
effort. The counterfeits that the British produced were very good. The question 
soon surfaced as to how to prevent counterfeiting. The penalty to counterfeit a 
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note was boldly displayed — “DEATH.” Of 
course, this had no real deterrent to prevent 
the practice.  

Benjamin Franklin (1706-1790), was an inventor 
of great renown. He was an innovative genius 
who thought dynamically rather than linearly. It 
was Franklin who developed a new and 
creative way to help secure paper money by 
masterminding a new anti-counterfeiting 
method. 

Franklin printed money for Pennsylvania, New 
Jersey, and Delaware and beginning in 1739. In 

an effort to throw off counterfeiters, Ben Franklin would at first deliberately 
misspell Pennsylvania on the bills, assuming a counterfeiter would correct the 
spelling on the assumption that the bills were themselves fakes produced by a 
less literate criminal.  

 

In 1764, Parliament passed the Currency Act, which prohibited any further issue 
of American paper money. Like the Stamp Act the following year, this attempt 
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to impose control over the colonies succeeded only in 
uniting them in protest. We see Franklin boldly 
announcing he printed the notes in 1764. 

Ben Franklin wrote in 1729, A Modest Enquiry into the 
Nature and Necessity of a Paper Currency. He wrote: 

“There was abundance in the Colonies, and peace 
was reigning on every border. It was difficult, and 
even impossible, to find a happier and more 
prosperous nation on all the surface of the globe. 
Comfort was prevailing in every home. The people, in 
general, kept the highest moral standards, and 
education was widely spread.”  
  

Concerning the counterfeiting problem, Franklin later 
wrote: 
 

“The artists they employed performed so well that immense quantities of these 
counterfeits which issued from the British government in New York, were 
circulated among the inhabitants of all the states, before the fraud was 
detected. This operated significantly in depreciating the whole mass.” 
 

 
 



 

33 
 

Yet, Franklin devised another means to prevent counterfeiting. The back of each 
note featured an image of a leaf from a tree. Franklin worked with blocky lead 
printer's type. The leaves, however, with their traceries of veins were unique like 
a fingerprint. No two leaves were identical. The leaves were a fine detail of 
copper engravings. These leaf impressions prevented counterfeiters from making 
exact copies. In fact, it was not until the 1960s that a historian discovered the 
secret to Franklin’s invention, which had remained a mystery. Franklin had made 
lead casts of actual leaves. 
 

 

Napoleon counterfeited Russian currency as a tactic to undermine their 
economy during his invasion. During the siege with Austrian forces in Croatia, 

Napoleon forged 2 Franc 
notes dated 1813. Napoleon 
also counterfeited British 
pounds.  

Counterfeiting the currency of 
an adversary has been a war 
tactic even into the 20th 
century. Hitler counterfeited 
British notes and they in turn 
counterfeited Hitler’s currency. 
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 When Fiat was the Solution 

 

he assumption that paper currency is the entire problem is by no means 
supported by the historical evidence. Instead, the issue is government 
management regardless of what is being used as the medium of 
exchange. There was a chronic shortage of coinage as American states 

began to mint coins. New Hampshire was the first out of the gate in 1776, but it 
did not introduce any real quantity on coinage. The Republic of Vermont 
opened a mint for coining coppers in 1785, and was soon followed by the state 
of Connecticut. In 1786, New Jersey began minting followed by New York and 
then Massachusetts in 1787. The Continental Congress also began to produce 
copper coinage in 1787, authorizing the Fugio cent designed by Ben Franklin, 

whereas previously, they had produced only 
Continental dollars in pewter, brass, and 
extremely rare silver. 

Coin minting was available for contract and 
there was lively bidding on the expectation 
that this would be a highly profitable 
venture. However, competition for the 

contracts was extensive and all but Massachusetts awarded contracts to private 
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parties. Contractors soon realized that the minting process was far costlier than 
anticipated. Consequently, the quality of the product began to decline with 
time and this resulted in a form of debasement whereby the idealized weight 
was not maintained. Profits were achieved only by issuing lighter weighted coins. 

Copper coinage was reduced dramatically. The British regal copper halfpence 
weighed about 153.3 grains. Only the Massachusetts and Federal Fugio copper 
issues were produced at the British standard, with weights that even slightly 
exceeded the standard and came in about 157.5 grains. Vermont coppers were 
the lowest with a weight of about 111 grains. Connecticut coppers were slightly 
reduced with a weight of about 144 grains. New Jersey coppers were very close 
to the English standard with a weight of about 150 grains. Counterfeits of 
Connecticut coins were also made with a lightweight counterfeit, causing the 
Connecticut coppers to be viewed as suspicious. 
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During this period, individuals were keenly aware of the circulation of lightweight 
and counterfeit coppers. The confidence in the currency simply collapsed. 
Individuals effectively stopped accepting the inferior lightweight coppers and 
they began to trade at substantial discounts. On March 5, 1787, the New York 
Assembly issued a report discussing the copper coinage in circulation. The report 
stated copper coinage in New York consisted of mostly British counterfeits, Irish 
halfpence, and counterfeit New 
Jersey coppers (Crosby, Sylvester 
S. The Early Coins of America; 
and the Laws Governing their 
Issue, 1875, rpt., New York: 
Sanford Durst, 1983 pp. 290-292). 

Responding to this report on April 
20, 1787, the New York legislature 
passed an act regulating the circulation of copper coins and prohibiting the 
circulation of coppers “except such as are of the Standard and weight of one 
third part of an Ounce avoirdupois, of pure copper (145.8 grains).” The act further 
added, “Coppers shall pass current at the rate of twenty to a Shilling of the lawful 
current Money of this State and not otherwise.” New York declared that any other 

coin it might regularly seize and it 
"shall forfeit five time the Value of 
the Sum for which such coppers 
shall be so offered or passed in 
payment."  

Similarly, New Jersey passed a law 
that after July 20, 1787, stating only 
New Jersey coppers and the 

Federal Fugio cents would be legal tender money in the state and would pass 
at the exchange rate of 15 coppers per New Jersey shilling of account. 
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With the enactment of such 
laws, the value of the 
lightweight coppers began to 
plummet. This contributed to the 
closure of mints in Connecticut, 
Vermont, and Massachusetts 
the next year in 1788. While 
Massachusetts had continually 
produced full weight coins, their 
value in exchange was depressed, and thus the actual cost to produce them 
was double their purchasing value. In New Jersey, there were serious problems 
as well to the point that by the end of 1788, the only coppers being produced 
were the lightweight counterfeits at the private mint of Thomas Machin in 
Newburgh, New York. In Elizabethtown, New Jersey, Matthais Ogden was taking 
lightweight coins he purchased at a discount and over-striking them as a New 
Jersey copper to pass them off at 15 to the shilling.  

The Federal Fugio cent 
production of James Jarvis 
also amounted to fraud. 
Jarvis had produced only 
about 400,000 Fugio cents 
while illegally diverting 
most of the copper to 
produce some 3,500,000 
unauthorized lightweight 
Connecticut coppers that 

had flooded the economy. This first shipment of Fugio cents was delivered to the 
treasury in May of 1788. Jarvis had gone to England in search of buying 
additional copper. His partner and father-in-law realized the fraud would be 
exposed and he fled Connecticut for England. The Federal government was now 
left without its copper and money supply. 
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The Panic of 1789 

 

Against this backdrop, the state of the coppers insofar as a viable money supply 
was particularly deplorable in New York where the only mint was Machin's 
counterfeiting operation. With the money supply flooded with underweight 
coppers that were now officially illegal, the public simply lost all confidence in 
coppers. In New York City during summer of 1789, just a few months before 
George Washington became president and the French Revolution began, the 
Panic of 1789 was unfolding.  

February 4, 1789, marked the election of George Washington and the birth of 
the United States government. Washington was inaugurated on April 30, 1789. 
Meanwhile, unemployment in Paris reached about 150,000 out of a total 
workforce of 600,000. This set the stage for the French Revolution.  

On July 11, Louis XVI of France fired the popular Chief Minister Necker. The 
following day, an angry Parisian mob demonstrated against the king’s decision 
to dismiss Minister Necker. Tensions were rising in Paris and on the next day, July 
13, the people began to seize arms for the defense of Paris. Then on the 
memorable next day, July 14, the French Revolution (1789–1799) began with 
citizens of Paris storming the Bastille to free seven prisoners. In rural areas, 
peasants began to attack noble manors. On August 4, French members of the 
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Constituent Assembly took an oath to end feudalism and abandon their 
privileges. By August 26, the Declaration of the Rights of Man was proclaimed in 
France by the Constituent Assembly.  

In October 1789, about 7,000 women marched 12 miles (19 km) from Paris to 
Versailles to demand action. On December 23, a leaflet began to circulate in 
France accusing Marquis de Favras (1744 – 1790) of plotting to rescue the royal 
family. Conspiracy plots began ushering the reign of terror. 

The United States Department of the Treasury was founded on September 2, 
1789, with the Department of State following on the 15th of that month. On 
September 24, the Judiciary Act of 1789 established the federal judiciary and 
the United States Marshals Service. By September 29, the US Department of War 
established the nation's first regular army.  

 

The value of colonial coppers collapsed. On July 12, 1789, the New York 
Common Council recommended valuing coppers at 48 to the shilling compared 
to 15 to the shilling which had been the official value just across the river in New 
Jersey. Merchants refused to cooperate and soon coppers were being refused 
in trade at any price. Coins that had traded at 14 to the shilling in New York City 
were now completely worthless. An advertisement in the New York Daily 
Advertiser that appeared on July 24, 1789, captured the financial chaos. 

  

  

C O P P E R S 

TAKEN for YORK RUM, on 
delivery, at No. 

21, Ferry-street, at SIXTY to 
the SHILLING, or  

10d per pound. 
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This was a hyperinflation of tangible coins 
where the CONFIDENCE in copper coins 
simply collapsed. Rum dealers were now 
offering to take them at 60 coppers to the 
shilling, reflecting a near 430% rate of 
inflation within one year. On August 3, 
1789, The Federal Gazette in Philadelphia 
reported the value of coppers had fallen to 96 coppers to the shilling. The New 
York Packet on August 18, 1789, reported that business failures were everywhere 
and food was no longer available be it bread or vegetables in the marketplace. 
Not even full weight coppers were negotiable. The entire money supply became 
suspicious. The Federal government abandoned all hope of issuing copper coins 
and sold their supply of full weight Fugios to a speculator at a discount. The 
speculator, Royal Flint, received the coins in June of 1789. The panic had already 
begun. The value of the Fugios collapsed to, at best, 29 cents for every 100 Fugio 
cents. He lost everything and ended up in debtor's prison, unable to pay what 
he had bargained for. 

 

The epic center of the Panic of 1789 was New York City and Philadelphia. On 
August 6, 1789, the Bank of America in Philadelphia printed 1d and 3d small 
change notes to help alleviate the economic crisis. Benjamin Bache printed the 
notes on paper that had been supplied by Benjamin Franklin with a marbled 
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border along the top of the sheet. This emergency solution was greeted with 
great eagerness and led to a real boom in small change note production. Here 
we have the tangible coins collapsing in value and a fiat currency replacing 
them. By September 
1789, New York City had 
communicated a 
strategy whereby they 
were accepting only 
New Jersey coppers 
and no other coins of 
any other origin. This 
measure at least 
stabilized the crisis to 
some extent whereby 
the value of New Jersey 
coppers returned to 24 
to the shilling, which 
was an improvement to the 60 level or higher, but still well above the intended 
official value of 15 to the shilling. Outside of New York City, coppers were still 
trading over 60 to the shilling. Even by September 1789, the price for coppers in 
Connecticut was still trading at least at 48 to the shilling. The panic did not reach 
Boston where coppers were trading at 18 coppers per shilling, but an arbitrage 
was quickly developing whereby worthless coppers from New York and 
Philadelphia were making their way northward in trade. It was really the fiat small 
change notes that help to stabilize the financial crisis. Numerous businesses and 
churches began to issue small change notes in substitute of actual coins. 

The Panic of 1789 illustrated a crisis in CONFIDENCE. The transition to becoming 
the United States was not entirely smooth sailing. The Whiskey Rebellion began 
in 1791 against federal taxation. This came to a climax on August 7, 1794, when 
then President George Washington issued a proclamation and summoned 
almost 15,000 troops to use the military against American citizens. This action 
gave birth to Thomas Jefferson’s Democratic-Republican Party to opposed 
federalism. 

  



 

42 
 

The Russian Cooper Riots of 1662 

 

he monetary history of Russia really begins with the coinage of Vladimir 
Sviatoslavich the Great as Grand Prince of Kiev (980-1015). The coin depics 
the Grand Prince seated on the 

throne with the first appearance of the 
Kievan national emblem employed on the 
reverse — the trident. He is described as 
the father of Rus, from which Russia takes 
its name. He was the founder of 
Christianity among the Kievan Rus. 

Vladimir the Great was succeeded by his 
son, Sviatopolk I Vladimirovich (980 – 1019) 
who became the Grand Prince of Kiev 
(1015–1019). Kievan Rus' reached its greatest extent of power under Yaroslav the 
Wise (1019–1054). The state began to decline after his death, and during the 
12th century, it disintegrated into various rival regional powers. Kiev was the 

natural trade stop between Byzantium and 
Scandinavia. The economic conditions declined 
in sync with commercial ties with Byzantium as it 
began to collapse following the Great Monetary 
Crisis of 1092. Kiev was virtually a defunct power 
and was subjugated by Daniel of Galicia (1201-
1264). Galicia was a small state that  straddled 
the modern-day border between Poland and 
Ukraine, but the state fell to the Mongol invasion 
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of the 1240s. It took about 130 years before coins reappeared in the Grand 
Duchy of Moscow under Dmitry Ivanovich with Russian inscriptions. The coinage 
almost immediately began a process of weight reduction that fell per one gram 
in Moscow in 1380 to 0.39 grams by 1480. 

The coinage of Russia continued to decline. Eventually, the silver coins were 
crudely minted and small with the 
planchet typically smaller than the actual 
dies of the coins. These are commonly 
known as “wire money” as they were 
struck on flans cut from lengths of wire. All 
have shear marks at the ends due to how 
the wire was cut up. The flans are 
generally smaller than the dies, so it is 
extremely rare for very well centered 
specimens to appear with everything on 
the flan. These issues are generally 
average in size of about 11.5 x 7.5 mm with a weight of around 0.3 grams. 

Silver became very scarce and vanished from circulation, causing great 
economic stress. The government responded by issuing copper coinage with the 
same official values as if they were silver coins. This resulted in a destabilization 
of the money supply. There was also great profit to be had by counterfeiting 
these overvalued copper coins, which became widespread and further flooded 
the economy. The economy simply collapsed as confidence vanished in the 
medium of exchange. A deflationary black hole unfolded as businesses shut 

down and unemployment 
rose dramatically. This 
erupted into what has 
become known as 
the Copper Riots of 1662, 
which indeed was one of 
the greatest riots over 
money in recorded history.  

https://armstrongmedia.s3.amazonaws.com/wp-content/uploads/2016/12/Alexis-I-Copper-Riot-1662.jpg
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Tensions peaked when a black list of persons accused of being responsible for 
the economic slump was posted, and, though its authorship was unknown, it 
associated many prominent aristocrats and merchants with Poland, a nation 
whose Catholicity was considered sinister. At least 10,000 protesters gathered 
and marched to Kolomenskoye, which was the residence of Tsar Alexei 
Mikhailovich (1645-1676). They now demanded that the ‘traitors’ be turned over 
to them. The Tsar, like politicians today, promised to investigate and reduce the 
taxation. Nevertheless, the mob was satisfied with the political promises, as is 
often the case. They 
began their journey 
back to Moscow. 
However, back in 
Moscow, other rioters 
were destroying and 
looting the property of 
hated merchants who 
the people assumed 
were responsible. Two 
groups merged and 
this time returned in 
greater numbers to 
confront the Tsar and 
make more demands. 

The Tsar was prepared and called in 10,000 troops who were ordered to suppress 
the crowd. Over 1,000 protesters were brutally killed, quelling the mob, and many 
thousands more were later convicted and exiled or hanged. 
This was not an isolated incident confined to Russia. There was a shortage of 
precious metals going into 1662, but it was most profound in Russia. Nevertheless, 
the price of gold rose sharply from the low of 1655 in a 7-year bull market. 

This event demonstrated that a monetary crisis does not need to be simply paper 
money. Historically, governments have debased their coinage or over-valued it 
to fund their expenses. In this case, the Russian government began producing 
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copper coins and assigning them equal value to silver currency to meet 
expenses, effectively debasing the currency.  

Clearly, the Copper Riots of 1662 stand as one of the great riots over the 
debasement of money in recorded history. There have been reductions in 
weight, as in Lydia during the 6th century BC, and the debasement of Henry the 
VIII in England, but such events did not turn into major battles. 

In this instance, we can see from the history of Russia that they first suffered the 
fate of conquest by the Mongols, so all tangle assets suffered and coinage simply 
stopped being minted. We then find the return of Russian coinage, and the 
persistent steady erosion of the monetary base and the economy. Additionally, 
Russia was the last nation to end serfdom, which really ended with the Russian 
Revolution of 1917. Therefore, the Copper Riots of 1662 must be viewed within 
this context of a long-protracted decline, which finally came to a head. 
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The Debasement of Wang Mang 

 

 

ang Mang (王莽)(6/9-23AD) implemented monetary reforms to 
establish his own dynasty to replace the Han dynasty. The 
economy went into a chaotic period between 7 and 14 AD. This 
centered, once again, on the introduction of a new coin that was 

dramatically overvalued in relation to its metal content in an effort to fund his 
expenses. In the year 10 AD, Wang Mang was desperate for money and 
instituted an unprecedented tax. This became the first income tax of this nature. 
The rate was 10 percent of profits for professionals and skilled labor. Previously, 
all taxes were either poll tax (head tax) or property tax. Wang Mang was thus 
the founder of a short-lived Xin (Hsin) Dynasty (9-23 AD). His father's half-sister 
had become the empress of China within the Han Dynasty. Upon the death of 
the emperor, she became the Empress Dowager, which meant prestige for her 
family. 

W 



 

47 
 

Her son was weak and showed little interest in governing the empire. Wang 
Mang was his first cousin. In 8 BC, Wang Mang was appointed regent. The 
emperor died around 6-7 BC without an heir. The new Emperor Ai was not 
related to the family of Wang Mang, and thus accepted his resignation. Yet, 
Emperor Ai died about 1 BC. Empress Dowager summoned Wang Mang and 
appointed him regent. Wang Mang installed his own daughter as empress with 
the new Emperor PIing. On 
February 3, 6 AD, PIing died. 
Some accused Wang Mang 
of poisoning him. Wang 
selected the youngest of 
potential heirs, a boy who 
had just been born in 5 AD, 
who was not actually 
enthroned, and Wang 
Mang assumed the position 
of acting emperor. He now 
claimed that heaven was 
directing that a new 
dynasty should reign and he 
officially declared his Xin 
(Hsin) Dynasty on January 
10, 6/9AD.  

The monetary reforms of Wang Mang reflect the desperate times. He had 
installed a new denomination, the daqian, which was 12-zhu valued at 50 times 
that of the old Han wuzhu coin, which was effectively about 20-21 times that of 
its metal value. He also introduced knife-shaped coins of bronze in an attempt 
to revive and depart from the Han coinage. This knife coinage weighed about 
16 grams and was valued at 500 of the Han wuzhu, which was nearly 100 times 
its weight.  
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He also issued a heavier version of 
about 28 grams valued at 5000 wuzhu 
that was 560 times its value with a tiny 
gold inlay. He outlawed private 
ownership of gold and recalled all 
gold to be turned into the treasury in 
the same manner that Franklin 
Roosevelt did in 1934 in the United 
States. These new overvalued 
denominations were used to 
compensate for the confiscated gold.  

By the end of Wang Mang's reign, the 
treasury had a significant gold supply. 
These efforts were taken when he was 
regent prior to his assumption of the 
throne in 9 AD. Once he took the 
throne, he abolished these 

denominations and returned to a 1-zhu coin value (cash) that that was still 
overvalued by five times. The knife coinage was abolished, for they seem to 
have served their purpose in paying for the forced confiscation of gold. (R. 
Thomsen, Ambition and Confucianism: A Biography of Wang Mang (1988), p119).  

To help prevent counterfeiting now that coins were valued far above their metal 
content, Wang Mang prohibited the possession of copper and even charcoal. 
The old Han wuzhu coins were still circulating in abundance. Anyone caught 
hoarding the old currency was to be deported to the frontiers. In 10 AD, there 
were vast war preparations against the Xiongnu. Wang Mang tried to cover 
these expenses by creating 28 new denominations of overvalued metal to pay 
for the military. There were gold and silver ingots, tortoise shells, cowrie shells, and 
16 different bronze denominations that were once again round and spade-
shaped trying to restore the old coinage pre-Han.  

The overvaluation was effectively hyperinflation with some coins now valued at 
more than 20,000 times their intrinsic value. This naturally encouraged 
counterfeiting on a grand scale. The Hanshu tells us of draconian measures to 
force the people to accept this new currency. Counterfeiters were executed 
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along with their entire families, and any five neighboring families were enslaved. 
This was perhaps even beyond draconian. Travelers were searched and required 
to carry only the new money. Roadblocks were set up to enforce these 
measures. This certainly would instill a peasant revolt.  

Although the Han Dynasty was restored in 25 AD, production of the old wuzhu 
coins did not resume until about 40 AD, yet the overvalued spade-money 
ceased to be produced.  

The problem that China was 
encountering was this overvaluation of 
the coinage relative to its metal value, 
which was the same problem in Russia 
that sparked the Copper Riots of 1662. 
This is what created the incentive for 
counterfeiting. The 118 BC reform that 
introduced the wuzhu ("five grain") coins, 
which replaced the banliang of 175 BC, 
had led to widespread imitations. By 48 
BC, the emperor considered demonetizing all the coins and returning back to 
grain, silk, cloth, and shells to provide the monetary base. This was not carried 
out.  

Nevertheless, many Chinese scholars believed that money was the root of all 
evil. However, this was not in the context of commodity values serving as a 
means of exchange, it was only in the concept of coinage. In this respect, the 
widespread inflation created by the private and counterfeit coinage indeed 
created corruption and kept the economy in check. 

Nature conspired against Wang Mang, for in 11 AD the Yellow River flooded and 
caused a great famine and plague. This led to civil unrest as a sign from heaven. 
Peasants migrated south and banded into larger groups. One group known as 
the Red Eyebrows were strong enough that they defeated one of Wang's armies. 
This led to widespread rebellions even in the capital. They stormed the palace, 
and in a grand last stand, about 1,000 palace guards defended Wang to the 
last man. The rebels then killed Wang Mang, ending one of the most dramatic 
abuses of monetary policy in human history.  
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The Debasements of Henry VIII 

 

 

enry VIII (b 1491; 1509-1547), remains notorious for introducing 
debasement to the monetary system of England. It all began during the 
1540s when his expenses exploded to pay for wars with France and 

Scotland. In order to fund these major endeavors, Henry raised vast sums through 
the dissolution of the monasteries between 1536 and 1541 by creating the 
Church of England and confiscating all Papal holdings in Britain. However, that 
was not enough to fund his wars. Henry VIII began selling off the crown’s land 
and then he began to raise taxes. Still, none of these efforts covered his war 
expenses. 
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In May 1542, Henry VIII issued an indenture whereby he ordered that the amount 
of gold and silver within the country's coinage be secretly reduced. He also 
ordered the reproduction of the previously unsuccessful Testoon coin, which was 
the shilling as it was first known. For the next two years, the newly minted debased 
coins, including the reintroduced Testoon, were stockpiled in the Jewel Tower in 
the Palace of Westminster while production of coins at the current standard 
continued. Then in May of 1544, a shortage of bullion arriving at the mint forced 
Henry VIII to issue the secret indenture and allow the debased coins to enter into 
general circulation.  

It did not take long for foreign merchants to figure out the coinage was being 
debased. By July 1544, just two months into the debasement release, merchants 
in Amsterdam began to lower their offers in accepting the new coins. Thomas 
Gresham (1519-1579), an English merchant in Amsterdam in 1543, observed the 
markets and how the debasement caused the older coinage to be hoarded. 
He later expressed this in what became known as Gresham's law that bad 
money (debased) drove the good money (non-debased) out of circulation.  
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Henry the VIII had also begun to debase the gold coinage. He reduced the 
coinage from 23 carats, which had been the English standard, to eventually 20 
carats. The gold debasement was not as severe as that of the silver coinage. 
Nevertheless, we still see the same policy to cover the increased expenditures 
for war through the means of debasement. 

Keep in mind, however, that the due to the wars on the continent in Europe, the 
value of gold had been rising outside of England. The Treaty of Madrid declared 
peace between France and the Holy Roman Emperor and France ceded 
Burgundy. Then France broke the Treaty of Milan in May 1526 and created the 
League of Cognac against the emperor. Meanwhile, the Spanish invaded and 
took Milan. These continental wars resulted in a net outflow of gold from England 
where it was worth more relative to silver on the continent. This first forced Henry 
VIII to raise the value of gold in England by 10%.  

Henry VII first attempted to debase the gold coinage in 1526 as a result of the 
drain on the English gold reserves. The angel was valued at 7s 4d, and Henry 
introduced the rose which was valued at 4s 6d to be on par with the French ecu 
au soleil. This new denomination was not well received, so it was replaced with 
the double rose and valued at 5s, however, this was debased to 22 carats. Again, 
the rise in government expenditures drove the 
monetary system into chaos. The seizure of the 
possession of the Catholic Church set the tone for 
the civil war to come. 
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3rd Century Debasement of the Roman Empire 

 

 

he first debasement of the Roman silver denarius actually began with 
Nero (54-68 AD) who was the first to reduce the silver content from 84 
coins to the pound (3.9 
grams) to 96 coins to the 

pound (3.41 grams). Various 
emperors thereafter sought to cover 
expenditures through the process of 
debasing the silver coinage. We 
can easily see the debasement in 
the appearance of the coinage. 
When plotted, we can also see the 
sharp decline, which is why I coined 
the term a “waterfall event.” 

The identifying event that sent the monetary system of Rome into a waterfall 
event was the capture of Roman Emperor Valerian I (253-260 AD) by the 
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Persians. In 256 AD, Valerian departed Rome for the East in order to deal with 
the rising threat from Persia. Valerian established his headquarters at Antioch in 
Syria and mounted his campaign against the Persians from this base of 
operations. In 257 AD, he appeared to have won a great victory, at least 
according to his coinage. For it was at this time that Valerian took the 
title, “Restorer of the World.”  

Despite his initial success, in 260 AD, Valerian attempted a major assault by taking 
his legions through Mesopotamia. In a tactical error, his legions were surrounded 
and he was taken prisoner. Valerian was turned into a royal slave and was used 
as a footstool for Persian King Shapur I (241-272 AD). This mural still survives, 
showing Valerian pleading for mercy before Shapur I. Eventually, Valerian was 
murdered and stuffed as a 
trophy upon his death. 

In the autumn of 260 AD, 
the dreadful message of 
Valerian’s capture by the 
Persians reached his son 
Gallienus (253-268 AD) in 
Rome. With his father gone, 
rebellion was in the 
air. Gallienus was besieged 
on every front. With the 
capture of Valerian, the 
defenses of the East were 
left in complete turmoil. 
Antioch fell to the 
advancing Persians. The two Roman generals, Macrianus and Callistus, rallied 
what was left of Roman troops. They defeated the Persians at Corycus and drove 
them back behind the Euphrates.  

http://armstrongeconomics-wp.s3.amazonaws.com/2015/10/Relief_of_Shapur_I_capturing_Valerian.jpg
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Macrianus decided the time was right to challenge Gallienus’ rule. He 
nominated his two sons, Fulvius Iunius Macrianus and Fulvius Iunius Quietus, as 
emperors of the east, with Antioch as their capital. This rebellion won widespread 
recognition in Syria, Egypt, and Asia Minor (Turkey), but they were defeated. 

 

The pressure to debase the coinage increased with the outbreak of civil war and 
the rising expenses to defend the throne. However, he never debased the gold 
coinage. Instead, he reduced the weight. The silver coinage at least appeared 
silver at the beginning of his reign. The cost of 
defending the throne was massive and we can 
see the debasement in this photo. Additionally, 
the barbarians knew that the emperor was 
captured and that made them vulnerable. 

  

https://www.armstrongeconomics.com/research/monetary-history-of-the-world/roman-empire/chronology_-by_-emperor/end-of-severan-dynasty/macrianus-260-261-ad/
https://www.armstrongeconomics.com/research/monetary-history-of-the-world/roman-empire/chronology_-by_-emperor/end-of-severan-dynasty/quietus-260-261-ad/
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The English Civil War (1642-1651) 

 

he real core reason for the civil unrest in England during the reign of 
Charles I was opposition to a tax imposed upon the whole country without 
the approval of Parliament — taxation without representation, so to speak. 

While religion was the surface cause of the English Civil War, that only came 
after the tax imposed in 1635. Additionally, we must also look at the whole of 
Europe at this time, for religion was really the excuse that was surfacing in Europe. 
What we see is yet another contagion of civil unrest. There was clearly a conflict 
between Roman Catholicism and Protestantism erupting in Europe. King Charles 
I (1625-1649) married Henrietta Maria of France who was a Roman Catholic. The 
year before, Charles I promised Parliament that there would be no advantages 
for those refusing to join the Protestant Church of England if he were to marry a 
Roman Catholic. In his marriage, he secretly committed to remove all disabilities 
suffered by his Roman Catholic subjects. 

Charles I engaged in ill-fated wars with both France and Spain that were costly 
and caused an economic crisis in 1628-1629. The king’s chief opponent in 
Parliament was Sir John Eliot, who he imprisoned in the Tower of London in 1629 
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where he died in 1632. This was one part of the crisis building, for Charles I was 
in a confrontation with Parliament over the finances and cost of his wars. 

Charles I was confronted with the decision to obtain parliamentary funding for 
his wars or engage in argumentative proceedings with demands. Parliament had 
to approve taxes. This law remains in place today in the USA, as the president 
cannot impose taxes without approval from Congress. In 1628, Charles agreed 
to the Petition of Right in which there was a clause, “[Y]our subjects have 
inherited this freedom that they should not be compelled to contribute to any 
tax, tallage, aid, or other like charge not set by common consent, in parliament.” 
Hence, Charles I dismissed his fourth Parliament in March 1629 and decided to 
proceed without taxes. 

His opponents called this the 
“Eleven Years’ Tyranny,” yet the 
only need to call a Parliament 
was to impose taxes. In 1634, 
Charles I entered into a secret 
treaty with Spain to assist them 
against the Dutch. To raise 
funds, Charles turned to 
exploiting the forest that he 
owned. He also engaged in 
forced loans. This was still not 
enough. Charles sent his 

attorney general to investigate if there was any possible exception to taxation 
outside of parliamentary approval. He returned with a clever means of taxing 
outside of parliamentary power called “ship money.” Ship money was a tax 

imposed on the inhabitants of coastal areas of England. The tax bill was £173,000. 
In 1635, Charles extended the ship money (tax) from the ports to the entire 
nation. This is what truly provoked resistance and became the core reason for 
the Civil War with religion becoming the public excuse. 
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One of the more interesting factors 
about the coinages of the English Civil 
War of 1642-1649 is that we never see 
debasement of the coinage nor did 
Charles I arbitrarily raise the value 
relative to some standard.  

We find hoards of coins buried during 
periods of economic distress. Studies 
have proven that the typical 
expectation of debasement was an 
unjustified suspicion of even a slight 
debasement. The rarity of many of the 
royalist issues may now be seen as a 
function of small original output rather than debasement. 

Early in the seventeenth century, all English minting in precious metals took place 
at the Tower of London, which held a monopoly over minting coins. However, 
this traditional monopoly was broken in 1637 with the establishment of a small 
branch mint at Aberystwyth for the coining of newly-refined Welsh silver. Gold 
and silver coins were produced to strict standards during Charles I's reign at 22 
carats fine gold at £41 to the pound Troy with silver struck at 11 ounces 2 
pennyweights fine, which was 62 shillings to the pound Troy. 

The English Civil War demonstrates that in this case, religion seems to have 
relieved the king of the necessity to debase the coinage. Therefore, the zeal of 
religion did supersede the economics of the period.  
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The Civil War 
 

 

he mid-19th century produced perhaps the biggest slingshot gold has 
ever undergone post-Dark Ages. So much gold 
was discovered in California beginning in 1849 
that the purchasing power of gold collapsed. The 

$20 gold coin was first minted in 1849, along with $1 coins 
with a 
weight of just 1.67 grams. Gold 
became so common that 
there were a host of private 
issues of gold coins in 
California. Even $50 gold coin 
denominations appeared that 
circulated only on the West 
Coast. 
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The tech boom in Silicon Valley sent the average home price up to the $1 million 
level, which is more than double the average home price in Seattle, Boston, or 
Philadelphia. Yet, that does not even compare to the boom days of the 1849 
California Gold Rush. Writer Bayard Taylor (1825-
1878), who wrote for the New York Tribune and 
published a book of his adventures, arrived in San 
Francisco by ship during the summer of 1849. He 
could not believe his eyes at the boom that was 
going on. He was afraid that his editor would never 
believe him if he described what prices were doing 
in San Francisco at that time.  

The average wage for a laborer in New York back 
then was one or two dollars a day at best. Taylor 
was astonished that professional gamblers were 
renting individual hotel rooms for upwards of 
$10,000 a month. In current terms, that is more than 
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$350,000 a month. Taylor wrote 
from these very tumultuous and 
anarchistic times. His writings 
are widely regarded as a 
classic of western literature, 
and a lively chronicle of the 
birth of modern California. His 
book, Eldorado: Adventures in 
the Path of Empire, is the classic 
historical account of the Gold 
Rush and the Forty-Niners. 
Eldorado is one of the most 

compelling narratives of a major economic boom.  

Bayard Taylor approached Horace Greeley of the New York Tribune and 
proposed that the newspaper finance his trip in return for travel letters. Taylor 
wrote concerning the California Gold Rush: 

“[One] citizen of San Francisco died insolvent to the amount of forty-one 
thousand dollars the previous autumn. His administrators were delayed in 
settling his affairs and his real estate advanced so rapidly in value meantime 
that after his debts were paid, his heirs had a yearly income of $40,000. 
 
These facts were indubitably attested; everyone believed them, yet hearing 
them talked of daily, as matters of course, one at first could not help feeling as 
if he had been eating ‘of the insane root’.”  
 

Edward Gould Buffum (1820-1867) is the author of Six Months in the Gold Mines 
(1850) in which he describes having a breakfast of bread, cheese, butter, 
sardines, and two bottles of beer with a friend and receiving a bill for $43. There 
were reports of canteens charging a dollar for a slice of bread or two if it was 
buttered. In today’s dollars, a dozen eggs might cost you $100. 
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Bayard Taylor described the era:  

“Of all the marvelous phases of the history of the Present, the growth of San 
Franciso is the one which will most tax the belief of the Future. Its parallel was 
never known, and shall never be beheld again. I speak only of what I saw with 
my owm eyes. When I landed there, a little more than four months before, I 
found a scattering town of tents and canvas houses, with a show of frame 
buildings on one or two streets, and a population of about six thousand. Now, 
on my last visit, I saw around me an actual metropolis, displaying street after 
street of well-built edifices, filled with an active and enterprising people and 
exhibiting every mark of permanent commercial prosperity.” 
 

There is little doubt that the Gold Rush turned a backwater stop into a major city. 
San Francisco even became a mint 
for United States coins. 

“Every newcomer in San Francisco is 
overtaken with a sense of complete 
bewilderment,” Bayard Taylor wrote. 
Taylor explained that the mind 
“cannot immediately push aside its 
old instincts of value and ideas of 
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business, letting all past 
experiences go for naught and 
casting all its faculties… Never 
have I had so much difficulty in 
establishing, satisfactorily to my 
own senses, the reality of what I 
saw and heard.” The price levels 
were simply far beyond anything 
in any boom in recorded history, 
surpassing even Japan going into 
its bubble top in 1989 when a half 

of cantaloupe for breakfast cost upwards of $75.  

Those who really made a fortune were the ones who exploited the miners. Philip 
Armour (1832-1901) was just 19 when he began selling meat to Forty-Niners in 
Placerville California from which Armour hotdogs eventually emerged. Levi 
Strauss (1829-1902) was a Jewish emigrant from Germany who developed tough 
clothing in the gold fields and created American icon — blue jeans.  

There was also Henry Wells (1805-1878) who formed Wells & Company. He 
consolidated his company and it became American Express in 1850. When some 
directors did not want to extend the operations to California, he set up another 
company calling it Wells, Fargo & Company on March 18, 1852 with William Fargo 
(1818-1881). They established banking services in San Francisco where the Wells 
Fargo stagecoach was famous.  

Then there was also John Studebaker 
(1833-1917) who discovered there 
were few jobs left in the mining 
industry. Studebaker thus began his 
venture of making wheelbarrows for 
California miners. This is the same 
Studebaker who set up an 
automobile empire.  
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The California Gold Rush began on January 24, 1848 when gold was found at 
Sutter's Mill. The rush peaked out in 1855. The news of the gold discovery brought 
some 300,000 people to California from the rest of the United States, Asia, and 
Europe. The dramatic influx of gold into the money supply stimulated the 
American economy and extended to Europe as well. California became one of 
the few American states to go directly to statehood in the Compromise of 1850. 

The abundance of gold is why we see $50 gold coins in California privately issued 
by companies like Wass, Molitor & Company and Kellogg & Company. Gold 
became so commonplace that its value dropped. In fact, gold appeared even 
in fractions of a dollar denominations of 25 cents and 50 cents in 1852 as a result 
of a shortage of US coin. Therefore, the Gold Rush small change was abundant 
between 1852 and 1856 with some 141 different varieties of private local issues. 
The sheer abundance of gold circulating as money in California led to its 
collapse in purchasing power from 1849, which was a 3-year crash into 1853.  
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Tensions began to build toward the Civil War with the passage of the Fugitive 
Slave Act of 1850 that said any escaped slaves, upon capture in the North, must 
be returned to their owners and all Northerners had to cooperate. Then in March 
1857, the Dred Scott Supreme Court decision was handed down that held 
effectively that a negro slave was still property and could not be a citizen of the 
United States, and was thus not protected by the rights under the Constitution.  

The ruling also made the Missouri Compromise unconstitutional, which outlawed 
as a matter of Federal law, both the recognition and legality of slavery in the 
Federal territory that remained of the Louisiana Purchase lands that was still 
unorganized and north of the 36°30′  parallel (excluding Missouri, hence "Missouri 
Compromise"). The Missouri Compromise committed the largest remaining 
portion of purchase territory to free soil. Therefore, the Dred Scot decision, while 
it was legally wrong, had attempted to create a compromise, but it backfired 
and virtually forced the Civil War upon the nation. This certainly contributed 
greatly to the nomination of Abraham Lincoln in 1860. The Republican Party was 
born out of opposition to the Kansas-Nebraska Act, declaring its opposition to 
slavery and privilege, and its support for new railroads, free homesteads, and the 
opening of Western lands by free labor. 

Generally, slavery was tolerated because many viewed that the advancing 
technology would reduce the need for slave labor and it would gradually die 
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out. These technological 
advancements included 
improvements in cotton, gin, and 
sewing machines. In 1850, 70% of 
the civil work force was in 
agriculture, and today in 2017, it 
accounts for just 1%. But this 
introduces the question of time and that required patience which was running 
out. Importing slaves was technically prohibited in 1808, and slave trading 
technically became a capital offense in 1819. Virginia outlawed educating 
blacks and mulattos to read and write. 

  

Meanwhile, there was a growing discontent against the issue of paper money 
globally. In the United States, the federal government did not issue any paper 
money after the experience with the 
collapse in value of the colonial 
currencies and Continental currency. 
The first silver dollar was minted in 1794. 
There were no silver dollars minted at 
all between 1805 and 1840, and the 
first $20 gold coin was issued during 
1849 because of the California Gold 
Rush. Previously, the largest gold coin 
was $10 (first issued in 1795), but there 
were no $10 gold coins issued after 
1804 until 1838. The first gold back paper currency was issued in 1863. 
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As far as 1792, Thomas Birch struck experimental coins the disme (10 cent), half 
disme, and the one cent. These were not the coins officially adopted by the US 
government and are considered to be patterns. The debate was rather 
profound at that time whether the coins should bare the portrait of the president, 
as was the case of Cromwell during the English Glorious Revolution. Others 
rejected that concept and said it would appear to be a monarchical practice. 
George Washington is said to have also rejected the idea of placing himself on 

the coinage. 

The Birch coins were therefore patterns struck 
during the period of debate with the portrait 
of liberty. Therefore, the official coinage of the 
United States did not begin until 1793 with a 
half penny and penny, and the silver 

denominations followed in 1794. The first 
5-cent coin was not issued until 1866 
with the inflation of the Civil War. The first 
3-cent coin appeared in 1851, struck in 
silver, and the first 2-cent piece 
appeared in 1864 in bronze due to the 
inflation of the Civil War. The half dime 
was struck in silver in 1794 until 1805, and 
half dimes were not reissued until 1829. 

In 1792, congress adopted a bimetallic standard and the 15 to 1 ratio of silver 
to gold. The 
precious metal 
content of a US 
dollar was fixed 
at 371¼ grains of 
silver or 24¾ 
grains of gold. 
Just like trying to 
fix the British 
pound in the 
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ERM or the Swiss peg to the euro, 
everything went nuts and forced 
the suspension of silver coinage 
in the United States. 

By 1795, an ounce of gold in the 
US had a ratio of 15:1 and was 
under pressure because in Paris it 
was worth 15½ ounces of silver to one ounce of gold. By 1799, the ratio 
continued to expand, reaching 15¾ ounces. This presented a huge arbitrage 
opportunity, so bullion dealers bought United States gold coins using Spanish 
silver coins that they shipped to Europe to be melted and re-sold. The net capital 
outflow was huge and American coins were vanishing rapidly. Finally, in 1804, 
President Thomas Jefferson (1743-1826; president 1801-1809) was forced to order 
that no more gold $10 eagles and silver coins be struck. All we see are copper 
coins being produced during this period. 

Then by 1813, the silver/gold ratio continued 
to expand, reaching 16¼ to 1, as gold had 
become very scarce. At this point in American 
economic history, the bullion dealers melted 
down 98% of all U.S. gold coinage. Gold 
became rare and none was imported to the 
US officially. Any gold that did make it to the 
States was in private transactions and not to 
the US mint. Beginning in the 1820s, some new 
gold finds were made in Georgia and North 
Carolina. However, the supply of gold in 
America was never enough to allow gold 
coins to circulate widely. The $5 gold half-
eagles continued to be struck, but marginally 
with about 50,000 coins annually.  
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It was in 1807 when the 
design of the $5 was 
changed. A new 
engraver by the name of 
John Reich sold himself 
into indentured servitude 
to pay for his passage to 
America to flee the 
Napoleonic Wars. 
President Thomas Jefferson recommended he be hired by the mint in 
Philadelphia. Nevertheless, in 1820, the new finds in gold in Georgia and North 
Carolina finally sparked a sharp rise in production reaching 263,806 $5 coins. 
However, the show of economic power dwindled rapidly, falling to under 15,000 
coins struck in 1823. 

Congress was strapped for cash and did not authorize a “bullion fund” to buy 
bullion to coin. US dollars were accepted as the equivalent of Spanish dollars in 
the Caribbean, and since unworn Spanish pieces had a higher silver content 
than the US coins, it became profitable to export the American dollars to 
exchange them for the Spanish pieces that were then melted down. This is why 
Jefferson suspended production of silver dollars in 1804, which lasted for nearly 
40 years. From that point, the half dollar became the dominant U.S. silver coin. 
While coin collectors value the 1804 silver dollar as a great rarity, they were not 

struck until 1834 as diplomatic gifts. They 
were later struck in 1857. 

A crisis in the money supply had emerged. 
Finally, a senate committee reported in 1830 
that so few quarters, dimes, and half dimes 
had been struck from the birth of the nation 
that there was less than one coin struck for 
each person in the country. The total face 
value of silver coins struck from inception 
was only about $25 million in silver coins 
minted since 1794, and the gyrations in the 
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silver/gold ratio left about $14 million still in circulation by 1830, of which $2 million 
represented bank reserves.  

The first $5 gold coins were struck at 135 
grains with a fineness of .916. Congress 
passed the Act of June 28, 1834, reducing 
the $5 gold coin to 129 grains, lowering 
the fineness to .899225, and changing the 
design to note the change in the quality. 
The fineness was raised slightly to .900 by the Act of January 18, 1837, and the 
design was changed again in 1839 to note this change in the composition. This 
design remained in production with minor changes until 1908. 

 
Andrew Jackson (1767-1845; President 
1829-1937) created countless enemies 
and became one of the most polarizing 
presidents in American history. His war 
on the banks took a two-fold approach. 
First, he needed to eliminate the 

national debt that he saw as beholding to the bankers. Paying down the debt 
required cutting government spending, and you can imagine the chaos and 
bad feelings that would set off today. In the course of this objective, Jackson 
generally opposed bills that allocated 
taxpayer money for “internal 
improvements” or what we call “pork barrel 
spending” today. In the 1863 popular 
story, The Children of the Public, Edward 
Everett Hale used the term “pork barrel” as a 
homely metaphor for any form of public 
spending to the citizenry. However, after the 
American Civil War, the term’s usage turned 
derogatory. 

Jackson’s feud with Henry Clay was famous. 
Both ran for president in 1824 along with John 
Quincy Adams. Clay lost with the least number 



 

71 
 

of votes. Jackson had really won, but Clay was the Speaker of the House and 
he steered the election to Adams anyway. Jackson and Clay were both lawyers, 
and each hated the other passionately.  

When Jackson won the presidency in 1829, he personally punished Kentucky by 
vetoing any pork spending since that was the home state of his hated rival, 
Henry Clay. Still, Jackson did much to cut government spending and make it 
possible to pay off the national debt by January 1, 1835. 

An increase in government revenue was also required to pay down the national 
debt. To this end, Jackson enforced the tariff laws that many southern states 
viewed as excessive and even confiscatory. 

 

In 1828, a new tariff law took effect that raised taxes on foreign imports to 
unprecedented levels. It became known as the "Tariff of Abominations." The 
law’s supporters were mostly northerners who believed higher taxes on imports 
would protect northern industrial goods from European competition. There was 
clearly a divergence between the North and South with respect to international 
trade. The South saw this as a law, which disproportionately harmed their 
economy because that region relied more on foreign imports than the North. 
Furthermore, the Jackson high tariffs led to retaliation by foreign trading partners 
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who in turn imposed high tariffs of their 
own against American exports. Since the 
South exported more things, such as 
cotton and tobacco, compared to the 
more industrialized North, the Jackson 
tariffs also disproportionately harmed the 
southern economy more so than the 
North. 

South Carolina’s response to perceived 
onerous federal taxation led to one of the 
first major sectional conflicts in U.S. history 
and helped sow the seeds of civil war. In 
1832, outraged Jackson proposed to 
mobilize a federal army and lead it 
himself into South Carolina to collect the 
revenue. Ultimately, cooler heads 
prevailed when South Carolina agreed to 
abide by a modified tariff law. This tariff 
collection was vital in paying down the national debt. 

An increase in government revenue was also required to pay down the national 
debt. To this end, Jackson enforced the tariff laws that many southern states 
viewed as excessive and even confiscatory. 

Jackson’s Bank War was in 
phase two. Andrew Jackson 
despised the Second Bank of 
the United States ostensibly 
because it held too much 
power over the economy, 
but actually, it was because 
his political enemies 
controlled it. Jackson set out 
to destroy the bank for it had 
provided loans to his political 
rivals. The bank’s president, 

http://s3.amazonaws.com/armstrongeconomics-wp/2015/04/2nd-bank-of-USA-C.jpg
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Nicholas Biddle (1786-1844), routinely used lending 
practices for political gain, including using bank funds 
to publish newspaper attacks on opponents as some 
money center trading NY banks engage in to this day.  

Biddle openly favored the National Republicans (later 
to become the Whig Party), many of whom benefited 
financially from Biddle’s favor. Prominent National 
Republicans were Congressmen Daniel Webster (who 
was on the Bank’s payroll as a legal counsel) and of 
course Jackson’s archenemy, Henry Clay, who was 
again his opponent in the 1832 presidential election. 

 

Jackson withdrew federal assets from the Second Bank of the United States 
because of his bitter rivalry with political opponents. He then distributed federal 
funds to state banks that many called his “pet banks.” As Jackson began to 
remove money from the Bank of the United States to deposit in his pet banks, 
the Senate voted to officially censure him in 1834. Jackson filed a protest with 
the Senate, saying the bank’s abuses of power made it his “duty” as chief 
executive to rid the country of the bank. He carefully ended with an appeal to 
the people, explaining anew his reasons for opposing government monopolies 
and saying that he was proud of his actions. 

http://s3.amazonaws.com/armstrongeconomics-wp/2015/04/Biddle.jpg
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Jackson shut down the Bank of the United States, thereby setting in motion the 
entire wave of wildcat banking. State banks issued their own money and there 
was no longer a central clearing house or control. Jackson essentially killed 
central banking in the USA for political reasons rather than true principle. Many 
of Jackson’s supporters were the first to take banking charters among the various 
states, and thus this was in their personal interest since they lined up with their 
hands to receive federal deposits. 

Jackson became aware of the excess in state banking that was unfolding. To 
combat this new trend, Jackson persuaded Congress to pass the Specie Circular 
Act of 1836, which required land purchases to be made in gold or silver specie 
and not state bank paper. This had the effect of stopping the speculative bubble 
in land. However, the Specie Circular Act ultimately led to a financial panic when 
loans were called and borrowers did not have enough specie to cover them. 
This unleashed the Panic of 1837, which occurred almost immediately after 
Jackson left office. The result was a six-year depression. States then issued debt 
to try to bailout their state banks. Many states then defaulted on their bonds, 
permanently setting in motion the first Sovereign Debt Crisis among the states. 

 

http://s3.amazonaws.com/armstrongeconomics-wp/2015/04/CornExchangeBank.jpg
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In Britain, the Bank Charter Act 1844 (7 & 8 Vict. c. 32), commonly known as the 
Peel Banking Act of 1844, was an act the Parliament passed under the 
government of Robert Peel which was a victory for the opponents of paper 
currency who argued that the issue of new banknotes was a major cause of 
price inflation. It was clearly inspired by the Panic of 1837 in the USA after it 
became clear that Andrew Jackson’s closure of the Bank of the United States 
had set in motion a collapse of state banks who had issued paper notes that 
were worthless.  

The Act of 1844 restricted the powers of British banks by giving exclusive note-
issuing powers to the central Bank of England. Previously, each bank issued its 
own paper money as they did in the United States. The act then required banks 
to withdraw their existing notes in the event of their being the subject of a 
takeover. Simultaneously, the Bank of England was restricted in issuing any new 
banknotes only if they were 100% backed by gold or up to £14 million in 
government debt. 

In the early 1850s, the world economy was greatly stimulated by the vast amount 
of gold discovered and mined in the California Gold Rush. This was flooding the 
world economy expanding the money supply creating inflation. It was at this 
time that the saying, “The streets are paved with gold in America!” began to 
emerge. In fact, in the Ellis Island museum, one finds this inscription:  
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“I came to America because I heard the streets were paved with gold. When I 
got here, found out three things: First, the streets weren’t paved with gold; second, 
they weren’t paved at all: and third, I was expected to pave them.”  

 

 

Something very profound took place. While we will see that the Panic of 1857 is 
considered the first global contagion in financial depressions, when we look 
closing at the rally, we see a very striking observation. Note that the Dow Jones 
Industrial index peaked in 1852 while 
commodities rallied into 1855. However, 
look closely. The 1852 high was simply a 
reactionary high. It reached 2113, but it 
did not exceed the 1835 high of 2348. 
This clearly warns that the Sovereign 
Debt Defaults by States during the 1840s 
and the collapse of State banking notes 
was very profound. The general public 
was not as involved in the market as 
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they had been. This is similar to the rally post-2007, which has taken place with 
the lowest level of retail participation in recorded history. 

By 1855, the amount of gold mined began to decline, which caused western 
bankers and investors to become 
wary. Eastern banks became 
cautious with their loans to the 
west and some even refused to 
accept western bank-issued 
paper currencies. This was made 
worse by the 1857 Dread Scott 
decision for now Eastern banks 
were afraid of the risk lending 
money to Western territories. 

The Crimean War was a military 
conflict fought from October 
1853 to March 1856 in which the 
Russian Empire lost to an alliance of France, Britain, the Ottoman Empire, and 
Sardinia. The British and French were unwilling to allow Russia to gain any territory 
from the weakening Ottoman Empire. As the war rages on in Europe, farmers 
were too busy fighting and Europe turned to American to import food. Like World 
War I and II, this led to capital inflows into the USA, which in turn created a bull 
market in agricultural products. The Crimean War created the last rally in wheat 
before in fell into a major protracted bear market. 

The decline in agricultural markets from 1855 eventually fed into creating the 
banking crisis within two years that manifested in the Panic of 1857. The Ohio Life 
Insurance and Trust Company was a banking institution based in Cincinnati, 
Ohio, which existed from 1830 to 1857. The economic depression in agriculture 
resulted in the company's New York City offices ceasing operations due to bad 
investments and loan in agricultural-related businesses. With the conclusion of 
the Crimean war in 1856, the European farm production resumed and American 
agricultural exports declined. With the introduction of the telegraph, word of the 
office closure spread quickly like wildfire. Harper’s Weekly Journal of Civilization 
(Vol I – No. 36) reported on Saturday, September 5, 1857: 
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“The astounding failure of the Ohio Life and Trust Company, closed with the 
suspension of Messrs. Atwood and Company, and a gloomier state of things in 
the financial world than has been known for years.” Stock brokers were 
suspending payments. They continued: “the Banks, with probably no more than 
nine and a quarter to half millions of specie in their vaults, have called in the 
bulk of their demand loans…” Harpers also noted the decline in international 
inflows of capital: “a prosperous harvest abroad, and a cessation of the 
demand for American securities in London” warned that there was an 
“exportation of specie as the country 
has never known.”  
 

Almost simultaneously, there was a major 
disaster at sea that sent a shortage of gold 
spiraling into what became the Panic of 
1857. Gold was often shipped to the East 
Coast by sea. It was the SS Central 
America, which became known as the 
Ship of Gold for it sank in a hurricane on 
September 3, 1857, along with more than 
420 passengers and crew and 30,000 
pounds (14,000 kg) of gold. The loss of this 
ship contributed to the financial Panic of 1857. This was a 280-foot (85 m) 
sidewheel steamer that operated between Central America and the Eastern 
coast of the United States during the 1850s.  

International communication by telegraph was not in play in 1857. That came 
the following year. Adding to 
the crisis, the Atlantic Telegraph 
failed as Harpers Weekly 
reported in the same issue of 
September 5, 1857. They 
reported:  

“Some three hundred odd 
miles from land the cable 
parted, in 2000 fathoms water 
… it will teach the Europeans 
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that when Americans set about a thing, obstacles rather increase than 
diminish their energy.”   

The first communications occurred on August 16, 1858, reducing the 
communication time between North America and Europe from ten days (the 
time it took to deliver a message by ship) to a much shorter time. 

Harpers Weekly for September 12, 1857 one week after the edition reporting the 
failure of Ohio Life Insurance and Trust Company on August 24, 1857 putting the 

New York Stock Exchange on the front 
page. They wrote, “It is a much-abused 
and very memorable spot, this New York 
Stock Exchange, and does more to 
regulate values in the country at large 
than any other locality from Maine to 
Texas.” Seats were then $500. This Panic of 
1857 began to make everyone look at 
what was taking place on the exchange 
for that was being viewed as the fate of 
the nation was decided right there and 
then. This comment on the commodity 
markets describing how a contagion was 
unfolding back then. “The Live Stock 
Market [was] under the pressure of an 

overstock, though the panic in financial circles added to the depressive 
influences.” According to an article printed in the New York Daily Times, the "New 
York City and Cincinnati [branches were] suspended; with liabilities, it is said, of 
$7,000,000." However, the banks connected to Ohio Life Insurance and Trust 
Company were reimbursed and "avoided suspending convertibility by credibly 
coinsuring one another against runs." The failure of Ohio Life brought attention 
to the financial state of the railroad industry as well as the land markets, both of 
which were in contraction from bubble highs. 
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Harpers Weekly reported the following week of September 19, 1857 that “[t]he 
Wholesale Produce Markets continued depressed and somewhat unsettled.” The 
following week of October 3, 1857, they began to report the accounts of the 
sinking of the Central America. The atmosphere remained dark as Harpers 
reported that the “Wholesale Produce Markets were quite depressed and 
unsettled during the week.” The front page during the week of October 17, 1857, 
was Alexander Grant with the title “The Man Who Couldn’t Be Drowned.” The 
crew floated in life preservers and most drowned. Grant was one of the very few 
to survive after floating in the water for nine days. 

The sinking of the Central America was a huge loss of human life, and a huge 
financial loss that devastated the New York banks who were waiting for that 
gold. The failure of the Ohio only sent people scrambling and bank runs were 
instigated simply for that reason as a contagion. Without the Central America, 
the shortage of gold merely magnified the crisis. 
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The issue of October 10, 1857, mocked the people profiting from the panic. 
Interest rates were running high above usury laws. Harpers Weekly reported:  

“It is a gloomy moment in history. Not for many years – not in the lifetime of 
most men who read this paper – has there been so much grave and deep 
apprehension; never has the future seemed so incalculable as at this time. In 
our own country there is a universal commercial prostration and panic, and 
thousands of our poorest follow-citizens are turned out against the 
approaching winter without employment, and without the prospect of it. In 
France the political caldron seethes and bubbles with uncertainty; Russia hangs 
as usual, like a cloud, dark and silent upon the horizon of Europe; while all the 
energies, resources, and influences of the British Empire are sorely, in coping 
with the vast and deadly Indian insurrection, and with its disturbed relations in 
China.” 

 

 



 

82 
 

On October 24, 1857, Harper’s Weekly 
reported the dire condition of New York banks 
and how they suspended specie (gold) 
withdrawals and one-third of them could not 
open for business: 
 

“On Tuesday, 13th inst., the banks of the city of New York, with the single 
exception of the Chemical Bank, agreed unanimously to suspend specie 
payments. One-third of them had, on that day, been obligated to close their 
doors; the remaining two-thirds kept their doors open, but having paid specie 
throughout bank hours on Tuesday, resumed business on Wednesday with a 
printed announcement over their counter to the effect that business would be 
transacted as usual, except that no specie would be paid out.” 

 

Indeed, there was a bank run on Seamens’ Savings Bank in New York City that 
prompted the banks to suspend specie payments. An artist for Harper’s Weekly 
published his drawing on October 31, 1857, and captured the scene. The 
illustration shows someone throwing a bundle of railway scrip into the gutter, and 
a rag picker hesitating before putting down his bag for the “worthless trash.” 
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James Buchanan, Jr. (1791–1868) was elected as the 
15th President of the United States in 1856. He was 
inaugurated in March 1857, and served until 
Abraham Lincoln took office in 1861. Like Herbert 
Hoover (1874-1964; President 1929-1933), Buchanan 
took office just before the panic began. 

Buchanan served as Minister to Russia under 
President Andrew Jackson so he too was of an anti-
paper currency and bank philosophy. He emerged 
as one of the most prominent Democrats of the 
period who was Secretary of State under President 
James K. Polk and as Ambassador to the United 
Kingdom under President Franklin Pierce. So he was 
a well-entrenched bureaucrat.  

Just after taking office, Buchanan lobbied the Supreme Court to issue a broad 
ruling in Dred Scott case. He 
naturally allied with the South 
on the slavery issue. Because of 
this, he was the political target 
of both Republican abolitionists 
and Northern Democrats, most 
of whom supported the 
principle that it was up to each 
state to decide that issue. 
Therefore, it was within this 
contentious political 
atmosphere that the Panic of 
1857 struck the nation. 

Buchanan's view was that 
secession was illegal, but that going to war to stop it was also illegal. Being a 
lawyer, he argued, "I acknowledge no master but the law." Therefore, Buchanan 
supported the United States during the Civil War, yet many blamed him for 
causing the Civil War.  
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Buchanan did, however, send troops to 
invade Utah, which had been settled by 
Mormons, and under the leadership of 
Brigham Young the Mormons had grown 
increasingly hostile to federal 
intervention. Young had established a 
religious enclave and harassed federal 
officers and discouraged outsiders from 
settling in the Salt Lake City area. It was 
in September 1857, at the same time as 
the Panic began that year, when the 
Utah Territorial Militia perpetrated the 
Mountain Meadows massacre against 
Arkansans headed for California. The 
Mountain Meadows massacre was 
carried out against a wagon train, 

which lasted for four days. The Utah Territorial Militia intended to leave no 
witnesses to prevent any reprisal. They killed all the adults and older children, 
about 120 people in total. Seventeen children, all who were younger than seven, 
were spared. 

Buchanan was also personally offended by the polygamous behavior of Young. 
He now believed that the Mormons were in open rebellion against the United 
States. Consequently, Buchanan sent the army in November 1857 to oust Young 
as governor and install a non-Mormon. Complicating matters, the previous 
administration of Franklin Pierce (1853-1857) had ended the Utah mail contract 
also because of their polygamous behavior.  

Young reacted to the military invasion of Buchanan in force. He launched a two-
week expedition destroying wagon trains, oxen, and other Army property. 
Buchanan was now in an all-out war with Utah. He then dispatched Thomas L. 
Kane as a private agent to negotiate peace when he realized he could not 
communicate by dispatch. Kane succeeded; Young yielded to the new 
governor and the Utah War ended. The president granted amnesty to all 
inhabitants who would respect the authority of the government, and moved the 
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federal troops to a nonthreatening distance for the balance of his administration. 
Because it was a gold standard, gold did not rally in value because of this war. 

The Panic of 1857 was a sharp thrust downward bottoming at first in October as 
it typically does that time of year. In the November 7, 1857 edition of Harper’s 
Weekly they reported:  

“The banks, fortified by the accession of 
specie, and the gradual recovery of 
confidence, have been discounting more 
freely during the past week, and trade is 
easier and more comfortable than it has 
been for some time.” 

Overall, the Panic of 1857 was a profound 
event, which was akin to a perfect storm. 
It materialized as a financial panic in the 
United States that was fueled into a 
commodity boom by the Crimean War, and upon its conclusion, the agricultural 
industry began to collapse from overstocking and over-expansion. The discovery 
of gold in California encouraged land speculation and railroad construction, 
and made the United States a net exporter of gold. Railroads were the 
backbone of the economic growth with the construction of over 20,000 miles of 
track during the 1850s. However, it was not until 1869 when the railroad was 
complete, connecting East and West. 

The railroads were aided by state land grants and financed by government 
bonds, stock sales on Wall Street, and foreign investments. Foreign investments, 
particularly British investments, flowed into the USA, which to them was the 
emerging market. By July 1857, railroad stocks had peaked in value since 
railroads were providing the transportation for the agricultural industry. Then the 
next month, on August 11, 1857, N. H. Wolfe and Company, which was the oldest 
flour and grain company in New York City, failed as commodity prices continued 
to decline from their 1855 high. The failure shook investor confidence and began 
a slow selloff in the market that continued into late August. 

The Indian Rebellion of 1857 was the First War of Independence in their struggle 
for independence from the British. It began on May 10, 1857, as a mutiny against 
the British East India Company's army. Meanwhile, on March 3, 1857, France and 
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the United Kingdom formally declared war on China in the Second Opium War. 
These events contributed to the withdrawal of capital from the USA as the 
declining international economy contributed to the economic decline in the 
USA. Because of the interconnectedness of the world economy by the 1850s, 
the financial crisis that began in late 1857 was the first worldwide economic crisis. 

The 1857 financial crisis crossed the Atlantic reaching England in October of that 
year with the fall of the Liverpool Boro Bank. The British Palmerston government 
suspended the Peel Banking Act of 1844 on November 12, 1857, which required 
gold and silver reserves to back up the amount of money in circulation. The 
suspension of the act was the second suspension within ten years. Surfacing news 
of this circumvention set off the Panic in Britain, for now no one knew which 
banks would be safe. These events also inspired Karl Marx and Engels who saw 
the crisis as an opportunity for revolution to overthrow the capitalists. The 
politicians and bankers called for new interventions in the banking system.  

The California Gold Rush inspired Land speculation in the west. Crashing 
commodity prices, including wheat, 
contributed to bad mortgage loans 
and the failures of railroad companies 
with the decline in commodity prices. 
The United States Supreme Court 
decision in Dred Scott v. Sanford 
caused western land prices to 
plummet when people feared the end 
of free soil and the possibility of slavery 
expanding into those territories. This 
undermined many banks who lent 
money on land. 
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Because this was a financial panic, the effects were more severe in the North 
than the South. Tensions were initially alleviated in the South over the issue of 
slavery, as many southerners now believed that the North might realize how 
much it depended on the Southern economy. The South now hoped the North 
would be more amenable to the needs of slave owners. During the Panic of 
1857, fourteen hundred state banks and five thousand businesses failed. While 
the South escaped largely unscathed, northern cities experienced drastic 
increases in unemployment. President Buchanan agreed with the southerners 
who attributed the economic collapse to Northern over-speculation. At the 

suggestion of Howell Cobb, Secretary of 
the Treasury, Buchanan proposed to 
Congress that the Treasury be authorized 
to sell revenue bonds for the first time 
since the Mexican-American War. The 
“bank holiday” in New York suspending 
specie had spread to most of New 
England in a vain effort to avert runs on 
those institutions, which seemed to shake 
confidence even more. The Tariff Act of 
1857 proposed by Southerners in 
Congress and supported by most 
economic interests nationwide had the 
effect of removing the tariff issue as a 
major source of North-South contention. 

Buchanan, being a Jacksonian Democrat, took the position responding, "Reform 
not relief," He maintained that government was "without the power to extend 
relief," but it would continue to pay its debts in specie. He also maintained that 
the government would not curtail public works, yet simultaneously, he would not 
expand such expenditures. He also argued that the states should restrict the 
banks to a credit level of $3 to $1 of specie. He also discouraged the use of 
federal or state bonds as security for bank note issues, given the default in state 
bonds during the 1840s.  

The Panic of 1857 produced a financial crisis, which was short-lived but resulted 
in a much more prolonged industrial crisis that followed. Obviously, the 
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implications were global in that it is commonly regarded as the first world-wide 
financial crisis. The interconnected markets where America supplied food during 
war in Europe would become the blueprint for future European wars. Keep in 
mind that 70% of the United States civil work force was employed in agriculture 
during the mid-19th century. Therefore, any contraction after a surge in demand 
for agriculture sharply increased the volatility within the business cycle. This only 
fueled the supporters of Karl Marx and many began to blame capitalism. 

In Britain, this was the first crisis that saw government intervention with the 
suspension of Peel’s Act. This would raise the question of the growing relationship 
between the state and capitalism. Many began to see that government 
intervention in the banking system was necessary to tame the business cycle.  

Many began to see the business cycles as one of boom and bust that they 
began to argue was inherent within the functioning of capitalism. Many started 
to argue that financial crises had occurred 
at regular intervals previously. Eric 
Hobsbawm (1917-2012), the British Marxist 
historian who looked only at the economic 
system rather than the humanity behind it, 
remarked, “The world became capitalist” 
at this time. The 1857 crisis crystallized the 
fact that the “malfunctionings of 
capitalism” are not “accidental 
disturbances” but “structurally necessary.” 
Hobsbawn, following Marx, could not see 
human nature but only the footprints he 
called “capitalism” and the boom/bust 
cycle had to be stopped. The intervention of suspending the Peal Act was the 
first step in government taking control of the cycle. 

By the spring of 1858, commercial credit had dried up. Merchants around the 
country began to see decreases in sales as well as profits and this merely served 
to maintain deflationary impacts. The railroads were the modern-day equivalent 
of the internet, creating an interdependent national economy. The first mail 
order catalog in the United States made its appearance in 1845. It was Tiffany & 
Company, the famous jewelers. Aron Montgomery Ward of Chicago produced 
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a mail order catalog in 1872 with T. Eaton Co in Toronto first publishing a catalog 
in 1884 but the most successful would be Sears, which began in 1888. During this 
period, merchants in the West would order goods from suppliers in the East, but 
the business was primarily wholesale conducted over the railroads in the 1850s. 

The downside of this new interconnectivity, however, was that now an economic 
downturn in the West threatened a contagion spreading to the East. Since many 
banks had financed the railroads and land purchases in the West, they too 
began to feel the pressures of the falling value of railroad securities and land 
values after the Dread Scott decision, as people feared slavery would not take 
over the West.  

As the economic downturn unfolded, many of the big railroad simply suspended 
business. This included the Illinois Central, Erie, Pittsburgh, Fort Wayne and 
Chicago, and Reading Railroad lines. The Delaware, Lackawanna and Western 
Railroad and the Fond du Lac Railroad companies were forced to declare 

bankruptcy. The Boston and Worcester Railroad 
Company laid off employees as they sent out a 
famous memo written in late October 1857, "the 
receipts from Passengers and Freight have fallen 
off during [the] last month (as compared with 
the corresponding month of last year), over 
twenty thousand dollars, with very little prospect 
of any improvement during the coming winter." 
The company also announced that their workers 
would receive a "reduction in … pay of ten 

percent." This was the company involved in the famous case of Farwell v. Boston 
& Worcester R.R. Corp, 45 Mass. 49 (Mass. 
1842) where the court ruled and 
employee could not sue his employer 
for an injury. The court held that the 
injured worker was in as good a position 
as his employer had been and probably 
a better one to monitor the work of his 
fellow workers. It followed that to allow 
Farwell to recover compensatory 
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damages would have been to create a moral hazard in the workplace, 
softening the blow of employee carelessness for those best able to prevent it. 

The farmers began to default on payments on their mortgaged lands in the west, 
which put more financial pressure on banks. Grain prices in 1855 had soared 
reached $2.19 a bushel thanks to the Crimean War. Farmers began to purchase 
additional land to increase their crop supply assuming the boom would last 
forever. Yet by 1858, grain prices had dropped sharply to just $0.80 a bushel. The 
farmers were hit by the dramatic collapse in commodities prices and land values, 
which saw a drastic collapse from $1,000 a lot to $10 as banks would no longer 
lend. Add to this shutting down railroads and railroad bonds becoming worthless, 
the plight of the farmer in 1857 was dismal to impossible. The Dred Scott decision 
threw salt on the wound for not fear of expanding slavery to the West meant 
that independent farmers might not be able to complete. They caught the worse 
of every trend. Banks began to foreclose on recently purchased lands.  

It was at this time that Poorhouse Farms were being established to take care of 
those who became destitute, could not find employment, as well as the elderly, 
and disabled. The term you will end up in the “poorhouse” became entrench in 

American culture due to the Panic 
of 1857. 



 

91 
 

The depression of 1837 led to the defaults among municipal government such 
as Mobile in 1839, which was the first recorded municipal default, and was joined 
with Detroit in 1841. Similar to how 
the Panic of 1857 is not the high, 
the Panic of 1837 also comes two-
years into it from the high in 1835.  

In 1841, state debts outstanding 
totaled $198 million. In 1841 and 
1842, eight states and the territory 
of Florida defaulted on their debts. 
Three other states narrowly 
avoided default. Five of the nine 
defaulting states repudiated all or 
part of their debts entirely – 
Arkansas, Florida, Louisiana, 
Michigan, and Mississippi. The credit of the U.S. federal government, which never 
defaulted after the debt restructuring of 1790, was tarnished for decades along 
with the states that did not default.  

The Panic of 1857 saw the problem expand and even pushed Chicago and 
Philadelphia into default. Many municipal governments had bought railroad 
bonds, which then went into default. It was actually the Panic of 1893 that saw 
a large number of municipal defaults.  

Before Buchanan took office, the Act 
of February 21, 1857 was passed 
introducing a new white metal in 
appearance with 88% copper and 
12% nickel based penny. At the same 
time, Congress recalled Spanish and 
Mexican coins to be surrendered and 

all old copper pennies and half cents. There were to be exchanged for U.S. silver 
coins and the new nickel flying eagle pennies. However, the flying eagle pennies 
were minted only for two years 1857 and 1858. The attempt to recall the coinage 
did not succeed. 
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During the panic, the production of the 
three-cent silver was increased for the recall. 
In 1855, only 139,000 coins were minted, but 
1856 to 1859, more than 1 million coins were 
struck. There was no 5 cent coin until after 
the Civil War. There were dimes, quarters, 

half-dollars, and silver dollars struck in 1857. 

There were only 94,000 silver dollars minted in 1857, but there are no business-
struck coins from 1858. The mint records show no 1858 $1 coins formally issued. 
However, 1858 is remembered as the first time that the U.S. Mint advertised 
making Proof sets for sale to the general public. Previous, the Mint would produce 
a proof coin if requested. Consequently, it appeared that less than 300 such 
coins were ever produced for collectors. The following year saw the mintage 
skyrocket to over 600,000 
but now additional coins 
were struck in New Orleans 
and San Francisco. 

Near the end of the Panic, 
in 1859, tensions between 
the North and South 
regarding the issue of 
slavery in the United States 
were increasing. The economic decline, as always, produces resentment. 
Particularly since the South largely escaped the ravages of the Panic of 1857, 
there was clearly some jealousy at foot.  

The economic downturn produced a wild 1858 election. The Dred Scot decision, 
mixed with the economic decline, resulted in a populist movement and the new 
Republican Party suddenly gained control of Congress during the Buchanan 
Administration. Perhaps this inspired the radical abolitionist John Brown (1800-
1859), seized the arsenal at Harpers Ferry in October 1859. It was believed he 
intended to arm the slaves, which he denied. Nevertheless, he was hanged for 
treason against Virginia on December 2, 1859, which only made him a martyr. 
Tensions seem to have begun to escalate from that point onward. 
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The Republicans, in taking the House in 1858, took full control of Congress in 1860. 
Buchanan declined to seek re-election. In 1860, these issues broke the 
Democratic Party into Northern and Southern factions, and a new Constitutional 
Union Party appeared. In the face of a divided opposition, the newly created 
Republican Party (founded in 1854) secured a majority of the electoral votes, 
putting Abraham Lincoln in the White House with almost no support from the 
South in 1860. 

 

The 1860 presidential election was the straw that broke the camel’s back. It 
marked the end of the South's political dominance over the nation where a 
Southerner had been President for two-thirds of the time, and they held the 
majority of the Supreme Court positions. Between Election Day and Lincoln’s 
inauguration, seven Southern slave-holding states declared their secession from 
the Union and formed the Confederate States of America, with its capitol city 
being Montgomery, Alabama. Military maneuvering between the new 
Confederacy and the United States, and disputes over U.S. forts in Confederate 
territory led to the firing on Fort Sumter, which precipitated the civil war that 
lasted from 1861 to 1865. 
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The Confederate States were actually the first to issue paper currency, which 
eventually became known as the “Greyback.” The first issue paid interest and 
constituted four denomination $1,000, $500, $100, and $50. The $1,000 note paid 
10 cents interest per day. The first issue was authorized by an Act of March 9th, 
1861. The necessity of printing paper money was driven by the fact that once 
Lincoln was elected in 1860 after more than 40 years of arguing over slavery, 
eleven slave-holding states broke away from the Union. That secession resulted 
in the immediate hoarding of all coined money. Therefore, this first issue served 
primarily as a form of bearer bond that circulated. By August 1861, they issued 
smaller denominations that were redeemable for bonds.  

Previously, there was a United 
States Mint in New Orleans. The 
coins struck there bore a mint 
mark of “O” denoting the 
location of manufacture. The 
new Confederate government 
immediate commandeered 
the mint. 
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A reverse die was made but the 
obverse was still the Union version of 
the seated Liberty. According to mint 
records, only four coins were actually 
struck. Some 500 1861 half dollars 
previously struck and these coins 
were used. The reverse was planed 

off and then the Confederate die was used to restrike the reverse. The lack of 
bullion prevented the Confederate government from ever producing coins for 
general circulation. 

The Confederate penny was ordered to be 
made by Robert Lovett Jr of Philadelphia. He 
produced the coins but never delivered them 
fearing he would be arrested for aiding the 
enemy. They were discovered after the war 
with the dies, but were never issued. 

While the Confederate States began to issue paper money in March 1861 as a 
form initially of circulating bearer bonds that paid interest, all coinage in the 

South instantly was 
hoarded vanishing 
from circulation. This 
led to the second issue 
with very small 
denominations. The 
hoarding of coinage 
also prompted the 
North to follow suit 
since even Northern 
coins were hoarded in 
the North and South.  
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President Lincoln needed Solomon P. Chase (1808-1873) 
who acted as the 25th Secretary of the Treasury to secure 
the funding for the war. Chase argued to issue paper 
currencies for the first time since the Revolution. There 
were just three issues — $5 $10 and $20. The amount of 
the issue authorized was $60 million. The obligation simply 
read: 

“The United States promise to pay to the bearer …. 
Dollars on demand …. Payable by the Assistant 
Treasurer of the United States at (city) … Receivable in 
payment of all public dues.” 

 

Chase had asked Congress, meeting in special session during July 1861, to 
authorize $240 million in loans. Chase’s position was that the government should 
not sell its securities below par, but in those days, there really was no such market 
to sell government bonds to the banks at par.  
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Indeed, Harper’s Weekly reported on 
December 14, 1861 the dire state of the 
economic conditions and how Congress 
lacked any oversight of what they had 
approved in July 1861. They explained 
how Congress “left all matters of detail 
to be determined afterward” from the 
July approval. Everyone in each 
department was simply acting with their 
own judgment and discretion. There was 
nobody really in control of the war effort 
and no accountability. 

“On the all-important question of 
Slavery, the action of Congress was so 
loose that each general has acted 
according to his own judgment,” they 
reported. This lack of management was 
really deplorable and of course omitted 
from the history books. 

They further explained that the 
government borrowed from the banks 
$150 million with an option to borrow 
another $50 million of 7-30 Treasury 
Notes. Congress was left to decide 
where to get another $200 million. 

“It will be the duty of Congress to 
choose among these various methods 
[to raise more money]… The experience 
of the past few weeks has proved that 
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no foreign demand for our 
national securities will be 
developed as long as the 
ultimate issue of the conflict 
remains uncertain in the eyes 
of foreigners.” 

Most history books omit the 
turmoil that truly existed. Just 
because someone lived in 
the South did not mean that 
they supported the slavery 
and agreed to fight against 
the Union. Harper’s Weekly 
December 28, 1861 edition 
pictured a family of refugees 
from the South fleeing to the 
Union side.  

Moreover, there was a whole 
different aspect not taken 
into account in most history 
books. There were business 
ties and arrangements between businesses in the South and North that went 
against businessmen who had nothing to do with slavery in the South. They were 
buyers of dry goods or other imports from the North who were suddenly 
prohibited by the Confederate government from remitting any funds to anyone 
in the North. 

Likewise, there were businesses in the North who relied upon the cotton from the 
South who suddenly were not allowed to make payments and were certainly 
not allowed to buy any cotton from the South. Most of these prohibitions were 
state to state. Southern merchants in Alexandria, Virginia, refused to pay after 
claiming they were prohibited when in fact there was no such prohibition in 
Alexandria. Northern merchants were complaining that valid debts they were 
owed became uncollectable. 
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This is when the Philadelphia financier Jay Cooke (1821-1905) enters the scene. 
Cooke became a close advisor to Chase in 1861, suggesting that the Treasury 
sell bonds directly to the American public using their patriotism and emotion 
bypassing the banks. This strategy was applied during 
World War II as well. As a result, Chase asked Congress for 
low-denomination Treasury notes which people could pay 
for in installments. Thus, the Treasury secretary offered notes 
to earn interest at a penny a day on a $50 note. This was 
a much higher interest rate than the government would 
normally pay. But the bankers would not buy bonds at par.  



 

100 
 

In the final months of 1861, Chase’s plans were undermined by a revolt of New 
York bankers. Gold hoarding took place and bank reserves fell. Any military loss 
threatened the stability of the debt markets. Then there was an escalating 
conflict with Britain; the possibility of war sparked a complete collapse in 
confidence in the Union's finances. This was the reason why Chase pushed to 
issue the demand notes for circulation. This only further called into question the 

public confidence in the Union’s 
finances. 

On November 8, 1861, the USS San 
Jacinto intercepted the British mail 
packet RMS Trent and removed two 
Confederate diplomats. This 
became known as the Trent Affair 
that threatened a war between the 
US and Britain. The incident was 
finally settled only when the Lincoln 
released the two diplomats. 
Additionally, Britain did manufacture 

two war ships for the Confederates, yet claimed to be neutral. The US dollar, 
nonetheless, collapsed against the British pound 
which rose in value to $9.97 — its historical high 
against the dollar in 1864. 

Meanwhile, the American bankers had agreed 
to loan $150 million in gold bullion if Chase 
would not issue paper money. Chase argued 
that the bankers had discussed and approved his action. The bankers protested 
anyhow. Chase pointed out that the drain on the gold reserves due to hoarding 
would force the gold standard to be suspended anyhow, and he was correct. 
Chase warned the bankers to heed his advice before all their gold was gone. 
The bankers hesitated for several weeks, and by the end of December 1861, 
their gold reserves had fallen by 50%. The bankers could no longer maintain the 
25% reserve ratio against liabilities using gold. Hence, the gold standard was 
suspended on December 30, 1861.  
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Bonds and taxes were the only means that 
the Lincoln Administration had available to 
fund the war. The Lincoln Administration was 
taxing everything it could think of. There was 
even a tax to have your picture taken and 
the tax stamp had to be attached to prove 
the tax was paid. The government awarded 
the contract to print revenue stamps to 
Butler & Carpenter of Philadelphia in August 
1862.  

There was a tax on all documents and 
proprietary articles like photographs and 
even playing cards. Up until December 25, 
1862, the government required a specific 
stamp for each type of tax. After that date, 
with the exception of proprietary articles, 
which even 

included medicines, tax stamps could be used 
generically. Of course, once this tax was imposed to pay 
for the war, they continued to be used into the Great 
Depression.  

By December 1861, Chase now proposed new measures 
to fund the war. On January 29, 1862, Secretary Chase 
wrote to the chairman of the House Ways and Means 
subcommittee, providing his view on changing the 
currency notes to be issued. This would become known 
as the Legal Tender legislation:  

“The condition of the treasury certainly needs immediate action on the subject 
of affording provision for the expenditures of the government, both expedient 
and necessary. The general provisions of the bill submitted to me seem to me 
well adapted to the end proposed. There are, however, some points which 
may, perhaps, be usefully amended.” 
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Meanwhile, in late 1861, this was also the second French intervention in Mexico known 
as the Second Franco-Mexican War where France, aided by Britain and Spain, 
launched an invasion of Mexico in late 1861. This was the Second French Empire that 
was instigated and directed by Emperor Napoleon III (1852-1870). The emperor justified 
his military intervention because Mexico defaulted on its debt owed to foreigners. This 
became gunboat diplomacy to collect debts from foreign governments. 
 
Napoleon III claimed a broad foreign policy of commitment to free trade. Therefore, he 
was determined to overthrow the government and install a friendly one to pay its debts. 

For him, this would ensure 
European access to Latin 
American markets. Napoleon 
III also wanted the silver that 
could be mined in Mexico to 
finance his empire. With this 
goal in mind, Napoleon III 
created a coalition with 
Spain and Britain while the 
U.S. was deeply engaged in 
its civil war. President Benito 
Juárez's suspension of interest 
payments to foreign 

countries on July 17, 1861, was the excuse for the French invasion. Obviously, the 
Europeans used the American Civil War to invade Mexico and were not interested in 
buying Union debt. 
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The 1862 Legal Tender Notes were issued in all denominations from $1 to $10,000. 
They effectively created a two-tier monetary system. The paper notes were legal 
tender for all debts public and private, but only domestically. Naturally, the USA 
could not compel foreign countries to accept them. Therefore, the fine print 
made it clear that, in terms of international trade, only gold and silver coin would 
be acceptable. They read as follows: 

“This note is a legal tender for all debts, public and private, except duties on 
imports and interest on public debt, and is exchangeable for U.S. six per cent 
twenty year bonds, redeemable at the pleasure of the United States after five 
years.” 

 
The Philadelphia Mint struck 2,976,519 $20 gold coins in 1861, but in 1862, they 
struck only 92,168 $20 coins. They shifted the gold to $1 denominations, striking 
1,361,390 in 1862 compared to 527,499 
in 1861. The $1 silver coins declined in 
1862 to 12,090 compared to more the 
700,000 in 1860 between Philadelphia 
and New Orleans. Silver was scarce 
during the war. 
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Lincoln had suspended the gold 
standard in December 1861 and the 
Greenbacks began trading on the 
floor of the New York Stock Exchange 
expressed in gold. Their value would 
rise and fall based upon the latest 
news of a battle. As noted, the 1862 
Legal Tender issues expressly stated 
that they were value for all domestic 
debts public and private, but not 
international. This was the first two-tier 
monetary system to emerge 
distinguishing between domestic and 
international trade. 

Historically, such systems have taken 
place many times throughout history. 
In Florence during the 15th century, 

there was a major financial crisis because of the swing in the silver/gold ratio. 
Silver was used domestically while gold was used for international trade. The 
Legal Tender series was indeed the birth of a two-tier monetary system within 
the USA that appeared for the 
first time. 

The press at this point in history 
took the position of the bankers 
against Secretary Chase. 
Consequently, on February 4, 
1862, Chase wrote to William 
Bryant, editor of the New York Post. "Your feelings of repugnance to the legal 
tender clause can hardly be greater than my own; but I am convinced that, as 
a temporary measure, it is indispensably necessary.” 
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The experience with the broken state bank notes and the sovereign defaults by 
the States following the Panic of 1837, as well as the experience with the 
Continental Currency defaults from the Revolution, the stain upon the idea of 
paper currency was still fresh in the minds of the older generations. No one would 
willingly issue paper currency, which was not redeemable on demand no less 
make it legal tender meaning everyone had to accept it by law. Nevertheless, 
the measure was passed out of necessity on February 6, 1862, with a vote of 93 
in favor and 59 opposed in the House. President Lincoln signed the legislation on 
February 25, 1862. 

The Lincoln Administration therefore issued Legal Tender Greenbacks in July 1862 
and March 1863, both times for 
$150 million. Treasury's issue of 
unbacked Greenbacks during this 
period reached $431 million, yet 
this still only covered 16.5% of the 
entire Union budget. These were 
the notes trading on the 
exchanges in New York City, which 
eventually created the impression 
of benefiting from death.  
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 Amasa Walker (1799-1875), a distinguished financier of New England who later 
became a congressman, came up with the novel idea 
that the government should issue directly to the people 
currency that would pay interest – effectively 
circulating bearer bonds. Amasa argued that such a 
scheme would make the note popular and prevent 
inflation by inducing people to hoard the notes as an 
investment. The idea was presented to Lincoln who 
responded, “That is a good idea … but you must go to 
Chase. He is running that end of the machine, and has 
time to consider your proposition." Chase actually 
opposed the idea.  

In response to the negative reception of paper currency, the Lincoln 
Administration began to issue interest baring curreny. In reality, this was a form 
of circulating bearer bonds. The first issue of $10 and higher denominations paid 
compound interest. We then see the issue of just simple interest bearing notes. 
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These were clearly marked with an interest table on the 
reverse showing what the note would be worth at any 
given moment. 

Coinage was hoarded in the North and the South. 
Merchants could not make change and often people 
would have to take change in terms of a barter 
transaction in other goods. Indeed, during the 
Sovereign Debt Crisis following the Panic of 1837 when 
states defaulted trying to bailout state banks, coins 

vanished from circulation. Private 
merchants began to issue Hard 
Time Tokens. Here is one noting 
when the gold standard was 
suspended on May 10, 1837. 
There are a wide variety of tokens 
from that era which have 
survived. 

On July 17, 1862, Congress 
authorized 5, 10, 25, and 50 cent 
paper currency. This became 
known as Postage Currency. The 
first design of fractional currency 
was supposed to be very easy to 
use for the general public. They 
were issued for the 5, 10, 25, and 
50 cent denominations. They 
were printed between August 21, 
1862 and May 29, 1863 due to 
the shortage in coins. 

During this period, there were numerous Civil 
War tokens issued privately, which were used for 
small change. Many made political statement 
such as millions for contractors. Some were 
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issued in silver, but most were copper or brass. Some would say “Army & Navy” 
and still others said “Union Forever.”  

In the spring of 1862, Philadelphia Financier Jay Cooke mobilized a sales force 
after Congress authorized the sale of bonds that became known as the "five-
twenties" bonds in the Legal Tender bill. The establishment of greenbacks meant 
there was a relatively reliable national currency to use to buy the new bonds. 
The government's need for money was insatiable far beyond what Wall Street's 
ability to meet the government's needs could possibly provide.  

Jay Cooke became a 
primary dealer 
bypassing the bankers 
and selling directly to 
the American people. 
The bankers called 
him the PT Barnum of 
bonds, referring to P.T. 
Barnum (1810 – 1891) 
who was an American 
politician, but best known for being a showman who staged great hoaxes to sell 
tickets founding Barnum & Bailey Circus with the slogan, “The Greatest Show on 
Earth.” Yet, it was Cooke who raised $830 million selling bonds and beating the 
Confederates in finance, which allowed the military to work in the fields. 

Indeed, it was Jay Cooke who sold in the spring of 1863 $500,000,000 of these 
“five-twenties,” which were bonds paying 6% 
interest for twenty years or redeemable in 
government gold within five years – hence the 
name. 

Lincoln had suspended the gold standard in 
December 1861. Greenbacks began trading 
on the floor of the New York Stock Exchange 
(NYSE) expressed in gold. Consequently, the 
price of gold throughout the Civil War 
reflected the Union's military victories or 
defeats with each engagement. The 
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enactment of the Legal Tender Act only 
encouraged further speculation in gold. With 
each defeat for the Union, gold would rise in 
value and be hoarded while conversely each 
victory saw gold decline and easy money 
would follow. 

The 1862 Legal Tender issues expressly stated 
that they were valued for all domestic debts, 
however, only gold and silver coin were 
acceptable for the payment in foreign trade, 
tariffs and custom duties. Therefore, we see a 
two-tier monetary system emerging 
distinguishing between domestic and 
international trade.  

Just prior to the Battle of Gettysburg in July 1863, the going rate was 287 
Greenbacks to buy 100 notes backed by gold. In his Thanksgiving Day 
proclamation of 1863 — issued six weeks before the Gettysburg Address —
President Lincoln summarized the economic consequences of the war: 

"Needful diversions of wealth and of strength from the fields of peaceful industry to the 
national defence [sic], have not arrested the plough, the shuttle or the ship; the axe 
has enlarged the borders of our settlements, and the mines, as well of iron and coal as 
of the precious metals, have yielded even more abundantly than heretofore. 
Population has steadily increased, notwithstanding the waste that has been made in 
the camp, the siege and the battle-field; and the country, rejoicing in the 
consciousness of augmented strength and vigor, is permitted to expect continuance of 
years with large increase of freedom. No human counsel hath devised nor hath any 
mortal hand worked out these great things. They are the gracious gifts of the Most High 
God, who, while dealing with us in anger for our sins, hath nevertheless remembered 
mercy. It has seemed to me fit and proper that they should be solemnly, reverently and 
gratefully acknowledged as with one heart and one voice by the whole American 
People." 
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The war raged on, continuing to demand monies to pay for its exigencies. 
President Lincoln signed tax legislation on July 1, 1862. Under the Revenue Act, 
federal employees who received salaries over $600 per year had taxes withheld 
from their paychecks. Not only did the Revenue Act provide for income tax 
collection but it also imposed excise taxes on many activities.   

Having dealt with the nation's bonds, currency, and taxes, the administration 
and Congress finally confronted the need to reform the banking system in 1863. 
The chief advocate for the banking bill was Senator John Sherman, a strong 
fiscal conservative who long had believed in limiting government expenditure. 

In his Annual Message to Congress of December 1863, President Lincoln stated:  

"The enactment by Congress of a national banking law has proved a valuable 
support of the public credit, and the general legislation in relation to loans has 
fully answered the expectations of its favorers. Some amendments may be 
required to perfect existing laws, but no change in their principles or general 
scope is believed to be needed."   
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In time of war, people tend to contract and spend less if the war is civil in nature 
and during international war if it involves invading one’s homeland. The Civil War 
prompted massive hoarding of coinage and the shortages threated local 
commerce. As stated, people would have to take their change in kind meaning 
goods of some nature.  

The first issue of fractional currency was the Postal Currency. This was replaced 
with what became quickly known as “shinplasters,” which were not backed by 
anything other than one could use them to buy US Treasury Notes of not less 
than $3. These fractional notes were in use between August 21, 1862 and 
February 15, 1876, and were eventually issued in 3, 5, 10, 15, 25, and 50 cent 
denominations across five issuing periods. 

Secretary of the Treasury Francis E. Spinner was credited with finding the solution 
to the shortage of coinage. Spinner created postage currency, which then led 
to the use of fractional currency. Spinner had proposed using postage stamps, 
affixed to Treasury paper, with his signature on the bottom. Congress supported 
the idea and July 17, 1862, Lincoln signed the Postage Currency Bill into law.  

In 1863 when Secretary Chase took over, he asked for a new fractional currency 
that was harder to counterfeit than the postage currency. The new fractional 
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currency notes were different from the 1862 postage currency containing over-
stamps. 

A year later in December 1864, Lincoln reported:  

"Changes from State systems to the national system are rapidly taking place, 
and it is hoped that very soon there will be in the United States no banks of 
issue not authorized by Congress, and no bank-note circulation not secured by 
the Government." 

The new banking structure was designed to further expand the monetary supply. 
The National Banking Act required the newly chartered national banks to use 
government bonds as 
security for the creation of 
the national currency 
banknotes. This provision 
was made a part of the 
act in order to make it 
easier to sell government 
securities by requiring 
banks to buy them. The 
act also established the 
Office of the Comptroller 
of the Currency as part of 
the United States 
Department of the 
Treasury. The act 
reshaped today's national 
banking system and its 
support of a uniform U.S. 
banking policy while 
ensuring that federal bonds were not the reserve of the banks – not gold.  

The first issue of the National Currency notes expressly stated, “This note is secured 
by bonds of the United States.” The denominations issued were $1, $2, $5, $10, 
$20, $50, $100, $500, and $1,000. 
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It was also in December 1864 that the Treasury issued the third series of fractional 
currency notes to circulate. Coinage was still being hoarded and the shortage 
of metal coinage was hampering commerce at every level. Believe it or not, 
counterfeiting of fractional currency became a problem. As a result, shields were 
prepared for banks so they could distinguish forgeries. 
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Fractional currency shields are made up of 39 specimens that are glued to a 
cardboard back. These shields were made between June 1866 and May 1869. 
Most of the shields in existence show water damage. They were stored in the 
treasury and were damaged during a flood.  
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Increasingly, the mainstream 
press called those who 
speculated in greenbacks in 
New York at that time as 
“General Lee's left wing in Wall 
Street” and the public began 
to view them as traitors as did 
Lincoln. 

Lincoln viewed the 
speculation as profiteering on 
death. He became obsessed 
with the speculation in gold, 
which was dominating the 
market and public 
confidence. Daily price 
fluctuations would affect 
confidence in the national war 
effort because rising gold 
prices directly eroded the 
value of the federal Treasury 
credit worthiness. During the 
Great Depression of the 1930s, 
short selling was viewed as 
being disloyal, and this was the 

same image of gold traders during the Civil War. 

To put this in context, not everyone had confidence in the Lincoln Administration. 
Trading took on a real fever in New York City. Trading during the day was not 
sufficient and the New York Stock Exchange (NYSE) could not handle the trading 
volume that erupted during the Civil War. Traders began to split-off from the 
NYSE and form competing exchanges just to handle the trading volume. 
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The dollar was crashing on foreign exchange markets. The British pound rose to 
its all-time record high of $9.97 in 1864. Trading simply became frantic that year. 
This is when two other daytime exchanges opened. Whenever the Union lost a 
battle, the price of greenbacks dropped. If the Union won a battle, the price 
would rise. Telegraph lines from battlefronts to New York fed the trading floors 
and the market would respond very rapidly. The joke became that speculators 
were said to know battle results even before President Lincoln. 

The dollar reflected in greenbacks began to swing wildly in the summer of 1862. 
It was on March 8, 1817, that the exchange officially became the New York 
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Stock & Exchange Board, which was 
later simplified to the New York Stock 
Exchange (NYSE) on January 29, 1863. 
The NYSE was attempting to help the 
government be patriotic by banning 
deferred settlements up to 60 days 
known back then as just “time sales.” 
When speculation became fierce, they 
banned cash transactions in gold. That 
total ban lasted less than a month. All 
they did was create greater volatility as 
people were losing faith in the 
exchange itself.  

Gold trading was the most 
controversial of all during the war. 
Union losses undercut confidence in 
the federal government and thus 
decreased the value of the 
government-printed greenbacks. The 
decline of greenbacks meant gold 
rallied. Gold investors appeared to have a stake in Confederate victories and 
were known to sing "Dixie" when such news reached the floor of the New York 
Stock Exchange. This was akin to those who cheer the demise of the dollar today 
so gold will rise again. In reaction, the exchange banned gold trading, but 
trading then resumed at the NYSE.  

The NYSE was in government’s pocket in trying to discourage gold trading, and 
secondly, it was really incapable of handling the increased trading volume 
during the period. The greatest problem was the fact that they tried to make it 
an exclusive club and rejected new members. By 1862, the exchange actually 
had fewer members from two years prior because the younger members went 
off to war. This left the older members to trade and their exclusivity is what 
created their own competition. 
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Moreover, they were run like an exclusive club. One could not become a 
member without heritage or influential friends. This exclusive club also resulted in 
creating competitive exchanges during this raging bull market. 

At this point in its history, the 
NYSE was a call market 
where members traded at a 
specified time. It was not like 
today when all stocks trade 
continuously. Back then, all 
stocks could be called 
simultaneously, or each 
stock could be called 
individually in rotation as 
opposed to continuous 
markets like today. The New 
York Stock Exchange 

originally operated as a call market but switched primarily to continuous trading 
following its merger with the Open Board of Stock Brokers in 1870. The NYSE call 
market was phased out completely by 1882. 

The Public Stock Board was the first new exchange to open at the start of the 
bull market competing with the NYSE. George Henriques organized the opening 
of the Public Stock Board in late 1862. Two afternoon sessions were conducted 
in the basement of 23 William Street, which gave it the nickname "the Coal 
Hole."  

Gold traders abandoned the NYSE, which was acting as an arm of the 
government. On October 12, 1863, Samuel S. Gilpin, who may have lived at 326 
Broadway according to the New York Register, formally opened a "Gilpin’s Gold 
Room" within his Merchants' Exchange at 26 Exchange Place in New York City. 
It is not really known who Gilpin was other than a trader. The speculation in gold 
reflected the collapse in confidence within the Lincoln Administration.  
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By September 1863, the interesting trading in gold had become so great that 
Gilpin’s Gold Room could no longer admit any new members. The bull market 
during the Civil War reflected the collapse in confidence in the Lincoln 
Administration, the advent of speculating on war in the USA as took place in 
London and the Battle of Waterloo. This was the legend of how people became 
rich like the Rothschilds.  

The fury of trading really exploded. Traders were becoming compulsive. The Gold 
Room and the Open Board were open for normal business hours, and even the 
curb market was only open until about 6:00 p.m. The compulsion to trade was 
amazing. Some traders began to move uptown from the Wall Street area. The 
New York Times first mentioned evening trading at the Fifth Avenue Hotel in 
November 1863. There were other contemporary sources claiming that night 
trading began in May 1862 when the markets began to rise in direct proportion 
to the collapse in the value of the dollar particularly against the British pound.  
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The after markets, commonly known as curb, were active during the Civil War. 
The current market expanded into a formal Evening Exchange begun by Robert 
H. Gallaher. Gallaher built one of the most handsome comfortable calls for 
trading stocks in New York City. Gallaher’s Evening Exchange set up building that 
had just been completed situated on W. 24th St. joining the Fifth Avenue Hotel. 
He rented the basement, which the New York Herald later likened to the Black 
Hole of Calcutta, and charged twenty-five cents admission to his new Evening 
Exchange. Trading began promptly at 5:00 p.m. and went until midnight. 
Gallaher’s Evening Exchange took off quite well with about 600 people 
attending many nights. When markets were particularly volatile, is attendance 
exceeded 1000. 

There were no regulations governing the transactions in stocks and gold at the 
evening exchange. However, the operations were covered by the rules of the 
other boards. Any controversy that arose concerning the transaction was settled 
according to the rules of the downtown exchange where that instrument traded. 
Trading took place in gold coin as well as all the major stocks listed at the NYSE 
and the Open Board. The Evening Exchange was such a success that the New 
York Times was reporting transactions on a daily basis beginning January 19, 
1864.  
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Business grew rapidly, and by March 1864, Gallaher moved the exchange to a 
larger facility on Broadway near the corner of 23rd Street. Gallaher now asserted 
that the location would accommodate 1500 people. Then Gallaher moved 
again to 164 Fifth Avenue in June of 1864, and then once again back to 
Broadway and 23rd Street in November 1864. Gallaher finally erected a building 
at Fifth Avenue and 24th Street, which was completed by April 1865. 

In mid-April 1864, Secretary Chase tried to intervene selling $11 million of the 
government's surplus gold at auction over a five-day period. The price of gold 
dropped only temporarily, and quickly rebounded. This did more damage 
proving the government could not stop the bull market. 

Gold brokers who were also curb dealers, 
now rented a room for trading gold at 
William and Beaver streets moving Gilpin’s 
Gold Room. This area has long been the 
financial center in New York City. It is 
located one block from Exchange Place, 
which takes its name from the original 
Merchants Exchange building, 
completed in 1827, which only lasted 
eight years before being burned down in 
the Great Fire of 1835. The next block over 
is Wall Street.  

Beaver Street is a direct translation of the Dutch 
livestock market, Marcktveldt, which existed between 
1638 and 1647. It is not known what happened to 
Gilpin. Nevertheless, membership to trade was set at 
$200. Membership was open to all. They began 
trading October 1, 1864 with a membership of over 
100, which included Board establishments as well as 
Curb members. 
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The New York Gold Exchange was thus founded by a group of financiers among 
whom were James Boorman Colgate (1818–1904) who was the son of William 
Colgate founder of Colgate Toothpaste Empire run by his brother Samuel 
Colgate (1822–1897), and John Pierpont (JP) Morgan, who moved to New York 
City from Philadelphia in 1858. JP formed J. Pierpont Morgan & Company in 1864 
with his cousin. JP was a trader in government bonds and foreign 
exchange/gold. 

The New York Gold Exchange emerged as a more formal alliance between the 
Open Board and the Curb, and was incorporated on October 14, 1864. 
Membership was open to all who could afford the $200 fee, which was raised 
to $1,000, and as many then speculated gold would rally still to new highs, 
membership was raised to $2,500 within a year. Because gold was delivered by 
horse carts, it attracted robberies. After a few bold heists took place, the Gold 
Room entered an arrangement with the Bank of New York who charged $1,000 
per account for a member to hold deposits of gold that could be transferred 
upon a draft. Edward B. Ketchum of Ketchum & Sons, would end up forging $1.5 
million of these drafts during the collapse. After that scandal, the exchange then 
organized their own bank — the Gold Exchange Bank. 
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The popularity and dramatic success of the Evening Exchange was due to the 
fact this was a Phase Transition in gold as well as the share market. Gallaher was 
preparing to organize his Evening Exchange into a joint-stock company when 
the combined efforts of the NYSE, the Open Board, and the Gold Room forced 
him out of business by denying their own members access to the Evening 
Exchange. The primary catalyst for the action against the Evening Exchange was 
the failure of the private banking firm of Ketchum, Son & Co. on August 15. 

The spectacle of New York financiers profiting from this carnage particularly 
outraged the public and politicians. The image of people profiting from death 
was very disturbing. On February 18, 1863, the New York State Legislature passed 
a bill prohibiting the loaning of money on gold or foreign exchange. Then on 
March 3, 1863, Congress practically prohibited gold as collateral for cash 
advances the closing another for the gold market.  
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It was during the spring of 1864 that marked the culmination of General Ulysses 
Grant’s wilderness campaign, a particularly bloody set of encounters as the Army 
of the Potomac pursued Confederate General Robert E. Lee across Virginia 
toward the Confederate capital of Richmond. Casualties on both sides were 
enormous; about 40,000 men were killed and wounded on the Union and 
another 70,000 men on the Confederacy. Gold prices soared during June of 
1864 just as Grant’s army reached Petersburg, Virginia, to begin a desperate 
seven-month siege. 

Finally, on June 17, 1864, Congress responded to the wild speculation and simply 
prohibited buying or selling gold for future delivery to stop the speculation driven 
by each battle. The penalty was now imprisonment, a heavy fine, or of course, 
both. The only exception was a gold transaction in a private office. Yet, it was 
clearly aimed at closing and any minor gold exchanges. Nonetheless, the 
government simply could not stop the speculation in gold. 

Gold advanced from $190 to about $280. Therefore, the Gold Act of 1864 (13 
Stat. 132), which passed with little debate on June 17, 1864, only confirmed that 
the dollar was in trouble and it tumbled against the British pound driving its value 
to $9.97 per pound sterling. This was the first instance of Congress imposing 
Federal regulation of derivatives. The act prohibited the trading of gold futures, 
and criminalized the sale of foreign exchange more than ten days in the future. 
This act was intended to close down the trading in gold. However, to the surprise 
of senators and Treasury officials, the Gold Act by no means ended the 
speculation. The formal title of the act was "An Act to Prohibit Certain Sales of 
Gold and Foreign Exchange."  
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The establishment cheered the closure of gold trading in the New York Stock 
Exchange. However, the closing of gold trading only made matters worse. The 
measure then encouraged 
people to hoard gold and 
international confidence in the 
dollar collapsed even further, 
fueling the panic. Congress was 
dumbfounded. The power to 
write a law did not mean they 
could control the economy, 
international capital flows, or 
the value of any market, no less 
and an international one such 
as gold. The price of gold soared reaching the $287 to $305 level peaking the 
week of July 17, 1864.  

The New York Herald described the panic:  

“The real holders of gold were thus isolated,… and purchasers had to run from 
office to office, inquiring the price at which holders were willing to sell … The 
whole country was alarmed by the rocket-like ascent of the [gold] premium, 
including Congress, amazed and rebuked by the advance.”  The article 
concluded: “Leading merchants and bankers, who had urged upon Congress 
this prohibitory legislation, now wrote and telegraphed to Washington, imploring 
the repeal of the Gold bill.” 

 

Speculators had been calling for gold to rise to $500 when it exceeded $300. 
Congress was confronted by the fact that they could not outlaw the 
international flow of capital and were compelled on July 2, 1864 to repeal the 
act and admit defeat. The Gold Exchange reopened on July 2, 1864, hardly two 
weeks after the law was passed. Even after the Gold Room reopened, chaos 
continued for many people just did not now trust Congress or the federal 
government any more.  
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In September 2008, the SEC shocked the investment community by adopting an 
emergency order that temporarily banned most short sales in nearly 1,000 
financial stocks. Matching banned stocks to a control group of non-banned 
stocks in order to identify these effects, it became crystal clear that such tactics 
undermine the confidence and make people want to sell more or exit long 
positions entirely.  

Shorting activity dropped by about 65%, but the stocks subject to the ban 
suffered the most severe degradation in market quality, as measured by price, 
spreads, and intraday volatility. Nobody wanted to buy a financial stock that 
could not freely trade. The Dow Jones Financial Index collapsed 81.2% 
compared to the Dow Jones Industrials decline of just 54.4%. The aftermath also 
demonstrated that where the Dow Jones Industrials rallied to new highs, the 
financial sector languished after people simply lost confidence.  

Clearly, government intervention into the free market always fails. Japan tried to 
prevent major institutions from hedge in 1989 fearing that would result in the 
share market declining. The Nikkei collapse anyhow and preventing hedging 
only severely damaged companies and prolonged what would have been a 
normal 2 to 3-year decline into a 26-year depression. Politicians only act out of 
their own self-interest. Never do they act for the good of the country. 
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Stock tickers were first introduced as a 
result of this trading volume but not until 
1867 when it was invented by Edward A. 
Calahan, who was not a trader, but an 
employee of the American Telegraph 
company. However, Samuel S. Laws 
(1824–1921) is the person who came up 
with the idea. In 1863, Laws returned from 
Paris and took a job as the manager at 
the New York City’s Gold Exchange 
founded in 1864. He was an amateur 
enthusiast of electricity and invented the 
gold indicator to end the problem of 
messenger runners in the Exchange. It 

appeared like a clock and the electrical 
charge would cause the hand to move to the 
current price up or down.  

Laws’ invention initially appeared in the 
window on the street of the Exchange, but it 
became so popular, he began to install them 
in brokerage firms creating his new company 
called the Reporting Telegraph Co. and it 
was Laws who in June 1869, hired an upstart 

kid by the name of Thomas A. Edison (1847-
1931) to run it.  

Edison applied for his own patent which 
was approved November 9, 1869, inscribed, 
“Thomas A. Edison, of New York, N.Y., 
Assignor to Samuel S. Laws of Same Place.” 
This became the Gold & Stock Telegraph 
Company. Edison went on to then improve 
Laws’ device which quickly became a 
subsidiary of Western Union. 
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The week of the high in gold was clearly in part 
to the sinking of the Alabama. On top of that, it 
was June 1864 when Secretary of the Treasury 
Chase was surprised when Lincoln accepted his 
third offer of resignation. Lincoln had been 
nominated for reelection. Chase was always a 
bit of a pompous character. Lincoln had to later 
placate the Republicans who supported Chase, 
so he nominated him to be a Justice on the 
Supreme Court after When Chief Justice Roger 
B. Taney died in October 1864.  

Lincoln replaced Chase the week of July 5, 1864, 
one week 
before the major high with William Pitt 
Fessenden (1806–1869) who was a staunch 
Republican from the State of Maine. The peak 
in gold seemed to be caused first by the 
sinking of the Alabama which was viewed as 
bearish for the greenback, sending it to $305, 
and then the Secretary of the Treasury was 
replace the week of July 5th. These were two 
significant events that appear to have helped 
create the 
record high in 
gold during 
the week of 
July 17, 1864. 

Finally, the capture of Atlanta by General William 
T. Sherman in August 1864 broke the bull market 
in gold. By the time when Lee surrendered to 
Grant at Appomattox Courthouse on April 9, 
1865, the gold price had fallen back down 
trading below $145 or off more than 50% from its 
1864 record high.  
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The Gold Act along with the failed intervention of Chase in mid-April 1864 selling 
$11 million in gold, were episodes that taught a very important simple lesson 
overlooked by pundits and government. On January 6, 1975, US Secretary of the 
Treasury William Simon announced the intention to begin selling gold at auction. 
The first offering was supposed to be 2 million ounces but they delivered 754,000 
ounces. The next auction was June 30, 1975 of 500,000 ounces. The IMF also 
chimed in to start selling off gold reserves at a meeting in Venice, Italy on August 
24, 1975. The IMF said it would sell one-third of its gold reserve of 50 million 
ounces. On February 1, 1976, the member states agreed to a two-year 
moratorium on any official purchases of gold and the formal agreement ending 
gold as the backstop to the world monetary system abandoning any official 
price. Gold crashed by about 50% dropping to $103.05 on August 31, 1976. It 
was September 1976 when Britain began negotiating a bailout with the IMF. The 
IMF auctions continued with about 780,000 ounces at regular intervals. The 
market would go quietly as everyone waited to hear the auction price. Each 
new high was seen as a validation that the governments were in trouble. The 
same reaction in 1976 emerged as in 1864 to official sales. 
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Here we see a cartoon with the new Secretary of the Treasury William Pitt 
Fessenden churning out more greenbacks. After the failed intervention of Chase 
and his resignation, the interpreted policy of the Lincoln Administration would be 
inflation. This helped gold rally after the failed intervention during April reaching 
a major high at $305 the week of July 17, 1864. 

The only economic policy that works is laissez-faire capitalism simply because 
God has never found it kind enough to create a politician who understands the 
economy and can act without self-interest or bias. Nevertheless, Congress would 
attempt to do this once again at the start of World War I when they closed the 
NYSE between July 30, 1914 and December 12, 1914. There remains authority to 
close the stock market if they want or as Treasurer Hank Paulson and the U.S. 
Securities and Exchange Commission (SEC) suspended shorting bank stocks to 
save Goldman Sachs during the panic between 2008.  
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It was during May 1864 just after Chase’s attempt to intervene to stop the bull 
market in gold that a scam appears to have taken place in order to support 
gold. General Grant was pursuing General Lee in Virginia and the atmosphere 
was one of hope that the war would be over. This is when on Wednesday, May 
18, 1864 that two morning papers, the New York World and the Journal of 
Commerce, reported that President Lincoln had issued a proclamation ordering 
the conscription of an additional 400,000 men. The newspaper accounts stated 
that "the situation in Virginia, the disaster at Red River, the delay at Charleston, 
and the general state of the country" effectively necessitated the additional 
conscription. This would obviously be bearish for the greenback and bullish for 
gold, which was clearly the object of this fake news account. 

Probably as intended, the market reaction to this news saw share prices on the 
New York Stock Exchange plummet and gold prices soar. When the initial shock 
of the news was reviewed closely, one paper would have seemed as fake news. 
However, two newspapers reporting the same story raised a lot of questions. By 
11 a.m. on that Wednesday morning, a very large crowd of merchants and 
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traders gathered. Suspicion was in the air that this was still fake news. The crowd 
now gathered outside of the offices of the Journal of Commerce on the corner 
of Wall and Water Streets. Even Gen. McClellan now appeared at the Journal 
to see what was going on since the news was very contradictory. The editors of 
the Journal insisted that the story was real and offered as proof an Associated 
Press dispatch bearing the announcement that they had received earlier that 
morning. 

Now the Associated Press issued a statement denying that they had ever sent 
such a dispatch. Everything began to snowball rapidly. Now by 12:30 p.m., a 
telegram was sent by the State Department in Washington, signed by the 
Secretary of State, William H. Seward, denying the story saying the story was "an 
absolute forgery." Suddenly, the story was confirmed to be fake news. 
Unfortunately, the markets had reacted to the story so the initial damage was 
done. 

It then surfaced that the World and the Journal had received their information, 
as they received most of their information, via an Associated Press dispatch 
brought over from the local telegraph office by a courier. The dispatch had 
arrived at 3:30 a.m., after the night editors and proofreaders had gone home. 
Only the night foreman at each paper was now responsible for reviewing the 
dispatch and deciding whether to insert it in the morning's edition. The dispatch 
was cleverly timed to avoid scrutiny. It was then obvious that this was someone 
who knew how the press ran and when to slip it into the papers. There was no 
suspicion since it was often that such dispatches from Washington arrived early 
in the morning. The other papers received the same dispatch, but had not 
published them. 

When President Lincoln learned of the fake news, he grew infuriated and 
ordered that the papers that had printed it be closed down and their proprietors 
arrested. Soldiers acting on his orders seized the offices of the two papers. They 
even seized the office of the Independent Telegraph Line. Chaos now erupted 
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over Lincoln's suppression of the press, which in 
itself became a scandal. Lincoln was very much 
against the trading in New York to begin with. 

Now the police detectives got involved and 
tracked down the perpetrators of the hoax. On 
Saturday morning, May 21, they move in and 
arrested Francis A. Mallison, a reporter for 
the Brooklyn Eagle. Mallison quickly confessed, 
giving up his accomplice in the fraud, but 
claimed that Joseph Howard, Jr., the city editor 
of the Brooklyn Eagle, was the real mastermind 
behind the scheme. The detectives arrested 
Howard at his residence in Brooklyn. Howard 
submitted quietly and later made a full confession. The story was widely reported 
as shown here from Harper's Weekly, June 4, 1864. 

 
Howard had forged Associated Press 
dispatches and the day before, 
Tuesday, May 17, he then invested 
heavily in gold. Shockingly, he served 
only three months in prison when Lincoln 
pardoned him based upon a friend on 
Howard’s father who said the young 
man was just trying to make some 
money and it was not personal against 
the President. Lincoln ordered his 

release on August 22, 1864. However, Lincoln may have also let him out because 
within two months on July 18, 1864, the week of the high, he did issue a call for 
more men. Lincoln did ask for 500,000 more men. 
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Edward B. Ketchum (1842-1910), the son of Morris Ketchum (1796-1880) and 
junior partner in the firm of Morris Ketchum & Son, became caught up in the gold 
speculative fever. He was about 22-years-old 
when the bull market in gold and equities came 
to an end in the summer of 1864.  

Edward, like so many people who try trading yet 
cannot admit defeat, held on to his losing 
position refusing to consider the market was 
changing trend. Gold fell from the summer of 
1864 by about 25% and equities about 15%. 
These were not drastic declines percentage-
wise compared to other declines. Nonetheless, 
they were enough to ruin him. With hindsight, 
Edward was rumored to have lost some $10 
million. To cover his growing losses, Edward 
forged $1.5 million in gold checks and 



 

136 
 

embezzled $2.5 million in unregistered coupon bonds from his company. Edward 
used the forged checks as collateral for loans to sure up his losing position 
believing the market would come back. His forgeries went undetected for over 
a month because he was only using them for collateral instead of trying to cash 
them in. The reputation of his father, Morris, in banking was highly regarded. This 
allowed Edward to be taken at face value. 

On the morning of August 14, 1864, two of the forged gold checks were finally 
discovered to be fake. Edward filled a tote bag with at least $60,000 (rumors put 
it at $70,000) of the company's cash and fled. Traders' National Bank offered a 
$5,000 reward for his capture. Yet, he remained free in New York City for 10 days 
before being caught. 

The stock market crashed by almost 3% that night the fraud was discovered on 
the Evening Exchange. That night on the Evening Exchange, 58,616 shares 
traded compared to 8,862 shares that day on the NYSE and about 13,300 shares 
on the Open Board. 

Rumors were that Morris, a member of the NYSE, was selling shares in the Evening 
Exchange before publicly announcing the firm’s closure were not true. On 
August 24, the NYSE and the Open Board passed resolutions declaring that any 
members caught trading through the Evening Exchange would be expelled 
immediately. The Gold Exchange followed with such a rule the following day. 
The result of the indignation was that the NYSE, Open Board, and the New York 
Gold Exchange, resulted in the Evening Exchange being abolished. The Open 
Board of Brokers was in fact open to membership. The traders moved to the 
Open Board where they could not buy entry into the NYSE. Most of the press 
blamed former Treasury Secretary Salmon P. Chase for his role in creating a 
speculative bubble. 

The came out and stated it was fine and its exposure was only $250,000 in the 
forged checks. They made it clear that the Ketchum company was by no means 
indebted to the bank and that their profits far exceeded the forged checks. 

The next day his father Morris made a statement:  

"My son EDWARD has committed a great crime. He has taken from me 
between in securities -- the assets of the house -- besides, I fear, doing other 
wrongs of great magnitude in connection with the gold checks. The house 
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cannot go on, of course. I stopped payment this morning, partially that I might 
understand our condition and know exactly where we stand; but I don't see 
how we can go on. Our remittances this morning were very heavy, and were all 
deposited to the credit of our customers. I have no idea where my son has 
gone. What could have tempted him to do this thing I cannot say. He had 
everything which could make his life pleasant; and his position here was 
peculiarly such as must have satisfied him. He was at my house on Sunday 
night, since when I have not seen him.” 
 

By November 5, 1864, Morris Ketchum was still a banker in good standing. He 
was one of the “money men” who endorsed President Lincoln for reelection. The 
headline read: 

“Mass Meeting of Merchants and Bankers.; The Monied Men of the City 
Declare for Lincoln. The Great Capitalists of New-York on the Ground in 
Force. Speeches of Moses H. Grinnell, Gen. Walbridge, R.H. Dana, of 
Boston, D.D. Field, and Others. SPEECH OF MOSES H. GRINNELL. VICE-
PRESIDENTS.” 

 

Edward was sentenced to Sing Sing where he was release eight months early for 
good behavior. He served a total of three years, 10 months, and 15 days as 
reported by the New York Times on November 16, 1869. When asked if he would 
go overseas, he replied that his crime was well known in international circles so 
he would fair no better there. 
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On September 1, 1864, Harper's Weekly featured a cartoon about the stock and 
gold markets during the Civil War and the battle between the bulls and the 
bears. The Union military war effort throughout the summer of 1864 had been 
slow. The cartoon showed the toppling of gold and commodities from the July 
high. The bears and bulls battle seem to indicate that the Union victory in August 
at Mobile Bay had an adverse 
effect on gold, but was not 
enough to improve the other 
markets. Later in September, 
however, the fall of Atlanta to the 
Union and victories in the 
Shenandoah Valley of Virginia 
revived the stock market, as well 
as the Union cause and President 
Lincoln's reelection hopes. We can 
see gold crashed from the July 
high for a three-month reaction 
into October 1864. 
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The Final Years of the Civil War 

 

In March 1865, Congress imposed taxes on the sale of gold. The federal 
government began taxing gold sales with settlements longer than three days to 
discourage speculation. They would not dare regulate the free markets, so they 
decided to tax it. In his last message to Congress in December 1864, President 
Lincoln stated: 

"The financial affairs of the government have been successfully administered 
during the last year. The legislation of the last session of Congress has not yet 
elapsed to experience the full effect of several of the provisions of the acts of 
Congress imposing increased taxation." 

 

Fessenden had originally expressed his intention only to serve temporarily. He 
submitted his resignation to return to the Senate, to which he had now for the 
third time been elected. He was one of 
three people whose portrait appeared on 
currency during his lifetime. 
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John Wilkes Booth (1838–1865) was an actor 
from a good family. He was certainly from the 
upper middle class in terms of education and 
wealth. However, he was a devout 
Confederate from Maryland. His family was 
divided in their allegiance between North 
and South. His brother in New York banned 
him from his home.  

On April 12, 1865, Booth heard the news that 
Robert Edward Lee (1807–1870) had 
surrendered at Appomattox Court House. 
Booth's original scheme was to kidnap 
Lincoln, Secretary of State William H. Seward, 

and Vice President Andrew Johnson. When he heard of Lee’s surrender, his plan 
changed to assassination.  

The previous day, Booth was in the 
crowd outside the White House when 
Lincoln gave an impromptu speech 
from his window. Lincoln stated that 
he was in favor of granting suffrage 
to the former slaves, and Booth 
declared that it would be the last 
speech that Lincoln would ever 
make. 

On the morning of Good Friday, April 
14, 1865, Booth went to Ford's Theatre to get his mail. He was told that the 
president and his wife would be attending the play that night. He was further 
told that Lincoln would be accompanied by Gen. and Mrs. Ulysses S. Grant. Booth 
sprang into action. He would carry out the assassination, James W. Pumphrey 
would provide the getaway horse, in formed his three co-conspirators Powell, 
Herold, and Atzerodt that they should assassinate Seward and Johnson. 
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Booth shot Abraham Lincoln in the back of the head on Good Friday, April 15, 
1865. Lincoln died the next day. Seward was severely wounded but recovered, 
and Vice President Johnson was never attacked. Following the assassination, 
Booth fled on horseback to southern Maryland, eventually making his way to a 
farm in rural northern Virginia. Booth's companion gave himself up, but Booth 
refused and was shot by Boston Corbett, a Union soldier, after the barn in which 
he was hiding was set ablaze. Corbett claimed Booth raised a pistol but others 
said Corbett just shot him without cause. Booth was shot in the neck and the 
wound was fatal. Eight other conspirators or suspects were tried, convicted, and 
four were hanged shortly thereafter. Booth left behind a letter addressed to his 
sister: 

“I know how foolish I shall be deemed for undertaking such a step as this, 
where, on one side, I have many friends and everything to make me happy ... 
to give up all ... seems insane; but God is my judge. I love justice more than I do 
a country that disowns it, more than fame or wealth.” 
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The nation went into shock. Gold declined dropping from 
the March high of 201 and continued lower into May 1865 
bottoming at 128.60. That was actually the low for the year 
as it rallied back into an October 1865 high at 149.00. 

On March 9, 1865, Fessenden was succeeded by Hugh 
McCulloch (1808-1895) as Lincoln's third and last secretary 
of the Treasury. He was opposed to the National Banking 
Act of 1864, and attempted to bring the United States back 
to the gold standard throughout his career. 

 

The October reaction high for gold in 1865 was influenced by the 
announcement that the government would begin to actually issue gold 
certificates in November 1865. These notes had been authorized back in 1863 
by Congress, but never issued until after Lincoln’s assassination in 1865. No doubt, 
this was pushed through by the new Secretary of the Treasury Hugh McCulloch. 
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In May 1866, the government advertised for bids or proposals from gold buyers 
when having a surplus in the Treasury. They now sought to sell of gold reserves. 
The New York Gold Exchange was organized in 1867 as a Clearing House for 
gold transactions made on the Gold Exchange.  
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Silver/Gold Ratio Chaos 

 

ver the years, we have heard people advocate a return to the gold 
standard. This persistent idea that money can somehow be fixed is also 
the basic tenet of Marxism. All of these arguments have one thing in 

common — they all attempt to eliminate the business cycle. All the attempts to 
fix currencies in value like the British pound in relation to others failed with the 
famous collapse of the pound that brought George Soros to notoriety. There was 
the Swiss peg to the euro that failed, not 
to mention Bretton Woods which 
attempted to fix the dollar to gold at $35 
an ounce. All of these attempts utterly 
failed in disaster, setting in motion various 
movements of civil unrest, and have led 
to many people blaming capitalism 
following Karl Marx’s line of thinking.  

O 
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The one absolute law of economics remains something I have stated for more 
than 40 years of observation and historical research. Nothing remains fixed. 
Everything fluctuates in a cycle from population, politics, weather, war, and 
economics. We call this the business cycle. There can be no fixed economic 
relationship for absolutely everything fluctuates in a cycle. Twice during the 18-
19th century, politicians tried to artificially set the silver/gold ratio. The Coinage 
Act of 1792 set the ratio at the 15:1 level, which was incompatible with the rest 
of the world and made the dollar 77.36% of a troy ounce of silver.  

Thomas Jefferson had to stop minting silver dollars in 1804 
altogether because the United States set a ratio that was 
leading to the exportation of silver. Silver dollars began 
to be minted in 1840, only after the Panic of 1837 when 
Andrew Jackson closed the Bank of the United States 
and caused wildcat banking and the sovereign defaults 
of the states.  

The Coinage Act of 1834 was passed by the United States Congress on June 27, 
1834. It raised the silver-to-gold weight ratio from its 1792 level of 15:1 to 16:1, 
thus setting the mint price for silver at a level below its international market price. 
The Coinage Act of 1792 had set the weight at 247-1/2 grains of pure gold, or 
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at 15 to 1 ratio with silver. The Coinage Act of 1834 set the weight at 232 grains, 
or at a 16 to 1 ratio. The Act of 1837 changed the purity ratio of both silver and 
gold coin to 900 fine or 9/10ths purity. The new ratio changed the total metal 
grains of a silver dollar coin to 412.5, but did not alter the original silver content 
of 371.25. Therefore, the Act of 1837 did not change the ratio. 

The suspension of silver coinage was actually lifted in 1831. Nevertheless, no steps 
were taken to resume the coinage until 1835. President Andrew Jackson’s Specie 
Circular was a presidential executive order issued July 11th, 1836 which was 
carried out by his successor, President Martin Van Buren. After August 15th, 1836, 
the government refused to accept anything but gold and silver specie in 
exchange for public lands. It did make a special exception to accept certain 
types of Virginia scrip, but otherwise, no wildcat bank notes were acceptable. 
The executive order allowed legitimate settlers (non-speculators) to use paper 
until December 1836. The act was a reaction to the growing concerns about 
excessive land speculation following the expulsion of the Indians.  

 

Jackson’s Specie Circular also contributed to wildcat banking with every 
unknown small bank issuing worthless paper money following Jackson shutting 
down the Bank of the United States in 1833. The U.S. Supreme Court had affirmed 
the constitutionality of the bank 
under McCulloch v. Maryland, 17 U.S. 
316 (1819). However, Jackson 
demonized the bank and made this 
a political issue, much as people 
blame the Federal Reserve today 
rather than Congress. 
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Consequently, the sale of public lands 
increased exponentially in a bubble pattern 
between 1834 and 1836. Land values were 
rising based upon access ability by 
stagecoach or railroad. Speculators paid for 
these purchases with depreciating paper 
money. While government law already 
demanded that land purchases be 
completed with specie or paper notes from 
specie-backed banks, a large portion of 
buyers used paper money from state banks 
not backed by anything and were wildcat 
banks. 

 

Therefore, Jackson’s Specie Circular obviously created a need to begin minting 
silver dollars once again. The first coins to be struck were in 1836 at the standard 
of 1792. In 1837 the weight was reduced to 412.5 grains from 416 grains, but the 
coins still were dated 1836. New 
dies were cut but dated 1838. 

The major general production 
of silver dollars did not take 
place until 1840 with the actual 
metal content being 77.344% of 
a troy ounce.  

Lacking a central bank, the 
government had to restore the silver dollar with a weight of 26.73 grams, .900 
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fine with a net weight of 77.34% of an ounce. By 1853, the silver content was 
worth more than $1, and once again silver dollars began to vanish from 
circulation with many being exported for profits. The production of silver dollars 
in 1850 was about 47,500 for the year; in 1951 it collapsed to 1300, and in 1852 
it fell further to 1100 coins minted for the year.  

The problem that emerged with the California Gold Rush of 1849, the value of 
gold declined against silver. Silver rose in value throughout 1849 and 1850. As 

the value of silver rose on international 
markets, bullion dealers began shipping 
American silver coins to Europe. As gold 
became plentiful, silver became scarce 
and was systematically removed from 
circulation. Copper coins were being 
traded in bundles of lots of 10, 25, or 50 
pieces to pass as dimes, quarters, or half 
dollars. The production in 1849 of $1 
gold coins helped to also drive silver 

dollars out of circulation. The public began to hoard silver coins in addition to 
bullion dealers shipping them overseas for a profit. 

The $1 denomination was still a lot of money back then. A penny used to buy a 
lot at that time. The shortage of small change helped to increase the amplitude 
of the business cycle on the East Coast and commerce was being obstructed 
by the lack of small change.  

In Britain, Queen Victoria came to the 
throne in 1837. The Silver crowns, quarter 
pound, were issued for general 
circulation only in 1844 to 1847 
containing 0.841 troy ounces silver. The 
Half-Crown was issued in 1839 up to only 
1850 contained .42 troy ounces of silver 
and were resumed only in 1874 reflecting the shortage of silver in the wake of 
the California gold discovery. The Florin, equal to 1/10th of a pound, was issued 
in 1851 containing 0.336 troy ounces of silver. The gold sovereign of this period 
was 0.2354 troy ounces of gold. Originally, the British pound was once equal to 
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one pound of .925 sterling silver. A gold sovereign coin weighs 7.988 grams (with 
11 parts in 12 of gold). A sovereign is equal in value to 20 schillings of silver and 
one schilling is equal in value to 5.23 grams of silver. Thus, 20 schillings are equal 
in value to 104.6 grams of silver, and therefore 104.6 grams of silver is equivalent 
to 7.32 grams of gold. The true silver/gold ratio in Britain was established by the 
law of 1816, giving a ratio silver/gold of 14.29. However, as of 1816, only gold 

was the formally recognized coinage 
and silver was just a subsidiary coinage. 

Turning to France, the monetary rules 
were established as of March 28th, 1803, 
where the 1-franc coin was based 
upon 200 such coins and contained 5 
grams of silver in 900 fine. The gold 20 
franc coin, of which 155 weighed 1 

kilogram. Therefore, 3100 (155 x 20) gold francs equaled 200 silver francs – 
yielding a ratio of 15.5. This was the ratio in France. 

Therefore, we can see that the United States began with a 15:1 ratio, which was 
in between England and France. But the majority of the world was using a ratio 
of 15:1 or less. 

The gold supply expanded dramatically with the 
discovery of California in 1849, and it exploded 
with the added Australian Gold Rush, which 
began in May 1851. Now silver was driven from 
circulation in 1851 and 1852. As always, the 
Treasury complained to Congress and Congress 
merely argued among themselves on a solution.  

There was a movement to modernize the postal system back then. Politicians 
lacked the ability to move this issue forward and entangled the silver shortage 
with a possible change in the postal rates. Prior to 1847, letters were normally 
mailed for free and it was the recipient who had to pay the postage upon 
delivery. The first reform came in 1847 with the introduction of postage stamps, 
making the sender responsible for payment. 
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It might not sound like a major political issue, but sending a letter was expensive. 
Most letters in the mail were either business or legal communications. Imagine a 
lawyer sending notices and having to pay the receiver.  

 

Beginning in 1847, the government prepared postage stamps. The 5-cent rate 
carried a single sheet of paper up to 300 
miles and the 10-cent rate would carry it 
beyond that distance. Envelopes were not 
normally used; the sheet of paper was folded 
so that a space was left for the address. You 
can see this letter from Washington DC to 
California was very expensive, 

 costing 40 cents. In 1850, a monthly salary might be around $10 a month. 

It was not until 1845 when the zone 
rates for sending a letter were 
modified reducing the number of 
zones to only two. Here is a letter 
mailed to Paris costing 60 cents. 
Compared to a $10 a month 
wage, postal rates were indeed 
very high. 
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The 1847 introduction of stamps 
failed to solve the problem 
because Congress did not 
mandate letters be paid in 
advance. Most letters were still 
mailed for free, and the 
recipients had to decide 
whether to pay the postage. 
There were also private delivery 
companies who began to issue stamps in 1842. These serves were cheaper than 
the U.S. Postal Service. Letters could be delivered for 3 cents locally. 

By 1851, Congress had overall decided to reduce the rate to send a letter so 
the debate came down to two cents and three cents for up to 300 miles and 
double that for longer distances. This is where the three cent coin comes into 

play. The Treasury wanted to issue a 3-
cent coin which was now part of the 
negotiations. Creating a 2-cent silver 
coin was impractical.  

The shortage in silver meant the Mint 
had to produce many more once-
cent coins. In 1850, the Mint struck 4.4 

million copper pennies, and in 1851, they produced 9.8 million. The shortage of 
silver was having a ripple effect in many directions. 

Finally, as always, the last minute before Congress was to end the session in 
March 1851, a bill was passed authorizing the new postal rates and a small silver 
coin of three cents to facilitate those rates. It was now set for 3-cents if prepaid, 
5-cents if not prepaid for up to 3,000 
miles up from 300. It was set at 6-cents if 
prepaid, and at 10-cents if not prepaid 
on distances greater than 3000 miles. 
The 3-cent silver pieces were also linked 
to the silver shortage and the hope that 
this would help relieve the crisis 



 

152 
 

unfolding in the shortage of silver coinage. 

In order for the new silver coinage not be bought up and exported, it was 
debased from the regular fineness (.900) used for U.S. silver being struck at a 
fineness of only .750. This ensured that the metal content was worth less than 3-
cents. The Mint managed to produce 5.5 million pieces in Philadelphia and just 
over 700,000 at New Orleans before the year was concluded. 

Silver maintained its rise in value. The bullion dealers continued to export every 
.900 fine silver coin they could find. Then in December 1852, the value of quarter 
and half dollars at New York was 3.5% greater than the face, and this was 
enough room for a profit. The premium on dimes, quarters, and half-dollars were 
less because of the costs in shipment and re-melting.  

Where over 600,000 silver quarters were minted in 1850, in 1851 this dropped to 
240,000. The weight of a quarter in 1852 was 6.68 grams at .900 fine. In 1853, this 
was reduced to 6.22 grams at .900 fine. This meant that four quarters contained 
24.04 grams of pure silver or .775 troy ounces of silver. The bullion dealers were 

getting $1.335 an ounce of 
silver with a ratio of 15:1, 
making gold $20.03 an ounce 
when it was officially supposed 
to be $20.67. The silver/gold 
ratio was moving toward 14:1 
thanks to the dramatic 
increase in the gold supply. 

It is of interest to note that, at this same time, December 1852, the premium on 
Spanish dollars at New York was 7%. What was driving 
the demand for silver was the fact that China was 
on a silver standard, not gold. The Spanish dollars 
were commanding a premium in order to trade with 
China. Additionally, the old Spanish dollars carried a 
premium over the newer Mexican dollars that were 
seen as less creditworthy.  

Drastic measures had to now be undertaken by 
Congress and President Millard Fillmore (1850–1853). 
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The Treasury officials highlighted the British solution as early as 1816. That is when 
Parliament enacted legislation that made ONLY gold the official monetary 
standard. In Britain, silver was only a subsidiary coinage. Gold was now the only 

fully legal tender coinage in 
England and anyone who 
wanted silver from the London 
Mint had to pay for it in gold.  

In February 1853, Congress finally 
acquiesced that the British had 
gotten it right all along. Pegging 
silver to gold was troublesome. 

The weights of the minor silver coins were reduced by roughly 6% in 1853, while 
the fineness remained the same. As the premium on U.S. silver coins rarely 
exceeded 4%, the margin was still very tight but proved to be effective at 
reducing the profit of bullion dealers.  

Using some rather strange logic, however, Congress did not alter the silver dollar, 
the weight and fineness remained unchanged. This meant that the British system 
had not been implemented fully but the point was perhaps irrelevant as the 
silver dollar had ceased to 
circulate in this country and 
would not do so again until after 
1873. Depositors still had the right 
to bring silver bullion to the mints 
for dollars but few people did so; 
on the other hand the law 
required, as in Britain that minor 
silver could be paid out only for gold. 

Treasury Secretary James Guthrie was concerned that the public might have 
difficulty distinguishing between the old and new silver coins. Guthrie ordered 
the Director of the Mint to come up with a way that the public could distinguish 
the new reduced silver coinage. The Mint came up with adding arrows on both 
sides of the date. This was altered again by adding rays around the eagle on 
the reverses of the half and quarter dollars.  
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The Mint went into full production and by the end of 1853, using the Philadelphia 
and New Orleans facilities, the coin shortage was very nearly over. They 
produced 16.5 million quarters in 1853 and 4.8 million half dollars with over 13 
million dimes. 

For centuries, people could bring bullion 
to the mint and they would coin it for a 
fee. Therefore, the British solution ended 
that long historical practice. The 1853 law 
stipulated that minor silver could be paid 
out only for gold coins. That meant one 
could not go to the mint to coin silver 
bullion. The Mint Director disagreed with 
ending that tradition so he ignored the 
law and paid out silver coins for silver bullion.  

Meanwhile, British gold sovereigns (one pound) gold coins began to be minted 
in Australia in 1855, which continued largely until 1931. This contributed to driving 
silver higher against gold.  

Director James Ross Snowden (1809-1878; 
director 1853-1861) simply raised the buying 
price for silver and gave the seller the option of 
taking minor silver coins in exchange. The result 
was that the money supply was flooded with 
silver coinage. Between 1853 and 1858, 
Snowden produced about 62 million silver 
quarters alone. 

The personal actions Director Snowden led to a 
major backlash. Now the banks and businesses began to complain about the 
glut of silver. This compelled the Treasury to act. In 1858, the Treasury ordered 
Director Snowden to obey the law and the result was a dramatic reduction in 
silver production. In 1858, almost 8 million quarters were produced compared to 
1.6 million in 1859. The monetary system remained steady until the Civil War broke 
out a few years later. Snowden had been producing silver dollars up to 1858 but 
less than 100,000 annually. In 1859 and 1860, he increased the production to 
about 700,000 annually. 
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It was after the Civil War when Congress issued a new coinage act on February 
12th, 1873. The sixty-seven sections of the law addressed the Snowden issue, 
codifying the then extant laws relating to the mints and coinage. Section 
seventeen of the act provided that "no coins, either gold, silver or minor coinage 
shall hereafter be issued from the mint other than of the denominations, 
standards, and weights herein set forth." Section fifteen listed the denominations 
of silver coins the mint would issue, but did not list the standard silver dollar. The 
omission of the silver dollar from this list became, for more than two decades 
after 1876, known as the Crime of 1873 by the silver miners who bribed the 
Democrats. The new battle-cry would be to restore silver as a legal tender 
currency abandoning the British Solution adopted in 1853. This time, they would 
virtually bankrupt the nation attempting to fix the silver/gold ratio. 

The Panic of 1873 was a global contagion caused by the end of war in Europe 
and the fall in demand for silver internationally, which followed the German 
decision to abandon the silver standard in the wake of the Franco-Prussian War 
(July 19th, 1870 – May 10th, 1871).  

http://s3.amazonaws.com/armstrongeconomics-wp/2014/01/Franco-Prussian-War-1870.jpg
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The Franco-Prussian War was the culmination of many years of tension between 
the two nations. The excuse became the controversy over the candidate for the 
vacant Spanish throne following the deposition of Isabella II in 1868. It was a 
bloody war. Finally, the Germans moved on Paris. The Siege of Paris (September 
19th, 1870 – January 28th, 1871) brought about the final defeat of the French Army. 
On January 18th, 1871, the new 
German Empire was proclaimed at 
the Palace of Versailles. It was the 
rapid German victory over the French 
that had stunned the world. Many had 
assumed there would be a French 
victory based upon past performance 
of Napoleon. At the very least, the 
majority expected a very prolonged 
conflict. The strategic advantages 
possessed by the Germans were not appreciated outside Germany until after 
hostilities had ceased. 

The decision of the German Empire to cease minting the silver thaler coins in 
1871 caused a drop in demand and downward pressure on the value of silver. 
The cost of the war was huge and Germany could not afford to spend gold to 
buy silver to create coins. As always, war historically creates inflation. The 
ramifications resulted in a collapse in silver prices globally when Germany 
stopped buying silver adopting only the gold standard as was the case in Britain 
since 1816. 

The impact of the Franco-Prussian War in causing Germany to abandon the 
silver standard was felt globally. This 
manifested in the United States where 
silver discoveries had made it the largest 
producer in the world at that time. You can 
call it money, but if a nation has no 
precious metal mines, then you are saying 
they have no money unless they FIRST buy 
metal -- but then what? This crisis where 
Germany had to import silver to create 

http://s3.amazonaws.com/armstrongeconomics-wp/2014/01/Baveria-1871.jpg
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money became a huge paradox. How does one buy money to expand the 
money supply without credit? Naturally, the miners thought the game was rigged, 
much as the rhetoric goes today, and wanted a “free silver” market that they 
convinced themselves would result in 
higher prices. 

The demonetization of silver in 1873 in the 
United States was called the Crime of 
1873. Of course, local people never look 
beyond their own country so they blamed 
the collapse in silver demand upon the 
Coinage Act of 1873. 

The silver miners naturally had self-interest in bribing the Democrats to support 
their theory of unlimited free silver 
production, which would ultimately raise 
the price of silver displacing gold.  

Although trade dollars were produced 
from 1873-1878 to facilitate trade with 
China who remained on the silver 

standard, they were meant for circulation overseas and were not legal tender 
in America. The act moved the United States to a ‘de facto’ gold standard, 
which meant it would no longer buy silver at a statutory price or convert silver 
from the public into silver coins.  

Silver was now the monetary unit in Asia. Silver coinage of various countries 
circulated in China, as China lacked their own silver coins at this time. They are 
found with Chinese counterstamp markings, showing they are acceptable and 
have been tested by various houses. 

In response to the deflation of the 
period, there was a domestic 
misunderstanding that the economic 
decline was caused by the 
demonetization of silver. This led to a 
political movement called the “Free 
Silver.” Congress was bribed to pass 

http://s3.amazonaws.com/armstrongeconomics-wp/2014/01/US-Trade-1873-1878.jpg
http://s3.amazonaws.com/armstrongeconomics-wp/2014/01/US-1878.jpg
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the Bland-Allison Act in 1878.  The act required the U.S. government to purchase 
large quantities of silver and turn that into silver dollars. Thus, the silver dollar 
denomination was restored once again in the form of the Morgan dollar, which 
was named after its designer, George T. Morgan. Its abundant supply led to its 
popularity until it ceased to be coined in 1936 by Roosevelt. 

 

It was the 1877 Bland-Allison Act that restored the silver dollar at .7734 troy 
ounce of silver with the $1 gold coins struck at .14512 troy ounce. Between 1873 

and 1881, silver discoveries in Nevada had put 
pressure on the government to mint silver dollars and 
to declare silver to be legal tender once again. Gold 
had stabilized for the most part during the depression 
that began in 1873. The Bland-Allison Act passed 
Congress in February 1877, but was vetoed as 
irresponsible by Republican President Rutherford B. 
Hayes (1822-1893, Pres. 1877-1881), but Congress 
overrode Hayes' veto on February 28th, 1878. This Act 
declared the silver dollar to be legal tender and 
required the U.S. Treasury to buy $2 million to $4 million 
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worth of silver each and every 
month. This was part of the 
Democrats’ “Free Silver Movement” 
that advocated unlimited coinage 
or silver. 

The rise of the Silver Democrats 
emerged from the economic 
depression that began in 1873, 
which the silver miners argued was 
the demonetization of silver that 
created the lack of money. In economic contractions, people hoard their money 
and do not spend it freely regardless of what may be established. We have seen 
the same thing post-2007 in the United States and the failure of Quantitative 
Easing in Europe under the leadership of Mario Draghi with the euro. 

The economic depression that was unleashed in 1873 continued, and by 1878, 
nearly 10,500 business firms failed. In 1879, the United States resumed specie 
payments for the first time since 1861 in an attempt to help boost foreign trade, 
thereby making the gold standard internationally applicable. This was done 

because during 1872, the balance 
of trade was strongly against the 
United States. This was made worse 
by the collapse in demand for silver 
from Germany. 

Moreover, the Panic of 1873, so far 
as it resulted from the economic 
contraction, had its main origin 
abroad, not in America, so that its 
subordinate causes were generally 
looked upon as its sole occasion. 
Yet these causes were important. 

The shocking destruction of wealth by reckless speculation, of course, had a 
contributing effect.  

The postwar economic boom expanded credit of individuals, corporations, 
towns, cities and states. As far too often, “conservative” investors believe wrongly 
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that bonds are safer than equities. Hence, much of the profits and wealth were 
funneled into the railroad bonds, in particular mining, and to a lesser extent the 
rising manufacturing industries. The transcontinental railroad connected east and 
west on May 10th, 1869, beginning the railroad boom, which was similar in nature 
to the dot.com bubble of 2000.  

When the debt bubble burst, everything crashed and burned. The inevitable 
deflation materialized as the economy became over-leveraged and deeply 
invested in railroad bonds. As cash rose in demand and purchasing power, 
tangible assets fell sharply in terms of official money. 

 

One would think that government learns from its mistakes. The problem simply is 
that government never learns and constantly enacts solutions only to repeal 
them and implement another solution. The classic example is the Glass-Steagall 
Act passed in 1933 to prevent the interconnectedness of banks and brokers, 
which was as a leading cause of the Great Depression. The act was repealed 
by President Bill Clinton. Now under the Trump Administration, there is a 
movement to restore Glass-Steagall. 

This is the exact same problem concerning monetary standards. President 
Thomas Jefferson had to suspend the minting of silver dollars in 1804 because 
the US overvalued gold relative to silver, which led to the mass exportation of 
American silver coins for melting in Europe at a profit. The British solution was 
introduced in 1816, whereby silver was demonetized and used only for subsidiary 
coinage. That eliminated the problem trying to fix the silver/gold ratio.  
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In 1834, the United States changed the ratio to 16:1, which was previously set at 
15:1 in 1792. In 1853, Congress had to adopt the British system and make silver 
simply a subsidiary coinage. The California and Australia gold influxes caused 
gold to flood the world economy, driving silver to rise in price relative to gold. 

The first major discovery of silver was the Comstock Lode 
discovered in Nevada during 1858. This impacted the 
silver/gold ratio and eased the crisis. This is why the silver 
miners were bribing the Democrats, for this is when 
Congress adopted the British solution of demonetizing 
silver coinage. The Comstock Lode launched the first 
large-scale silver mining in the United States and took its 
name from the prospector Henry T. P. Comstock. He had 
no idea how big the find really was and left Nevada 
broken in 1862. 

The Comstock Lode began to produce valuable ore 
faster than the mining companies could actually process 
it into bullion. The traditional horse-powered ore processing machines had to be 
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replaced, and resulted in the development of giant steam-powered mills. By the 
end of 1861, these steam-powered mills could 
process more than 1,200 tons of ore per day. 
The Comstock Lode produced $2.5 million 
worth of gold and silver bullion in 1861, $6 
million the following year in 1862, and exploded 
to $12.4 million by 1863. This was a lot of money 
to buy politicians. 

The Alaskan Klondike Gold Rush that sparked 
the migration by an estimated 100,000 
prospectors to the Yukon in north-western 
Canada followed the gold discovery made on 
August 16, 1896. However, Tombstone, Arizona 
silver discovery took place in 1877, producing 

$40 to $85 million in silver bullion over a 20-year period. The dramatic increase 
in bullion during the 19th century created great waves of inflation followed by 
deflation. 

Within this atmosphere, the silver miners continued to buy the politicians. 
Between that and the rising tide of Marxism, they found their advocate, John 
Sherman (1823-1900), who was a 
Republican from Ohio and 
chairman of the Senate Finance 
Committee. Sherman was not the 
author of the bill for there were 
was no mining operations in Ohio. 
Obviously, Sherman was not 
representing a local business. PUH 
PICK UP HERE  

The silver miners managed to push 
through the Sherman 
Silver Purchase Act, which 
became law on July 14th, 1890 
supplanting the Bland-Allison Act 
of 1878. It not only required the U.S. 

http://s3.amazonaws.com/armstrongeconomics-wp/2014/01/Sherman-1.jpg
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government to purchase nearly twice as much silver as before, 4,500,000 ounces 
(130,000 kilograms) per month, but also added substantially to the amount of 
money already in circulation. To support the advocates of the Free Silver, they 
would destroy the U.S. economy in just 3.14 years. The total amount of silver 
dollars minted between 1878 and 1893 reached $419,328,299. This was a 
staggering amount, which drove gold out of circulation. 

This Sherman Silver Purchase Act created 
massive unsound finance that undermined the 
U.S. Treasury’s gold reserves. The United States 
attempted to overvalue silver to support the 
silver miners. The problem was that 
international capital flows undermined the 
domestic economy as people sent silver to the 
United States and exchanged it for gold. The 
United States was drowning in overvalued 
silver dollars thanks to the Sherman Silver 
Purchase Act.  

The price of silver had reached its peak back 
in 1815 with the Napoleonic War. The average 
price for silver was $1.671. Britain changed its 
monetary system in 1816 making only gold the 
legal currency abandoning a formal 
silver/gold ratio. During the war in 1814 and 
1815, the Britain gold reserves were £2 to £3 
million pounds. Following the war, with 
banknotes in circulation at £26.6 million, the 
reserves rose to £7.6 million by August 1816 
and £12 million in October 1817. Britain’s 
economy weathered the monetary 
disturbances of the period remarkably as 
Britain was detached geographically giving 
rise to it being a place where continental 
Europe moved capital fleeing Napoleon. 
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During the period of the Napoleonic Wars in Europe, revolutions in Latin America 
which began in 1809 interrupted the supply of silver dollars (pieces of eight) that 
were being produced at the mints in Potosi, Mexico, and Lima, Peru. This drove 
the price of silver to its highest level by 1815. 

As Napoleon was attempting to conquer 
Europe, European possessions in Latin 
American used the opportunity to seek 
independence. The Latin American Wars 
of Independence were the revolutions 
that took place during the late 18th and 
early 19th centuries and resulted in the 
creation of a number of independent 

countries in Latin America. These revolutions followed the American and French 
Revolutions, which had impacts upon the 
Spanish, Portuguese and French colonies 
in the Americas. Haiti, a French slave 
colony, was the first to follow the United 
States to independence, during the 
Haitian Revolution, which lasted from 1791 
to 1804.  

Napoleon’s quest to conquer Europe, 
including Spain and Portugal in 1808, set in motion the political upheavals in 
Latin America. The Napoleonic occupation of Spain resulted in questions arising 
in Spanish America regarding their allegiance to Spain. The Portuguese 
monarchy relocated to Brazil during Portugal's French occupation. Even after 

the Portuguese royal court returned 
to Lisbon, Prince Regent Dom Pedro 
I (1798 – 1834; Reign 1822-1831), 
remained in Brazil and in 1822 
declared himself emperor of a newly 
independent Brazil. 

We can see how history repeats 
because the passions of man never 
changed. Following the Civil War in 
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the Roman Empire following the death of Nero in 68AD, this is when Israel 
revolted and tried to break away from Rome exactly as Latin America did with 
Napoleon’s conquest of Spain and Portugal. The same historical reaction took 

place. In this case, the new General 
to emerge as Emperor was 
Vespasian. He now had to invade 
Israel and make an example 
destroying the Temple is 70AD of risk 
other regions attempting to break 
away as well. 

 

 

Following the Napoleonic Wars, silver 
simply began a protracted decline 
which lasted about 117 years. This 
was set in motion by the major silver 
discoveries of the second-half of the 
19th century whereas the major gold 
discoveries in California in 1849 and 
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Australia in 1851 tended to push silver higher in value relative to gold where its 
supply dramatically increased. 

Indeed, to benefit the Silver Miners, the Democrats literally undermined the 
national economy. Silver collapsed from $1.671 in 1815 to .78 cents by 1893, 
which was a drop of 53%. Silver flooded the economy for as silver collapsed in 
price to 78 cents, it became profitable to ship silver to the States and swap it for 
gold and return to Europe. The gold reserves of the US Treasury simply 
evaporated. 

It was this chaotic period of unsound finance that ruined the economy 
combined with the learning curve of the new Industrial Revolution to turn many 

people into Marxists. Many began 
to blame the hard times and the 
Panic of 1893 upon capitalism. 

The rise of Marxism was the direct 
consequence of the unsound and 
corrupt politics of the Silver 
Democrats. John Sherman not 
merely ran through the Sherman 
Silver Purchase Act, he also pushed 
through the Sherman Anti-Trust Act 
misconstruing the result of merging 

railroad companies into Monopolies that reduced jobs. This entire series of 
legislation merely set-in motion the various financial Panics of the 1890s which 
inspired Marxism. 

 The Panic of 1893 struck with a vengeance. Perhaps the first sign that trouble 
was brewing came with the bankruptcy of the Philadelphia & Reading Railroad, 
which had constructed its terminal as the major centerpiece on Market Street in 
downtown Philadelphia. The construction began in 1891, and the station opened 
on January 29th, 1893. 



 

167 
 

The Reading Terminal, as it is 
known today, opened just one 
month before the company went 
bankrupt. Today, the building still 
stands and has become the 
Reading Terminal Market which 
includes a Hard Rock Café. 
Nevertheless, back then, we 
clearly had at this time another 
railroad bubble. The Philadelphia 
& Reading Railroad was seriously 
over-extended and on February 
23th, 1893, just ten days before Grover Cleveland's second inauguration, it 
announced bankruptcy.  

The stock market actually peaked in 1889, fell into 1890, then bounced back up 
into 1892 but failed to make new highs. This, 1892 was a reactionary year. This 
pattern warned that there was inherent weakness within the economy and this 
was instigated by the silver crisis that was building. 

There was a credit crunch rippling through the economy as people feared that 
loans could be repaid with depreciated silver dollars rather than gold. A financial 
panic hit in the United Kingdom and a drop in trade within Europe caused 
foreign investors to sell American stocks to get liquid. This clearly dampened the 
rally and tended to suppress 
American stocks. 

Foreigners were attempting to 
redeem silver notes for gold as the 
price of silver plummeted. Ultimately, 
the statutory limit for the minimum 
amount of gold in federal reserves 
was reached and US notes could no 
longer be successfully redeemed for 
gold as the Panic materialized after 
May 1893. Investments during the 
time of the Panic were heavily 
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financed through bond issues with high 
interest payments. This presented a crisis for 
there was uncertainty about what they 
would be repaid in and then the economy 
was clearly slowing, which the market 
reflected failing to make new highs beyond 
1889.  

The National Cordage Company was the 
high flyer going into 1893. It was the nation’s 
leading manufacturer of rope and twine 
(cordage), which also became known as the 
first failed trust or monopoly in American 
financial history. It was the collapse of this 
company that really set in motion the 
disastrous Panic of 1893 and the ensuing 
depression.  

The National Cordage Company began as a 
group of rope manufacturers, which at first 
experimented with the formation of trade 
associations. They would negotiate 
agreements concerning production to 
control supply and effectively agree upon 
fixing prices. It was 1887 when they formed 
the National Cordage Company, which was 
a combination trust and corporation. This 
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new entity began to acquire smaller competitors, acquiring nominal control of 
40% of the entire national rope and twine production within just three years.  

The company was charted in New Jersey and increased its capital stock to $15 
million, which was a large sum in those days. By now, the company had created 
a virtual monopoly controlling of about 90% of the country’s cordage mills as it 
went into the high of 1892. Its financiers were the major New York banks. 
Everyone saw the National Cordage as the leading industrial giant of the era. 

It was this company that sparked the Panic on May 5th and 6th, 1893. As typical, 
the company had borrowed vast amounts of capital. The twine market was 
seasonal generating a cash flow only during harvest time. The company required 
loans to bridge itself between harvests. The National Cordage Company 
assumed it could create a perfect monopoly to secure its future. It engaged in 
purchasing the entire output of its suppliers. The company would also buy out its 
competitors on condition that they retire permanently from the field. The 
company assumed it could corner the nation’s hemp market and thus control 
the price and increase its profits. That has always been the theory behind 
monopolies, but nobody has ever been able to achieve that even once in 
history. This stands as a classic example since the controlled 90% of the market 
and still failed. 

The National Cordage Company never 
reduced costs by merging operations. 
Despite their control, they could not 
make ends meet. Some companies it 
bought out only used the proceeds to 
start new companies in competition. The 
theory of creating a monopoly was 
proving to be just a theory.  

During the early months of 1893, 
National Cordage boldly declared a 
100% stock dividend on top of the 
normal 10% it paid to shareholders. This was THE most actively traded stock at 
this time. Just a few weeks after this payout, later, the company announced its 
plans to file for receivership. The desperate mismanagement attempting to 
create the first monopoly in the country utterly failed. The immediate cause of 
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the failure was an attempt to acquire 
a $50,000 loan. The New York bankers 
called their loans in response to rumors 
regarding the company’s financial 
distress. The directors of the First 
National Bank of New Jersey, were 
appointed receivers on the night of 
May 4th, 1893. The famous crash came 
the next morning. The share price 
plummeted from $138 to $20 per share. 
When the receiver took charge, they 
quickly discovered there was no cash 
left. 

The collapse of the company proved 
that the theory of monopoly was just 
that – a theory. When the economy 
turned down, it did not matter that 
they controlled even 90%. When the 
economy turns down, demand 
declines and all the controls will not 
prevent the decline. The Commercial 
and Financial Chronicle at the time 
wrote: “Cordage has collapsed like a 
bursted meteor.”  Subsequent 
attempts to reorganize as the United 
States Cordage Company and then as 
the Standard Cordage Company also 
failed by 1912.  

 As the demand for silver and silver 
notes plummeted, the price and value 
of bonds became a huge concern. Many viewed bonds that allowed for 
repayment without specification would be paid in depreciated silver so the 
bond market began to crash as well as many fear these particular instruments 
would become totally worthless. 
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A series of railroad failures 
followed after the first 
important collapse in February 
1893 of the Philadelphia & 
Reading Railroad. There was 
the Erie Railroad which failed 
July 25th and then in August it 
was the Northern Pacific 
Railway. This was railroad that 
was the focus of the Panic of 1873 and Jay Cooke. This railroad slipped into its 
second bankruptcy on October 20th, 1893. The Union Pacific Railroad went into 
receivership also in October 1893. The railroad failures reached $1.2 billion, which 
was truly a staggering amount back then. In 1893 alone, there were 23 railroad 
companies sold off at auction.  

Many companies went bankrupt at this time totaling over 15,000 with some 500 
banks also pushed into failure, mostly in the West. Unemployment was in the area 
of 17%-19% of the workforce. The huge spike in unemployment, combined with 
the loss of life savings kept in failed banks, meant that a once-secure middle-
class could not meet their mortgage obligations. Many walked away from 
recently built homes as a result sending real estate also into panic mode. This 
only sent more banks into closure. Banks use depositor’s money and make long-
term loans. Bank runs take place when banks run out of cash and then try to 
foreclose of assets against which they lent long-term. Those assets collapse in 
price since everyone is now in need of cash. Therefore, the value of cash rises 
and the value of tangible assets decline. 

The Panic of 1893 was a national economic crisis set off by the collapse of two 
of the country's largest employers, the Philadelphia & Reading Railroad and the 
National Cordage Company, but the latter was the biggest trading stock. Its 
failure with receivers being appointed the night of May 4th, 1893, set in motion 
the collapse on Mat 5th, 1893. The panic set in motion a cascade impact of 
failures especially among banks, railroads, and steel mills.  
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The Panic of 1893 saw the share market crash overall between April and May 
by about 10%. With the National Cordage Co. collapse being the most active 
trading share on the market, it fell 19 points on by May 4th. It fell, in total, from 
75 in February to 18 ¾ by May 4th. Banks called the loans to National Cordage, 
and the business went into receivership on May 4. Brokerage firms were forced 
to suspend operations. Solvency questions turned on rumor fueling the panic, 
and then the bank runs began. With some 500 bank failures, this represented 5% 
of all American banks. More than $1 billion worth of bonds were defaulted and 
companies were forced to lay off workers.  

Only after the Panic of 1893, President Grover Cleveland convinced Congress 
to repeal Sherman Silver Purchase Act. Today, we still have the Sherman Anti-
Trust Act, which has survived into present time and has been used against major 
firms including Microsoft.  

In 1890, the price of silver dipped to $1.16 per ounce from its historical high back 
in 1815 during the Napoleonic Wars. By the end of the year, it had fallen to $0.69. 
Banks then began to discourage the use of silver dollars. In fact, the years 1893-
1895 had the lowest productions of Morgan dollars for the entire series, creating 
several scarce and one rare coin by date. Since the actual metal content of 

silver per $1 was .77344 oz of pure silver, this 
meant that the silver dollar was really worth 
only 46 cents. You can easily see why silver 
poured into the country and was swapped for 
gold which was exported back to Europe. The 
bullion dealers could almost double their 
money. 

Unemployment soared and the gold reserves 
declined sharply. President Grover Cleveland 
called a special meeting of Congress in the 
midst of this financial panic. He moved 
Congress to repeal the Sherman Silver Act. He 
said: 
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“At times like the present, when the 
evils of unsound finance threaten us, 
the speculator may anticipate a 
harvest gathered from the misfortune 
of others, the capitalist may protect 
himself by hoarding or may even find 
profit in the fluctuations of values; but 
the wage earner – the first to be injured by a depreciated currency – is 
practically defenseless. He relies for work upon the ventures of confident and 
contented capital. This failing him, his condition is without alleviation, for he can 
neither prey on the misfortunes of others nor hoard his labour.”  

(A special session of Congress on August 8th, 1893) 

The repeal of the Sherman Silver Act passed the House on August 28th, 1893 by 
a wide margin. President Cleveland’s forceful leadership prompted the Senate 
to finally follow reluctantly in October 1893.  Even though the Sherman Silver Act 
was repealed in 1893, the exportation of gold continued. The financial crisis that 

began in 1893 festered. The Democrats viewed the 
collapse blaming gold – not their actions. By 
December 1894, the price of silver had continued to 
decline dropping to $0.60. Then on November 1, 1895, 
US mints halted production of silver coins, and the 
government closed the Carson City Mint.  

The bond markets and business suffered for people 
feared bonds could be repaid with depreciated silver 
coins rather than gold. That fed into the bond crisis as 
well. This cartoon shows government rescuing business 
drowning in silver. 

The issue of silver would remain a very passionate 
topic. The Free Silver movement was seen as the “populist” movement of the 
time just as socialism was with FDR in the Great Depression or the election of 
Trump in 2016. “Populist” simply means the popular uprising against the 
establishment. 
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A lawyer/politician William Hope Harvey (1851–1936), published a pamphlet he 
wrote in 1894 entitled Coin’s Financial School. The pamphlet advocated a return 
to 
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bimetallism, where the value of a monetary unit would be defined as a certain 
amount of two different kinds of metals, in particular gold and silver. This 
pamphlet became the bible of the Silver Democrats for it blamed the 
demonetization of silver by the Coinage Act of 1873 as the root cause of the 
Panic of 1893. Harvey argued that cutting the money supply of available 
redemption money in the economy in half cause the Panic. He argues that this 
lowered the prices of goods throughout the country and hurt farmer and small 
business owners. Harvey further argued that by returning silver to the same 
monetary status as gold, then and only then would the American economy 
benefit from stabilized prices created by with higher revenue, and ease of 
repayment of debts/loans.  

The pamphlet sold about 1 million copies, which was dramatic for those days. It 
became one of the most influential papers after the Common Sense of Thomas 
Paine attributed for helped popularized the American Revolution. Harvey helped 
the free silver movement bringing it to the public. Harvey assisted the Democratic 
Presidential candidate in the 1896 election, William Jennings Bryan. The issue of 
bimetallism remained controversial into the 
early days of the 20th century. 

It was Richard P Bland (1835–1899), a career 
politician, who served in Washington from 
1873 to 1899. Besides introducing Bland-
Allison Act back in 1878, he was such an 
advocate of silver that his nickname was 
“Silver Dick” on Capitol Hill. Bland introduced 
legislation that passed the House and 
Senate. The object of the Bland Act was 
clever. It was not authorizing silver coinage, 
but instead it was to withdraw Treasury notes 
backed by gold and to substitute a paper 
currency that would not be redeemable in 
gold but id a depreciated silver that would 
not be kept at a specific ratio to gold by law, 
but rather would float according to its "intrinsic value". They intent was to create 
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two 

types of money that would be unequal in 
value. The Silver Democrats were simply 
being bribed to inject silver in any way 
possible. 

Bland even threw his hat into the ring to be 
a Presidential candidate in 1896, seeking the Democratic presidential 
nomination but lost to William Jennings Bryan. 

The political issue for the Presidential election in 1896 could not have been more 
stark black and white. The Democrats simply insisted on silver as the monetary 
standard to help their contributors the miners as the Democrats defend 
Obamacare to support the insurance companies – among their biggest donors. 
History repeats because the passions of man never change. 

With Cleveland’s veto of the new Bland Act, it was clear that the silver issue 
would eventually die out. The Presidential Elections of 1896 were the final rally in 
the Silver Democrats and from this moment onward, they would gradually lose 
support. 

  

 International capital flows were providing the check and balance against 
domestic mismanagement and corruption of the Silver Democrats. While William 
Jennings Bryan (1860-1925) in his 1896 Presidential speech known as the Cross of 
Gold, realized that there was a risk of international capital flow disruption, 
nevertheless, he felt that if the US adopted whatever it desired, they could force 
other nations would follow the US example. That simply did not prove to be the 
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case. Overvaluing silver presented also the 
argument of making foreign labor more expensive. 

Consequently, as this trend of international capital 
outflows of gold from the USA was accelerated by 
the Sherman Silver Purchase Act of 1890, politicians 
remained willfully ignorant of the implications of 
setting the silver-gold ratio at 16:1 when Europe had 
abandoned an official bimetal standard and silver 
flooded the world economy. The Silver Democrats 
could not force upon the world a higher value for 

silver against the world free market prices, which continued to collapse with the 
rising supply. 

What emerged was another Panic of 1896 which was now precipitated by a 
drop in gold reserves to the point that the US government was virtually bankrupt. 
The Silver Democrats refused to acknowledge they were the cause. They were 
funding cheap labor to mine silver and swap it for gold in the USA at tremendous 
profits. They encouraged a greater supply of silver being mined overseas when 
it was artificially priced officially at double its international value in the United 
States.  

This remains a major lesson in tariffs and international protectionism. Politicians, 
including Trump, try to support higher wages domestically fighting against the 
global trend. It always boils down to Comparative Advantage articulated by 
David Ricardo (1772-1823). By making 
wages overpriced, they encourage more 
production overseas as took place with 
silver during the 19th century. The consumer 
is subsidizing higher wages reducing their 
disposable income compelling them to buy 
products that are overpriced to support 
local labor. Each country should turn those 
resources into something that they can sell 
and make a profit globally. Protectionism is 
Marxism attempt to maintain high labor costs rather than reeducate labor to be 
productive in an area that they can be competitive. 
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These simple-minded 
politicians had no clue how 
capital moves globally. The 
could not understand that 
taking 46 cents worth of 
silver and making it 
exchangeable with gold, 
virtually destroyed the 
nation. Instead of forcing 
the Europeans to adopt the US inflated silver value, the opposite unfolded where 
the USA attracted overvalued silver and the Europeans took the gold home. The 
European gold reserves began to expand sharply with the US gold reserves 
collapsing at an alarming speed.  

This major drain on the US gold reserves caused by the overvaluation of silver, 
led to the famous bailout of J.P. Morgan (1837-1913) to save the United States. 
President Grover Cleveland was a Democrat while J.P. Morgan was a 
Republican. Nevertheless, Morgan voted for Cleveland because he stood 
against the Silver Democrats and insisted upon sound money and the gold 
standard. Cleveland’s speech during the Panic of 1893 about its cause lying in 
unsound finance established the common-ground between the two men. 

Congress sat on its hands after the Panic of 1893 and just refused to give the 
authority to replenish the gold reserves only cascading the issue into another 
panic as the economy was steered it into serious 
straits. The first march upon Washington emerged 
at this time known as Coxley’s Army. This was a 
group of unemployed men who marched during 
the depression year of 1894. Jacob S. Coxley 
(1854-1951) was a businessman in Ohio whose 
idea was that government should provide 
employment through creating Public Works. His 
ideas were eventually incorporated in Franklin D. 
Roosevelt’s New Deal and became the WPA in 
1935. 
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Coxley set out for Washington on March 25th, 1894 carrying the American flag, 
with about 100 men and arrived there on May 1st with about 500 who had 
joined. Coxley’s First Amendment rights were of course violated for they arrested 
him for walking on the grass pretending it had 
nothing to do with his march. 

Nevertheless, it was this event that inspired 
the Wizard of Oz for Lyman Frank Baum (1856-
1919), the author, was impressed by this 
movement. Off to see the Wizard was 
Washington. The Tin Man was industry, the 
Scarecrow agriculture and the Cowardly Lion 
was William Jennings Bryan. The Yellow Brick 
Road was the gold standard. It was hoped to 
persuade Congress to authorize a vast 
program of public works, and restore the 

repealed Sherman Silver Purchase Act to 
increase the money supply. This 
movement was all about financing a 
substantial increase of the money in 
circulation, to provide jobs for the 
unemployed. It was the first march of this 

kind and thus inspired Baum to write the book, which with time people forgot 
the issues at hand and it became a children’s story by the time it was made into 
a movie in 1939. The color version was later made by Metro-Goldwyn-Mayer in 
1956. 

Of course, the conspiracy theories of the day 
made it impossible for Cleveland to even turn 
to J.P. Morgan being a Wall Street Tycoon 
leaving him politically paralyzed. Morgan had 
been one of the targets of the Sherman Anti-
Trust Act once it was passed. J.P. Morgan in 
1892 arranged for the merger of Edison 
General Electric and Thomson-Houston 
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Electric Company creating General Electric. Morgan’s assistance in creating big 
companies made his deeply hated by many.  

Nonetheless, by January 24th, 1895, the US gold reserves had fallen to just $68 
million. Gold coin was being hoarded by the citizens everywhere. Cleveland 
could not be seen to be turning to Wall Street for help, yet simultaneously, he 
had little choice. Cleveland turned to the Rothschilds in London to try to avoid 
Wall Street. The Rothschilds in London then turned to J. S. Morgan and Company 
located there in London, who then agreed to participate only if J.P. Morgan 
handled the American end. They could not deal at such levels without local 
support. 

The Rothschilds representative at that time in the USA 
was August Belmont, Sr. (1813–1890). Belmont and 
Morgan met at the US Treasury office in New York. 
While nothing was then settled, over $9 million in gold 
on ships headed to London was taken off and 
returned to the city vaults that night. The meeting also 
fueled the conspiracy theories of the Wall Street-
Washington league. 

Morgan’s correspondence at this time in his life 
revealed his contempt for European opinion, his 
distrust of politicians and Jewish banks and his disdain 

for unsound finance. In a matter of weeks, the flight 
of gold had in fact resumed and now default 
appeared to be absolutely certain by February 
1896. Europeans would not buy debt coming from 
America. The confidence in the United States 
vanished. 

The politicians clearly did not understand what 
they had done. The Silver Democrats were 
entrenched in their corruption. Agriculture 
accounted for 70% of the economy and the silver 
miners convinced the farmers that cheap money 
will enable them to pay off their past debts easier. 
Cleveland’s cabinet informed Morgan and 
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Belmont that they now rejected their proposal for a bond issue to raise gold. 
They were still refusing to acknowledge the dangerous economic position the 
Silver Democrats had created. 

Morgan and Belmont jumped on trains destined for Washington. They were met 
by Daniel Lamont (1851–1905), Secretary of 
War, who informed them that the President 
decided against a private syndicate and 
would not see them. JP then said in reply: “I 
have come down to see the president, and I 
am going to stay here until I see him.” (Allen, 
Great Pierpont Morgan, p90).  

The Marxism that dominated the atmosphere 
had so poisoned the well it was astonishing 
how it took the courage of JP Morgan to save 
the nation that day in the face of 
obstinate politicians. They just could not 
contemplate that the nation was about to be 
shunned as bankrupt unable to make any 
payments in gold on international settlements. 

Cleveland was holding out in hopes of making a “public bond” issue rather than 
a private one. As the politicians delayed, it took a clerk to inform the white House 
that all that now remained was $9 million left in gold coin in the government 
vaults.  JP Morgan told the politicians that he knew of a $10 million draft that 
would be presented and by 3 o’clock, the country would be completely 
bankrupt.  

Finally, Cleveland for the first time asked JP, “What suggestions have you 
to make, Mr. Morgan?” (Satterlee, J. Pierpont; Morgan, p289); (Chernow, The 
House of Morgan, p75). J.P. Morgan replied to Cleveland that the combination 
of Morgan and Rothschild firms in New York and London would now put together 
3.5 million ounces of gold with at least half coming from Europe in return for $65 
million worth of gold backed 30 year bonds. Yet the boldness of the proposal 
went even further. He guaranteed to rig the gold market so that at least 
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temporarily, no gold would leave the United States in the foreign exchange 
markets. 

The proposal was bold indeed. Nonetheless, Secretary of the Treasury John G. 
Carlisle (1834–1910) relied on the 1862 statute that had been enacted during 
the Civil War for Lincoln granting emergency powers to buy gold during the war. 
This law, he argued, gave the President such authority. 

Cleveland had no choice but to now see the light. He still sought to get Congress 
to enact a public bond offering to raise Gold, but the Silver Democrats he feared 
would not support the measure. Nevertheless, fearing any public bond to raise 
gold would fail for political reasons, he had no choice but to turn to JP Morgan.  

The Congress defeated the bill to allow the US Treasury to sell long-term bonds 
to the public clinging to their idea of forcing the world to comply with their wishes 
that were merely bribes from the miners. They were anti-gold and would not 
yield on this issue. 

Nevertheless, the Panic of 1896 proved one thing – the idea that government 
could alter the economic trend at will was fruitless and dangerous for capital 
can and will rush around the world. Cleveland put it best in his observation that 
the “speculator may anticipate a harvest gathered from the misfortune of others, 
the capitalist may protect himself by hoarding or may even find profit in the 
fluctuations of values…” 

You would think that politicians would actually learn from past mistakes – but NO 
WAY! As humans, if we do not learn from our mistakes you are an idiot. If you 
learn from your mistakes and advance, you are considered to be smart. A genius 
looks around and learns from their own as well as studies the mistakes of others. 

Because a Republic merely regurgitates pretend representatives who are too 
busy trying to maintain power, they fall into the class of an idiot. They never learn 
anything and then the next crew comes in and does not build upon the 
experiences of the past. Unfortunately, this is why it is so hard for society to ever 
escape the repetition of history because (1) the passions of man never change 
and (2) government is incapable of learning from any past mistake. 

Be it the silver miners who bribed the Democrats to buy their silver and coin it at 
twice the intrinsic value, the insurance companies that bribe them to create 
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Obamacare, universities to make sure the government provides loan to finance 
students, or the bankers who they bribe the politicians to exempt students from 
declaring bankruptcy. The issue changes over time, but the process of bribing 
remains the same. 



 

184 
 

Lessons Learned 
 

 

istorically, the battle-cry is buy gold when the first shot is fired these days. 
But is that really true? There is a lot more to this game than just war. When 
India cancelled its currency, gold in terms of black market soared in 

price in India and some people claimed it hit $3,000 an ounce implying the rest 
of the world would follow. Of course that was nonsense. Yet they suck in so many 
people and wipe them out every time undermining their future all to push what 
appears to be some sort of undying belief that only gold is money and somehow 
it alone will survive. This is much more complex than that. 

Gold responds entirely differently between civil and international wars and it 
depends if one is on a gold standard that attempts to fix the price of gold 
relative to commodities or simply in a relationship with silver. If you are the 
aggressor in conquest mode, gold is not the safe-haven certainly under a gold-
based monetary system. Inflation will unfold and that means the purchasing 
power of gold will decline on a gold standard. On any other standard, then gold 
would rise against the medium of exchange in due course of inflation. However, 
if you are the one being invaded, gold will often save the day for gold then 
becomes the same as in economic situations as the hedge against government. 

There is something much deeper behind all of these various combinations of 
gold, guns, and war. That is simply – CONFIDENCE! As long as you believe in your 

H 
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government, the gold will not move exponentially be it international war, as we 
saw with the USA in World War I and II when the victor is not in question. However, 
during a civil war when the victor is in question, then gold will rise and fall with 
the fortunes of war as the case during the American Civil War when there is at 
least an organized market. During the German hyperinflation and the 
Communist Revolution in 1918 in Germany, the lack of an organized market led 
people to hoard coins and rely upon the curries of neighbors. The focus of gold 
is always the hedge against government and this is the fact we must assess – 
not simply rush into gold blindly when the first shot is fired. 

We find the typical responses always unfold. “Everything is so high!” laments 
everybody who has anything to buy -”Everything is so high!” remarks, 
apologetically, everybody who has anything to sell, – “Nothing is high,” explains 
another theoretical financiers; “the trouble is that our Currency is low: with a gold 
dollar you can buy as much as you ever could.” 

The error of these theorists, insofar as they are not dishonest, lies in this fact that 
they look upon gold as the one non-movable thing at the center of the universe 
as a great fixed entity around which everything revolves. But gold is not non-
movable; it fluctuates continually. The value of gold, like that of everything else, 
rises and falls in accordance with the inexhaustible law of supply and demand. 

 

The argument that everything is high simply because the nation is at war is the 
typical response. War does send prices up and always have because war 
increases the demand for everything, while it diminishes the supply. War takes 
the farmer from his plow, and the price of wheat and vegetables rise. War takes 
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the shoemaker from his bench in the price of shoes goes up. War takes a portion 
of every class of work from their usual work, and the price of labor rises. Typically, 
on average about one third of the producers are directly or indirectly engaged 
in the war effort. Many are engaged in producing implements of war or military 
supplies including ships, guns, ammunition, clothing, equipment, and the like. All 
these workers have been withdrawn by the war from their allocations. The 
products of their former industry have been diminished, and so the price of these 
products has increased. 

War is wasteful since the expenditures do not 
enhance the economy long-term. We do not 
hear about the fraudulent waste, as was the 
case in the Iraq War and as soon as Halliburton 
was coming into focus, it resigned its American 
identity and moved to Dubai out of reach of 
Congress in March 2007. 

The amount of war expenditures are always 
wasted by fraud, and then add to this tragedy 
the fact that all the expenditures of war are a 
drain upon the national wealth and contribute 
to the demise of the nation. It was King Louis XIV 
(1643-1715) of France had left his nation deep 
in debt. On his deathbed, he lamented to his 

successor; "I loved war too much. Do not follow me in that or in overspending."  

War may have been the sport of kings in their exercise of power, but it always 
diminished the state’s economy. It always costs much more to sustain 1 million 
men in the field of battle than it did to sustain the same man at home. A bushel 
of wheat will feed no more men in Virginia than New York, but its worth when 
transported to the battle front is far greater than when it was harvested on the 
prairies. 

War is costly, and its cost must be paid by those who wage it despite the fact 
that their kings, ministers, or politicians declared war. The cost of war 
economically is of little difference from expending vast sums on a giant party. 
When morning comes, there is nothing to show for it but trash.  
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The worst impact of war is the debt it also leaves behind. Great Britain lost its 
empire after the First World War. The United States had been virtually bankrupt 
in 1896 when J.P. Morgan had to arrange a $100 million gold loan to bailout the 

nation.  Within just 18 years, 
the United States had 
surpassed Britain for it was 
the supplier of food and 
commodities during the 
War. By the end of the 
Second World War, the 
debt of Britain had 
exploded. The debt 
peaked in 1949 during the 
currency crisis when the 
Britain pound had to be 
devalued from $4.035 to 
$2.8019. 
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The popular excuse to accumulate debt is always the same: “Fortunately every 
dollar of debt as yet contracted is due to ourselves.” That is very nice but it 
ignores that the debt is purchased by individuals and not collectively, and it is 
always purchased internationally. That saying is totally false. In addition, since 
debt is never repaid, only regurgitated, it then burdens the next generation who 
neither voted for the debt, nor benefited from its issue. In truth, we are borrowing 
from our children’s future – never ourselves. 

 

In the case of Greece, the debt was incurred by its politicians without the 
knowledge of the people. Then to demand repayment, Germany oppressed the 
Greek people driving people into poverty pushing many to tears of hopelessness 
when they found their bank accounts frozen and others to suicide. Dimitris 
Christoulas, a Greek pensioner, 
committed suicide in Syntagma Square 
in the heart of Athens on April 4th, 2012 
with no hope for the future after 
Merkel’s hardline in demanding Greek 
debt be repaid. The idea that 
politicians are borrowing somehow for 
the benefit of the people never plays 
out in reality. 
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Therefore, debt is not neutral. It impacts lives and destroys empires, nations, and 
city states. As I have warned, all tangible assets rise when confidence in 
government collapses. That includes gold when one is not on a gold standard. 
Lincoln abandoned the Gold Standard and thus gold traded in New York relative 
to the greenbacks.  

The rise in all tangible assets was the normal outcome during the American Civil 
War as well. Speculation during the Civil War was not limited to gold on the New 
York exchange. The rally in tangible assets included the stocks which began to 
rally from the 1857 intraday low. Then in 1859, we find the lowest annual closing. 
However, from 1860 onward, the stock market began to rally. This was the 
breakout.  

Markets have always had a curious inherent ability to forecast the future even 
when people cannot comprehend their performance until after the fact. It was 
clearly an indication that war was coming when the U.S. share market made its 
lowest annual close in 1859 and then began to breakout to new highs in 1860. 
Smart money typically heads into tangible assets during periods where there is 
a question about government or even the banking system surviving. That rally 
did not end in 1864 as was the case with gold and the dollar, it consolidated 
and eventually rallied into 1874. 
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The U.S. government put price controls on commodities during the Second World 
War because during the First World War commodities made a major rally. The 
rally into 1919 was also part of the Red Scare as now 
people feared the populist movement of Communism. 
We can see that the price of Wheat made a record 
high in 1919 and the rally post-WWII did not exceed 
that major high. Obviously WWI and WWII differ 
because of government intervention. 

Jonathan Ogden Armour (1863-1927) became the 
richest man perhaps in the world even historically. 
During the commodity crash of 1919, he lost the 
modern-day equivalent of about $1 billion per day for 
130 days straight. He died penniless living on the charity 
of friends in London. 
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On June 28th, 1914, the Archduke Franz Ferdinand of Austria was assassinated. 
World War I began officially on the 28th of July 1914 and lasted until 11th of 
November 1918. 

Many people pay attention to the German Hyperinflation of the 1920′s, yet fail 
to understand that such an economic crisis followed the German Revolution of 
1918, which was a politically driven civil conflict in Germany at the end of the 

First World War. This civil uprising 
resulted in the replacement of 
Germany’s imperial government with a 
Weimar Republic and thus the 
overthrow of Wilhelm II (1859-1941). 
The revolutionary period lasted from 
November 9th, 1918 until the formal 
establishment of the Weimar Republic 
in August 1919. 
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The root of the German Hyperinflation was debt – not printing. Wilhelm II was so 
confident that he would win the war that his strategy was to fund the cost of 
war by borrowing. The government proceeded under the conquest model of 
war believing that a victory would enable it to pay off the debt with the spoils 
of war. Germany would then be able to annex resource-rich industrial territory in 
the west and east while imposing Draconian reparations on the defeated Allies 
as they ultimately did to Germany. Naturally Germany suspended the gold 
standard as every nation did when war erupts. The French Third Republic 
imposed its first income tax to pay for the war in contrast to the German strategy 
of funding the war entirely by borrowing. 

The Germany mark exchange rate against the U.S. dollar declined sharply from 
1914 with the most dramatic decline ending in 1918 with the Revolution. The 
extreme hyperinflation did not unfold because of the funding for war by creating 
debt. It was the Treaty of Versailles that further accelerated the decline in the 
value of the mark so 48:1 marks to the US dollar by late 1919. 
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The roots of the German Revolution of 1918 lie in the German Empire’s demise 
in the First World War. The Naval Command, which, in the face certain defeat, 
nevertheless insisted on engaging in a last battle with the British Royal Navy. The 
German sailors revolted for it made no sense to die. The Wilhelmshaven mutiny 
erupted and the spirit of rebellion spread across the country. This broke out with 
a proclamation of a new republic on November 9th, 1918 forcing Emperor 
Wilhelm II to abdicate. 

Nonetheless, keep in mind that the Russian Revolution was 1917. Consequently, 
the German revolutionaries were certainly inspired by the emerging communist 
ideas. Which had spread into Germany like a contagion. However, the German 
communists failed in their effort to hand power to soviets as the Bolsheviks had 
done in Russia.  

In Germany, it was the Social 
Democratic Party of Germany (SPD) 
leadership that refused to work with 
communists who supported the 
Bolsheviks. Moreover, the SPD feared 
that an all-out civil war would erupt in 
Germany between the communists 
and the German conservatives if they 
pushed too hard. Hence, the SPD 
struck a middle ground and did not 
plan to completely strip the old 
imperial elites of their power and 
assets as did the communists in Russia.  

Nevertheless, the SPD sought a 
compromise whereby the German 
communists were integrated into the new social democratic system. The left wing 
fell into political fragmentation that prevented Germany from turning communist 
at the time. The Weimar Constitution was adopted on August 11th, 1919 and the 
first issue of stamps were normal with the highest denomination being 4 marks. It 
was this government that moved into hyperinflation, not the old Imperial 
Government. 



 

194 
 

German currency was relatively stable at about 90 marks per dollar during the 
first half of 1921. The Western Front was mostly in France and Belgium. Therefore, 
Germany emerged from the war with 
the majority of its industrial infrastructure 
intact. This was the key to allowing 
Germany to rise quickly once again. 

The turning point came with the London 
Ultimatum in May 1921. This was the 
demand for war reparations to be paid 
in gold or foreign currency – not 
German marks. The demand was that 
Germany had to pay in annual 
installments of 2 billion gold marks, plus 
26% of the value of Germany's exports. 
Even John Maynard Keyes (1883-1946) 
warned that this was oppressive and 
would push Germany over the edge. 
Keynes wrote in his The Economic 
Consequences of the Peace, published in December 1919, that the stiff war 
reparations and other harsh terms imposed on Germany by the Treaty of 
Versailles would lead to the financial collapse of the country, which in turn would 
have serious economic and political repercussions on Europe and the world. 

The first reparation payment was due in June 1921, which the new government 
made. It marked the beginning of an increasingly rapid devaluation of the 
German mark, which fell in value to about 330 marks per dollar. The total 
reparations demanded were 132 billion gold marks, but Germany had to pay 
only 50 billion marks. 

Since reparations were required to be repaid in gold or hard currency, the 
Weimar Republic began to print mark bank notes to buy foreign currency, which 
was then used to pay reparations. Clever strategy, but with the declining 
economy, the mark began to rapidly depreciate. 

Consequently, this was a revolutionary government and the leftists had 
undermined the confidence in the government surviving. People who had 



 

195 
 

hidden their wealth during the war, certainly continued to hoard their money. As 
capital was hoarded, the velocity of hard money imploded. Germany had too 
much debt, was able to borrow more, reparation payments would not accept 
German marks and without a gold reserve, there were no lenders to the 
government. There were no effective bond markets for raising new capital. There 
was absolutely nothing. Nobody would dare lend anything for the fear was 
Germany would go the way of Russia. 

 

 

This is why I say the hyperinflation of Germany and Zimbabwe are just not even 
plausible today. Many have superficially just attributed hyperinflation to relentless 
printing without backing by gold.  The real root of hyperinflation is the collapse 
in public confidence in the government. Yet these events are touted and used 
as sales tools for gold and that is dangerous for when the fundamentals do not 
pan out, confusion and crisis follow. Feeding people half-true stories is highly 
dangerous for when reality emerges, they lose confidence rapidly. 
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Germany soon fell hopelessly behind in its reparations payments, and in 1923 
France and Belgium occupied the industrial Ruhr region as a means of forcing 
payment. In protest, workers and employers closed down the factories in the 
region. Catastrophic inflation ensued, and Germany’s fragile economy began 
quickly to collapse. By the time the crash came in November 1923, a lifetime of 
savings could not buy a loaf of bread. That month, the Nazi Party led by Adolf 
Hitler launched an abortive coup against Germany’s government. The Nazis 
were crushed and Hitler was imprisoned, but many resentful Germans 
sympathized with the Nazis and their hatred of the Treaty of Versailles. 

We can see that tangible assets survived even the German hyperinflation, which 
included real estate and the share 
market – not just foreign currencies 
and gold. When the hyperinflation 
notes collapsed, the tangible asset to 
emerge as backing for the new 
currency was real estate. This is what 
backed the Rentenmark in 1925. 

 

http://i2.wp.com/armstrongeconomics.com/wp-content/uploads/2013/01/german-1925-rentenmark.jpg
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A decade later, Hitler would exploit this continuing bitterness among Germans 
to seize control of the German state. In the 1930s, the Treaty of Versailles was 
significantly revised and altered in Germany’s favor, but this belated 
amendment could not stop the rise of German militarism and the subsequent 
outbreak of World War II. 

 

When Russia invaded Afghanistan, people proclaimed buy gold. Gold was 
already in a Phase Transition that was due to rising into its Benchmark Cycle 
during January 21st, 1980. Sure, when Russia invaded it was just another excuse 
to buy gold. If they had not invaded, gold would have still risen. In a bull market, 
even bad news is interpreted as not so bad and in a bear market bullish news is 
labelled “not good enough”. 

There is just a lot more to the rise and fall of tangible assets and gold in times of 
war. The entire critical issue centers upon the risk to the political state at hand 
and if we are talking about an international war or a civil revolution. 


