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DISCLAIMER 

The information contained in this report is NOT intended for speculation on any financial market referred to within this 
report. A.E. Global Solutions, Inc. makes no such warrantee regarding its opinions or forecasts in reference to the markets 
or economies discussed in this report. Anyone seeking consultation on economic future trends in a personal nature must 
do so under written contract. 

This is neither a solicitation nor an offer to Buy or Sell any cash or derivative (such as futures, options, swaps, etc.) financial 
instrument on any of the described underlying markets. No representation is being made that any financial result will or 
is likely to achieve profits or losses similar to those discussed. The past performance of any trading system or methodology 
discussed here is not necessarily indicative of future results. 

Futures, Options, and Currencies trading all have large potential rewards, but also large potential risk. You must be aware 
of the risks and be willing to accept them in order to invest in these complex markets. Don’t trade with money you can’t 
afford to lose and NEVER trade anything blindly. You must strive to understand the markets and to act upon your 
conviction when well researched.  

Indeed, events can materialize rapidly and thus past performance of any trading system or methodology is not 
necessarily indicative of future results particularly when you understand we are going through an economic evolution 
process and that includes the rise and fall of various governments globally on an economic basis. 

CFTC Rule 4.41 – Any simulated or hypothetical performance results have certain inherent limitations. While prices may 
appear within a given trading range, there is no guarantee that there will be enough liquidity (volume) to ensure that 
such trades could be actually executed. Hypothetical results thus can differ greatly from actual performance records, 
and do not represent actual trading since such trades have not actually been executed, these results may have under- 
or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity. Simulated or hypothetical 
trading programs in general are also subject to the fact that they are designed with the benefit of hindsight and back 
testing. Such representations in theory could be altered by Acts of God or Sovereign Debt Defaults. 

 It should not be assumed that the methods, techniques, or indicators presented in this publication will be profitable or 
that they will not result in losses since this cannot be a full representation of all considerations and the evolution of 
economic and market development. Past results of any individual or trading strategy published are not indicative of 
future returns since all things cannot be considered for discussion purposes. In addition, the indicators, strategies, columns, 
articles and discussions (collectively, the “Information”) are provided for informational and educational purposes only 
and should not be construed as investment advice or a solicitation for money to manage since money management is 
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. 

Copyright 2017 A.E. Global Solutions, Inc. and Martin A. Armstrong All Rights Reserved. Protected by copyright laws of 
the United States and international treaties. 

This report may NOT be forwarded to any other party and remains the exclusive property of A.E. Global Solutions, Inc. 
And Martin Armstrong is merely leased to the recipient for educational purposes. 
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Preface 

 

 

ne of the most confusing aspects concerning the precious metals has 
been the propaganda that they are money and the conclusion that 
somehow they are linked together, which means they must rise and fall 

in unison. There has never been a point in history since the first bimetallic 
monetary system was born in Lydia (modern Turkey) during the 6th century B.C. 
where there has ever been some fixed ratio between the two metals. 

Historically, the silver to gold ratio has been all over the place from 8:1 to 120:1. 
Much of this depends upon the discoveries at given points in time. There have 
been major gold discoveries that resulted in gold declining in value against silver. 
Then a major silver discovery comes, and suddenly gold rises in value and silver 
collapses. 

What we are going to look at is just how this ratio will help us determine the 
future direction of the precious metals in and of itself. Is it time for a true reversal 
in trend? Why has silver lagged behind gold on this immediate rally? Does this lag 
mean that the rally in gold is another fake-out? Or are we witnessing a rally in 
gold with silver losing ground once again historically? We obviously have some 
interesting digging to do on our own. 

O 
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The Silver/Gold Ratio 
 

 

he Silver/Gold Ratio has been highly volatile depending upon 
discoveries over time. Despite what the precious metal promoters claim, 
it has always been an epic battle between silver and gold. Yet, 

whenever a market is going to change trend on a long-term basis, the majority 
must be wrong in order to send a market careening in the opposite direction. 
We may believe that silver is cheap compared to gold, but is that really the 
case?  

While the precious metal promoters always sell silver, claiming it should be 16:1 
on the ratio to gold, the truth is that even the 16:1 ratio was merely the ratio 
established by the Silver Democrats during the 19th century in order to inject 
inflation and the protest against the gold standard. Silver had been demonetized 
in much of the West and there had been major silver discoveries in the USA. The 
miners merely bribed the Democrats to force the government to buy silver they 
could not sell elsewhere. 

T 
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Pictured here is the silver to gold ratio back to 1792 up to 2018. A close look 
reveals that there is obviously no standard relationship that can be supported 
by the historical price movement just since 1792. Nevertheless, the precious 
metal promoters always paint the picture that the two metals go hand-in-hand. 
Silver should be this 16:1 ratio created by the Silver Democrats who were taking 
bribes to craft that ratio. Moving into July 2019, the ratio hit 93.33 exceeding the 
2008 high and approaching the 1991 high of 102.07, which exceeded the 1940 
high going into World War II of 100.8 intraday but not on an annual closing basis. 
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There was actually a separate monetary system on the West Coast that 
emerged because of California's massive amount of gold. At first, private gold 
coins were issued with denominations of 25 and 50 cents and $1, reflecting just 
how common gold was on the West Coast. The California Gold Rush opened 
the region, and there was no real federal government presence at the time. 
Small payments were made in “pinches” of gold dust, which was obviously a 
very flawed monetary system to say the least. The Federal government was of 
little help, and it eventually mandated that 
the federal assay office be established in 
1851, but it could coin nothing smaller than 
a fifty dollar “ingot.” While this restriction 
was lifted the following year, the smallest 
denomination then being coined was the 
eagle, or ten-dollar piece. Hence, the demand for private issues to allow for a 
medium of exchange to emerge was necessary. 

There were $10 coins and other denominations issued by private refiners that 
began to emerge. This was indeed the Wild West so relatively little is known of 
their role in commerce. The $50 gold coins issued by the U.S. assayer under law 
octagonal. These $50 gold coins that circulated in California were the largest 
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denomination, whereas on the East Coast, the largest denomination was the $20 
gold liberty that began to be issued in 1849. The San Francisco branch of the 
United States Mint did not reach full production until 1856, which contributed 
greatly to this early period of private coinage filling the need for money to 
facilitate commerce.  

There are three general categories of California gold coins that are divided 
based on their assumed date of manufacture. The earliest pieces, known as 
Period One, are believed to have been struck 1850-57. These issues typically 
conform closely to the U.S. coinage in weight and value. The fractional 
denominations less than $1 appear to be confined to the early boom period. 
The coinage of Period Two typically bear dates from 1859 to 1882, yet these later 
issues are normally underweight and contain less than their stated face value in 
gold.  

As one would expect, eventually the United States Secret Service launched a 
crackdown on the manufacture and sale of fractional California gold coins, 
taking the position that these pieces violated the federal government’s exclusive 
right to coin money. They were not counterfeiting, but private money which 
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competed against official coins. Therefore, Period Three of the California gold 
coins are the most interesting since they were normally all backdated by their 
manufacturers in an effort to avoid prosecution. Only a small number of issues 
from Period Three were actually produced given the risk of prosecution. Period 
Three, nonetheless, lasted from 1883 until sometime early in the 20th century, 
when such items were rather common and of little interest.  

 

Over the centuries, silver had been overvalued and under-valued varying widely 
depending upon supply and demand. What set off the great epic battle 
between silver and gold was the silver miners' self-interest, who effectively bribed 
politicians to monetize silver at a value that was above world standards. The first 
major discovery of silver was the Comstock Lode in 1858, which began the large-
scale silver mining industry in the United States.  

The Comstock was the first important silver mining district and its discovery 
stimulated a great deal of prospecting for silver across the Great Basin area of 
the United States. This discovery then set off what began known as the Great 
Silver Rush which led to many other silver discoveries in Nevada, including El 
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Dorado Canyon (1861), Austin (1862), Eureka 
(1864), and Pioche (1869). The dynamics of 
the ratio where gold was declining relative 
to silver pre-1860 reversed as silver 
production began to rise sharply after 1860. 

Following the Civil War, Congress wanted to 
reestablish the bimetallic standard at pre-
war rates making a huge mistake, precisely 
as did Britain following World War I when 
they overvalued the pound pretending 
nothing had taken place economically. 
Politicians like to pretend that they have 
restored the economy back to normal 
following a war. That has never been the 
case throughout history. 
 
As we will explore, the ratio of silver to gold 
can be a very important indicator with 
regard to the overall tone of the precious 
metal market. It will assist in answering the question of whether we are facing a 
true change in trend, or a fake-out destine to trap people at the high once 
again. 
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Precious Metals & Civil War  
 

 
 

he market price of gold during the American Civil War has so often been 
misconstrued. The United States did not issue paper currency until 1861. 
This has led many to completely misunderstand the period with some 

people claiming gold was a steadfast constant value throughout the war simply 
because the government continued to strike gold coins. I have seen charts that 
reflect gold at some fixed value of $20.67 throughout the entire period, which is 
clearly erroneous since they failed to do the research. Others have cited that 
gold rallied to $200 in 1864, but again, they failed to comprehend that this was 
in terms of currency relative to gold which was not expressly backed by gold, 
but implied would be redeemable in gold on demand. The price of gold thus 
was quoted every day, but its value fluctuated with each battle fought 
depending upon who was the victor. 

T 
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Gold was trading on the New York Stock Exchange expressed in terms of 
Greenbacks. In 1861, the total mintage of $20 gold coins had been just over 3.7 
million. In 1862, the mintage declined to 946,306 $20 gold coins. By 1862, the 
mintage rose slightly to 1,109,360 which declined slightly to about 997,895. The 
annual production never 
exceeded 2 million $20 coins 
until 1873 when silver was 
demonetized. It was 1866 
when they added “IN GOD 
WE TRUST” motto to the 
coinage after winning the 
Civil War. 
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Since the United States began to issue paper currency in 1861 to fund the Civil 
War, the currency was not officially backed by gold. There were demand notes 
which became known as Greenbacks which traded on the New York Stock 
Exchange, and interest baring notes which were in reality bearer bonds that 
circulated. They bore the interest value of the note as it circulated. The demand 
notes lacked an interest table and thus were 
commonly referred to as a “greenback” since the 
only thing on the reverse side of the note was green 
ink. 

In July 1861, Congress authorized $50,000,000 in 
Demand Notes which paid no interest, but could 
be redeemed for specie "on demand." They were 
not legal tender (before March 1862), but like 
Treasury Notes could be used to pay customs 
duties. Initially they were trading at a discount 
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relative to gold, but being fully redeemable in gold 
they would trade up to par. However, in December 
1861, the government had to suspend redemption 
and this prompted Greenbacks to be traded on the 
New York Stock Exchange with the assumption that 
they would be redeemable after the war in gold. 
They would rise and fall based upon the news of 
each battle. 

The inability of the Union government to redeem 
these notes for gold "on demand" had created a 
bit of a panic in early 1862. Some banks had 
pledged to make a $150 million loan to the government by February 4, 1862. In 
support of the government, the banks continued to accept Greenbacks for 
eventual use towards fulfilling this obligation. This acceptance of Greenbacks by 
the banks supported the value of the notes during January 1862. It was following 
February 4 when Secretary of the Treasury Salmon P. Chase (1808–1873; Sec. 
Treas. 1861-1864) authorized Greenbacks (Demand Notes) to be accepted for 
short term deposits paying 5% interest. This made the Greenbacks as good as 

interest bearing deposits, but 
the credit was the ultimate 
victory of the Union). 

The New York banks in turn 
made the Treasury certificates 
of such deposits their clearing 
standard. The Greenbacks 
became the unit of account 
for dollar denominated 
obligations in place of gold. 

Coins would commonly trade at a premium to paper money which would 
fluctuate generally between 1 to 2% premium over paper and at times as much 
as a 5% premium. As coins were hoarded, private companies began to encase 
postage stamps to be used for small change. 
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The pressure upon Congress continued to build with respect to the currency. 
Chase’s maneuver to accept Greenbacks for deposits paying 5% helped during 
the early stages to provide some support for the value of the currency. However, 
Congress was considering declaring the notes legal tender – thus obligating all 
parties to accept them as payment-in-full for contracted debt. Thus, private 
persons would be by law compelled to accept them in payment for all 
obligations. 
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While this debate over the legal tender status of the Greenbacks was on-going, 
the cash requirements of the government to fund the war effort continued. The 
Act of February 12, 1862, authorized an additional $10,000,000 in Greenbacks to 
be issued. This act brought the final possible face value of Greenbacks that 
could be issued to a sum of $60,000,000 and by April 1862, the full $60,000,000 
had been issued. 

Finally, the debated over the legal tender obligation to compel the people to 
accept the currency for all debts public and private led to the decision to issue 
a new series of currency. Congress decided to authorize $150,000,000 of Legal 
Tender Notes, also known as United States Notes, with the act of February 25, 
1862. This new was in part intended to replace the existing Demand Notes 
(Greenbacks) which had been redeemed. Thus, Congress made this the First 
Legal Tender Act whereby they granted legal tender status to these new notes 
but made an exception with respect to paying duties on imports and interest on 
U.S. debt which had to be in coin.  

 

Thereby the First Legal Tender Act government promised to continue paying the 
interest on its war debt in coin, and it would accept only coin or Greenbacks 
(Demand Notes) in payment of customs duties. The design of the notes differed 
only materially from the Greenbacks on the obverse with respect to the 
appearance of the red U.S. Treasury seal and the removal of the words "on 
demand" from the promise to pay. The reverse design was more distinguished. 
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Congress merely created confusion in the economy over the status of the 
Demand Notes (Greenbacks) v the Legal Tender Notes which necessitated yet 
another act to clarify the situation. The Act of March 17, 1862, finally clarified 
that the Greenbacks were to enjoy legal tender status as well which sort of 
begged the question why did they issue a separate currency in the first place.  

The Greenbacks (Demand Notes) were therefore equivalent to Legal Tender 
Notes of 1862, yet they were also clearly superior since only the Greenbacks 
could be used to pay duties on imports. This was a major source of revenue to 
the Union government to fund the war which the Legal Tender Notes were not 
accepted for such duties. This led to even more confusion where the Treasury 
announced that it reserved the right to redeem future 5% short term deposits of 
Greenbacks (Demand Notes) with the new Legal Tender Notes as the 
Greenbacks were now trading at a premium to the Legal Tender notes. The 
Greenbacks went to a premium and they too began to be hoarded as was the 
case with coinage. 

As the Greenbacks were now being hoarded, the Legal Tender Notes became 
the new unit of account for 
prices in dollars. In May, the war 
began to turn against the Union 
and hopes for a quick end to 
hostilities were abandoned. As 
the year progressed the price 
of gold rose as the hoarding of 
commodities became 
widespread. Now not only were 
the silver coins being hoarded, 
even copper coins 
disappeared from circulation.  

Virtually all coins vanished from 
circulation, not just the gold 
coins. This led to stores using 
private tokens being struck to 
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facilitate commerce and people were using postage stamps as small change. 
This led to the government issuing what was known as Postage Currency, which 
they issued between August 21, 1862 and May 29, 1863. 

 

Fractional Currency Counterfeit Detector 
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The severe shortage of coins led to the general issue of Fractional Currency 
between August 21, 1862 which continued until the last issue of February 15, 
1876. Three cents, five cents, ten cents, twenty-five cents, and fifty cents notes 
were all issued.  

Because of the unique state that the Greenbacks could be used to pay customs 
duties rather than gold, by mid May 1862 the Demand Notes were being quoted 
at a premium for sale to importers who used them in place of gold to pay 
customs duties. This loophole which gave Greenbacks a premium to Legal 
Tender Notes became a political issue in 1862 as Congress realized what was 
taking place in the speculative markets.  

The speculators were smart exploiting every little distinction. In June 1862, 
Treasury Secretary Chase was criticized for selling $2.25 million worth of 7.3% 
interest bearing Treasury Notes for Greenbacks (Demand Notes) at a 3% premium 
to par. The Speculators immediately were reselling them for a 6% premium in 
Legal Tender Notes. Treasury Secretary Chase was seeking to retire the 
Greenbacks (Demand Notes), in reality, the market had confirmed that the Legal 
Tender Notes had depreciated compared to the Greenbacks (Demand Notes). 
By mid-summer 1862, gold was now trading at a 15% premium to Legal Tender 
Notes while Greenbacks (Demand Notes) were available for an 8% premium to 
gold all because they were acceptable for payment of taxes on imports. 

The Greenbacks were being exhausted by importers using them in place of gold 
for customs duties. By June 30, 1863, the supply of 
Greenbacks had shrunk to just $3,300,000 outstanding 
compared to almost $400,000,000 of Legal Tender 
Notes. This reflected a redemption rate of about 95%. 
The outstanding notes available for collectors today 
is reflected by $58,985 still remained on the books of 
the Treasury. 

The financial crisis which was emerging as 
speculation exploited the inconsistencies in the 
creation of money by Congress, led to the National 
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Currency Act of 1863. The National Bank Act of 
1863 was designed to create a national 
banking system, float federal war loans, and 
establish a national currency. In order to bring 
financial stability to the nation and fund the 
war effort, the National Bank Act of 1863 was 
introduced in the Senate in January 1863. 
Republican congressman from Pennsylvania 
Thaddeus Stevens (1792–1868) who was 
Chairman of the House as Ways and Means 
committee in the House. There were both 
Democrats and Republicans alike who were 
concerned that a national banking system 
would make the federal government too 
strong.  

Stevens was opposed the act for he disliked any notion of a central bank and 
thus argued against the Act seeking to defeat Treasury Secretary Salmon Chase. 
Chase gathered support in the Senate from Senator John Sherman (1823–1900) 
of Ohio of later Sherman Silver Act and the Sherman Anti-Trust Act. Therefore, it 
was Chase and Sherman who pushed the Act through Congress. The bill was 
approved in the Senate by a close vote of 23 to 21, and the House passed the 
legislation in February 1863.  

In truth, the National Bank Act of 1863 was the U.S. government’s first step into 
reestablishing a banking presence since the charter of the Second Bank of the 
United States expired in 1836 was destroyed by Andrew Jackson’s (1767-1845) 
Bank War. Rather than establish a new central bank, the law created a new 
banking system based on two innovations of creating a general incorporation 
or charter and bond security. This time it was to be regulated by a new Treasury 
bureau, the Office of the Comptroller of the Currency (OCC).  

General incorporation laws allowed those who wanted to charter a business and 
who met certain legal requirements to do so with minimal effort or expense 
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making the regulation straightforward. The decisions for approval became 
administrative rather than political grants to the highest bidder. The requirement 
was that there were to be five or more incorporators and directors and at least 
$50,000 for a small community with 6,000 residents or less, with $200,000 if it was 
to be located in a community with more than 50,000 residents. In between, 
required $100,000 in equity capital. Half of the capital had to be paid in before 
operations could lawfully begin business.  

 

The carrot for the government, as there must be, the bond security laws 
mandated that a bank that issued bank notes which required backing them by 
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depositing federal bonds with their government regulator for liquidation and 
payment to noteholders should the bank fail. The National Bank Act of 1863 kept 
noteholders safe, and simultaneously increased demand for federal government 
war bonds. These national banks were required to maintain deposits with the U.S. 
Treasurer at least one third of their capital in the form of government bonds. It 
also required further deposits if a bank’s note issue exceeded 90% of the lesser 
of the market value, or par value, of the deposited bonds.  

National banks that were organized under the act were required to purchase 
government bonds as a condition of start-up. As soon as those bonds were 
deposited with the federal government, the bank could issue its own notes up 
to 90% of the market value of the bonds on deposit. 

The National Bank Act of 1863 certainly improved the banking system in the 
United States. However, because it did not outlaw state banks, it did not solve 
the nation's financial problems. There were about 1500 state banks which had 
converted to national banks with additional legislation that was amended in 
June 1864. Other state banks were driven out of business or ceased to issue notes 
after the 1865 when Congress raised the tax on their notes from 2% to 10% and 
then finally to 20%. The National Bank Act of 1863 did not prohibit state banking.  

Some state banks simply stopped issuing their own currency and therefore they 
managed to escape the tax. Thus, National Bank Act of 1863 the failed to 
compel state banks to convert to national banks or shut down. Consequently, 
the United States ended up with a dual banking system 
inhabited by both federal and state banks because 
they sought to use the tax tool rather than outlaw state 
banks altogether. 

Overall, the legislation created $300 million in national 
currency in the form of notes issued by the national 
banks. However, the system failed to consider that there 
would be no profitable banking operations in rural areas especially the further 
you moved westward. This left the national money supply in a very questionable 
position. Ironically, this disparity between the East and West would dominate 



Precious Metals & Civil War 

20 
 

American politics in the years after the Civil War particularly with the rise of the 
Silver Democrats.  

 Consequently, the nation's banking system remained in this unequal position 
lacking a central bank until the Panic of 1907 exposes the disparity in the capital 
flows internally within the United States that resulted in creating the Federal 
Reserve in 1913. The Office of the Comptroller of the Currency (OCC) remains an 
independent bureau within the United States Department of the Treasury that 
regulates and supervise all national banks and thrift institutions and the federally 
licensed branches and agencies of foreign banks in the United States to this day. 

 

Interest Bearing Notes continued to be issued and are the rarest of all issues since 
obviously people tended to redeem them. There were three types of American 
currency which bore interest, the Compound Interest Treasury Notes, the 
Refunding Certificates and these Interest-Bearing Notes. In reality, these were 
bearer bonds which circulated as currency. Congress authorized three separate 
issues of these notes, the One Year, Two Year and Three-Year notes which 
indicate the length of time for which the interest was computed.  

The One-Year Notes bore interest at 5% for one year. They were issued under the 
Act of Congress of March 3, 1863, and the interest was payable to bearer at the 
end of the year upon presentation of the notes for redemption. The Congress 
did authorize seven denominations from $10 to $5,000 Dollars.  
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The Two-Year Notes bore interest at 5% for two years. They were also issued under 
the Act of Congress of March 3, 1863 but in only four denominations from $50 to 
$1,000 Dollars. Likewise, the interest was payable at the end of two years.  

There were three known separate issues of the Three-Year Notes. All of these 
bore interest at 7.3% for a period of three years. The three Acts of Congress which 
authorized these issues are of July 17, 1861, June 30, 1864 and March 3, 1865. 
This interest of 7.3% is the highest ever paid by the Government on its notes. The 
Three-Year Notes were issued in five denominations from $50 to $5,000 Dollars. 
The interest earned on these notes per day is actually stated on the notes. The 
$50 Dollar note has the clause “Interest one cent per day,” the $100 Dollar note, 
“Two cents per day” etc. All Three-Year Notes were made payable to order, and 
there is a line on the obverse for a name rather than a bearer. There was another 
line on the reverse for the endorsement of the payee.  

 

These notes are also distinguished by a feature unique in United States paper 
money. When first issued to the public, all Three-Year Notes had five coupons 
attached, each coupon bearing the interest for a six-month period. At the end 
of a six-month period, one coupon could be detached and the interest on it 
collected. In this instance, the notes were truly circulating bonds. Obviously, there 
should have been six coupons instead of five. The last interest payment was 
made by redeeming the note itself. This accounts for the extreme rarity of these 
notes since people redeemed them. Surviving specimens are most likely from 
people who had died in the interim. 
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The Daily Milwaukee News reported Gold 
exceeded $200 on October 11, 1864. The 
price of gold rallied in terms of 
Greenbacks reaching a high of $200 
during October 1864. On October 5, 1864, 
at the Battle of Allatoona, 1/3 of Union 
troops were killed repulsing the 
Confederates. This helped to push gold to 
its peak as it would rise and fall with each 
battle report. Nevertheless, this did not 
reflect the value of gold in other 
currencies. Indeed, the U.S. dollar had 
collapsed on world foreign exchange markets so this price was in terms of 
Greenbacks. 
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Indeed, the U.S. dollar dropped to its lowest value on 
the world foreign exchange markets. The British pound 
reach its all-time high against the U.S. dollar at this point 
in history reaching $9.97.  

There was certainly also civil unrest brewing. There was 
the Charleston riot which occurred on March 28, 1864, 
in Charleston, Illinois, after Union soldiers and local 
Republicans clashed with local insurgents known as 
Copperheads. The Copperheads were a political 
affiliation opposed to President Lincoln, the draft, and 
abolition of slavery. They favored an armistice to end 
the Civil War because they opposed the war itself. 
Nevertheless, by the time the riot had subsided, nine 
were dead and twelve had been wounded. The Union 
soldiers made Judge Charles H. Constable swear 
allegiance to the federal government after he decided 
to allow four Union deserters to go free in Marshall, 
Illinois.  

The atmosphere was becoming tense and the 
speculation in gold was heating up. In March 1864, a 
Gold Bill was passed authorizing the Secretary of the 
Treasury to sell any excess gold in hopes to prevent its 
continued rally. Secretary Chase allowed importers to 
deposit Greenbacks and to buy gold coin to make 
payments of the customs duties in hopes of reducing 
the decline in the currency. The effort failed. On 
January 2, 1864, the U.S. currency was trading at 65 
cents on the dollar to gold. By the end of March, it had 
fallen to 60 cents and by the end of April, it dropped 
further to 55 cents. 

By mid-April, Secretary Chase sought to intervene into 
the gold market selling $11 million worth of gold hoping 
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to force the price lower. The impact was minimal and the currency continued 
to decline after the people witnessed the failed intervention. 

As May 1864 began, currency was trading at 56 cents relative to gold. Then on 
May 18, 1864, there was a Civil War Gold Hoax contrived by two journalists to 
exploit the financial situation during the American Civil War and the collapse in 
confidence in the government. Two New York City newspapers, the New York 
World and the New York Journal of Commerce, published a story that President 
Abraham Lincoln had issued a proclamation institution a conscription of 400,000 
more men into the Union army. The news was taken that the Union was losing 
the war. The stock market crashed by 10% and gold began to rise considerably 
as the dollar fell now to 52 cents.  

General George McClellan (1826-1885) 
became suspicious of the fact that the 
proclamation had been published in just two 
newspapers and he was unaware of such 
an order. McClellan, who would run against 
Lincoln for President in 1864, went to the 
offices of the Journal to determine the 
source. Editors of the paper showed them an 
Associated Press dispatch they had 
received early in the morning. When the 
Associated Press was contacted, they 
disavowed ever issuing the dispatch. The 
State Department in Washington, D.C. sent a 
telegram to verify that the proclamation was "an absolute forgery".  

An investigation was launched and the dispatches had been delivered by a 
young courier just after the night editors had gone home. Everything was timed 
so that the night foreman was put in the position to make the call to include the 
news in morning newspaper. Night foremen did try to confirm the story and when 
they found out that not every paper had received the message, he decided to 
delay its inclusion. The night foremen at the World and Journal of Commerce 
had included the story.  
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President Lincoln ordered that the two 
newspapers should be closed down and 
had their editors arrested for suspicion of 
complicity. Soldiers seized the two offices 
and, for some reason, the office of the 
Independent Telegraph Line. Lincoln 
eventually had the editors released.  

The investigation eventually uncovered 
the culprits after finding the messengers 
who delivered the dispatches. On May 21, 
1864, Francis Mallison (1832–1877), a 
reporter for the Brooklyn Eagle, was 
arrested and he informed on his city editor 
Joseph Howard, Jr. (1833-1908), for less 

time in prison and he too was also arrested. Howard came quietly and 
confessed. 

Howard bought gold on margin on May 17, and started the ruse because he 
knew that any news with respect to the war would cause a rise in the price of 
gold. Howard had forged the two A.P. dispatches, and sent them to various city 
newspapers in an appropriate time. The next day, during the market rally, he 
had sold his investment and made a significant profit. He spent three months in 
prison. 

Lincoln was obsessed with the speculation in gold. He took the position that 
people were making profits over the deaths of soldiers. In June 1864, Lincoln 
pushed to attack the speculators. On June 17, he outlawed speculation in gold. 
This combined with calling in 500,000 more troops undermined the confidence 
in his administration and many believed the Union was losing the war. Within a 
matter of hours, Lincoln set off a Gold Panic. Gold rose in price dramatically. By 
July 2, 1864, he was forced to repeal the restriction. 
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On June 19, 1864, the New York Herald reported that the lack of “confidence in 
the government could not be more clearly and plainly illustrated “as the effort 
to raise money fell short and the dollar kept declining on world foreign exchange 
markets. 

Ironically, perhaps President Lincoln was so furious with the Gold Hoax because 
he assumed there was a leak of information from his administration. Just two 
days after having to repeal his vain attempt to outlaw gold trading, President 
Lincoln had to issue a call to draft for 500,000 more soldiers fulfilling the very Gold 
Hoax propaganda. The value of the dollar collapsed from 52 cents to now 40 
cents by the end of June 1864. 

Indeed, Congress approved on July 4, 1864, an Act entitled, "An Act further to 
regulate and provide for the enrolling and calling out the National forces, and 
for other purposes." The Act gave the authority to President Lincoln, at his 
discretion, to summon any number of men as volunteers, for the respective terms 
of one, two and three years for military service.  

There was a major crisis now in 
the confidence of the Lincoln 
Administration. His failed 
attempts to intervene in the 
markets only confirmed the 
worst fears that the government 
was incapable of managing 
the financial markets. Worse still, 
the calling up of 500,000 more 
men created the impression 
that the Union was losing the 
war. By the end of July, the gold 
value of the dollar fell to 38.76 
cents. 

The high in gold or low in the 
dollar finally arrived on August 6, 
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1864, when the gold value of the dollar fell to 38.20. By the end of August, the 
dollar rallied back 42.73 and by the end of September 1864, the dollar rallied 
further reaching 52.36. The rallied peaked out on October 6, 1864, reaching 52.92 
before falling back to retest support as the November 1864 presidential election 
came into focus. 

It was the presidential election which left the 
markets unsettled. The market declined for 
about 31 days, dropping back to 38.46 on 
November 9, 1864, following the election on 
November 8, 1864, where Abraham Lincoln was 
re-elected to his second term as the American 
president. The dollar eventually rallied 
marginally closing 1864 at 44.59. It would finally 
reach 77.82 by May 11, 1865. 

General McClellan became the candidate for 
president nominated by the Democratic Party. 
McClellan lost the trust of Lincoln and was 
removed from command after failing to decisively pursue Lee's Army following 
the Union victory at the Battle of Antietam. McClellan never again received 
another field command. This no doubt set McClellan to challenge Lincoln in 
1864. In the end, McClellan repudiated his party's platform, which promised an 
end to the war and negotiations with the southern Confederacy. He was clearly 
running as a grudge match for president. 
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The Panic of 1869 

  

 have told the story before how it was the Panic of 1869 which captivated 
my curiosity and propelled me into the field of analysis to try to understand 
what made the world tick. My father was going to take the family to Europe 

for the summer, I believe, in 1964. I wanted to earn some money for myself and 
got a job in a coin/bullion store. Yes, you could buy gold before 1975 in coin 
form. There were countries who produced 
restrikes to sell gold. Hungary issued coins in 1908 
and Mexico kept the date 1947 on 50 pesos. 
Gold coins were legal for “collectors” as long as 
they were dated 1947 or earlier. This was my 

I 
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introduction to world economics and foreign exchange through money. 

Getting that job in a bullion store introduced me to a whole new aspect of 
knowledge they never taught in school. It became my apprenticeship for I 
began to see markets from a global perspective and observed how markets 
moved with the daily fluctuations.  

Silver was rising in price and President Kenney signed in 1963 the Executive Order 
11110 on June 4, 1963, to remove silver from the coins starting in 1965 before he 
was assassinated. Just about every country soon followed by 1965-1966. Then 
two years later is when Bretton Woods began to crack 
in 1968 devolving into a two-tier market with gold 
trading in the private sector on the London exchange 
and the official fixed rate of gold among sovereign 
nations. Gold traded freely in London. However, from a 
pure bullion perspective, Americans could not buy or sell 
gold bullion until 1975. 

Going to Europe, we traveled the entire summer driving from Sweden down to 
Naples to visit Pompeii in Italy. I became the navigator, but it also was a quick 
introduction to foreign exchange as we passed through each country and had 
to exchange money at each border. I had a few 1964 Kennedy half-dollars. 
Whenever I would pull one out, whatever the bill was, they just wanted that coin 

instead. I was taught my early lessons about 
arbitrage. I remember telling my father we 
should have come to Europe with a bag of 
them and we would have paid for everything. 

Every door we open in life leads to another. We 
learn in life only from our mistakes. They at least 
force us to pay attention. Had I not taken a job 
in that coin/bullion store where I bought my first 
Roman coin for $10, I would not be here today 
writing this report. We are the sum of our 
experiences. In history class, the high school 

https://d33wjekvz3zs1a.cloudfront.net/wp-content/uploads/2018/06/1964-Kennedy-R.jpg
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professor brought in an old film, The Toast of New York. It was a film about the 
Panic of 1869 and the attempt of Jim Fisk to corner the gold market. In one 
scene, Fisk is at the ticker-tape, and he then turns to his girlfriend and quotes 
gold at $162. 

Given the fact that I had been working in a bullion store, I knew that gold was 
$35 an ounce. Suddenly, I was confronted with an anomaly. I was taught that 
everything was linear. So how was it possible that gold could be $162 in 1869 
and $35 in the 1960s? 

 

At first, I assumed it was just a movie. But it bothered me. There was a QUESTION 
in the back of my mind that could not be answered. I went to the library and 
looked up the price of gold in the microfilm copies of The New York Times. There 
it was, the quote, $162 on September 25, 1869. It was real. It profoundly shook 

my belief system to the very foundation. This meant that 
what I was being taught was just not right. Something was 
seriously out of whack. 

Countless questions were running around my mind like a 
pack of wild animals chasing a rabbit. I began to ask 
questions in economics class. The answer was even more 
disturbing, for I was being taught the world was linear. Oh 
yes, there was an acknowledgment that a business cycle 
existed. But under Keynesian economics, government 

https://d33wjekvz3zs1a.cloudfront.net/wp-content/uploads/2018/06/1869-Sept-25-NYT-Front-Page.jpg
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could smooth the cycle to eliminate the business cycle completely. I was told it 
was foolish to think the business cycle could be forecast. The government was 
smoothing it out to create full employment 100% of the time. 

Gould’s gold ploy faced one very significant hurdle: President Ulysses S. Grant. 
Since the beginning of Grant’s tenure as chief executive, the U.S. Treasury had 
continued a policy of using its massive gold reserves to buy back Greenbacks 
from the public. This meant that the government effectively set the value of gold: 
when it sold off its gold reserves, the price went down; when it didn’t, the price 
went up. If a speculator like Gould tried to corner the market, Grant could simply 
order the Treasury to sell off huge amounts of gold and drive the price through 
the floor. For his gold scheme to work, Gould needed President Grant to keep a 
tight grip on his purse strings. 

The period of 1864-1869 is an interesting one to say the least. The confidence in 
government was at an all-time low in 1864, especially after President Lincoln’s 
war on speculators. Lincoln tried to outlaw gold trading in June 1864 and then 
had to repeal it a few weeks later when gold soared past $200 in Greenbacks 
on the New York Stock Exchange. 
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The infamous “Black Friday” was a term first 
coined to describe September 24, 1869. This 
was a day of financial panic of major 
proportions that were so serious that the 
government called out the militia to suppress 
the mob, which had stormed the banks. They 
had deposited gold coins and were 
demanding to withdraw gold. The banks 
refused, and they began dragging the 
bankers out and hanging them for all to see. 

In an effort to corner the gold market, 
speculators, including Jay Gould (1836-1892) 
and James Fisk (1835-1872), sought the 
support of federal officials of the Grant 

Administration in order to push the price 
of gold up before the U.S. government 
returned to the gold standard after the 
Civil War. The scheme intended to force 
the government to accept whatever free 
market price gold would reach on the 
open market as traded on the New York 
Stock Exchange at the time. The “gold 
ring,” as it came to be known, planned to 
corner the market by forcing the price of 
gold higher, and in the end, their 
intended exit strategy would be the 
government itself. 

The gold ring’s leader was Jay Gould. From the humble beginnings of a country-
store clerk, Gould rose to control half of the railroad mileage in the Southwest, 
New York City’s elevated lines, and the Western Union Telegraph Co. Aided by 
James Fisk. He defeated Cornelius Vanderbilt (1794–1877) for control of the Erie 
Railroad. However, this visible episode led to a huge public protest over Gould’s 
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stock manipulations and resulted in his expulsion in 1872. Gould then bought in 
the Union Pacific and other Western roads, and by keen business practices, 
gained control over four rail lines that eventually made up the Gould system. 

On September 20, 1869, Fisk and Gould began purchasing gold in New York City 
very aggressively. Their actions in the gold ring were vividly described in the 
following account from the New York Times: 

 

“Extraordinary Fluctuations in Gold” 

“The excitement in Wall Street yesterday was even greater than on the previous day 
when the “street” was suddenly startled by the rapid descent in the price of Central 
Railroad stock, and the equally rapid advance in the quotations of gold. The violent 
movements of Wednesday, however, has prepared operators for a “heated term” 
yesterday, and early in the morning – at least two hours before the opening of the Gold 
Room and the Stock Boards – brokers and their customers began to make their 
appearance around the central points of attraction, and the adjacent streets and 
purlieus. By 9 o’clock the belligerent parties in the gold speculation had begun to take 
shots at each other, and it appeared from the outset that the bull side had an advantage 
which they were likely to hold during the day. Transactions were at once made at $142.50 
or more than one point above the highest figures of the day before; and though at the 
regular opening of business, the quotation was one per cent below what had been 



The Panic of 1869 

34 
 

previously touched, yet the bull party soon showed that they had not exhausted their 
strength in this struggle on the previous day. In a short time, amid intense excitement, the 
price began to rise, and it sold rapidly up to 144 and 144.25.” 

By September 24, Fisk and Gould controlled enough of the available supply of 
gold in the city to bid up the price to $162 in terms of U.S. paper Greenbacks. 
This rapid increase in the price of gold sent the stock exchange into confusion, 
and the prices of commodities fluctuated wildly. A panic ensued as people tried 
to withdraw gold from their banks and were turned away. This led to the riots as 
the mob hung the bankers from whatever pole they could find. It was the open 
murder of the bankers on Wall Street that day that prompted the government 
to send in the militia to suppress the riot that gave rise to the first coining of the 
term “Black Friday.” 

The run on gold was halted toward the close of 
the business day only when U.S. Secretary of the 
Treasury George Sewall Boutwell (1818-1905) 
announced that the federal government had 
made $4 million of its gold reserves available for 
trading. This was an excessive amount, which 
they did not actually have at the time. 
Nevertheless, the announcement broke the 
back of the gold ring and prices collapsed.  

Only later, when the market crashed, did the 
Treasury admit that they had made a “mistake” 
in the amount of gold that would be released 
in their press statement. Instead of $4 million, the amount was actually only 
$400,000. Real or not, the statement by the U.S. Treasury caused gold to collapse 
abruptly, bringing the price from $162 to $133 within 15 minutes. 

Jim Fisk and Jay Gould probably made a profit of about $11 million by their 
manipulations. Yet, many claimed to have been ruined by the panic. The name 
Black Friday has lived on in history ever since. Today, the term “Black” has been 
used to describe numerous financial panics around the world, despite the fact 
that only prices have fallen and nobody died. 



The Panic of 1869 

35 
 

The Gold Panic of 1869 was by far one of the strongest rallies in history. The 
political corruption at the time was ramped up, and the president’s brother-in-
law was rumored to be part of the gold ring, which gave it credibility. It was 
reported that half of all businesses and banks in New York City folded as a result 
of this financial Panic of 1869. 

The lack of confidence at the time was sparked by the corruption within the 
Grant Administration and the often-confusing existence of the money supply, 
with Greenbacks being treated differently from Legal Tender notes and National 
Currency. Although the Greenback was also declared legal tender, it was 
acceptable in payment of customs duties, whereas that was not the case for 
other issues. 
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1870 California Gold Bank 

Currency 

 

he issue of 1870 Gold Bank notes of California are directly traceable to 
the California Gold Rush of 1849 and illustrate the great disparity in the 
money supply between the West and the East. These notes are 

distinctively associated with gold, showing gold coins in various denominations 
from $1 to $20 on the reverse. Even the paper used was a yellowish imitation of 
gold.  

At the time, the population of California continued to grow as migration from 
the East was inspired both by the Civil War and the prospect of trade and 
commerce opportunities in the new region. California’s banks were soon 
handling enormous quantities of gold coin in their daily transactions. Gold was 

T 
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the universal medium of exchange – not silver. The counting and handling of so 
much coin was burdensome and there was considerable weight to the coins if 
you went walking about. As always, bank deposits and transfers were becoming 
more convenient, and the next step was paper money. 

Paper money backed by gold emerged in California in order to facilitate 
particularly large transactions that would otherwise take place in gold coin. 
Congress passed the Act of July 12, 1870, which authorized nine gold banks in 
California, and one in Boston, to issue and circulate currency redeemable in gold 
coin. This was indeed remarkable since the Treasury Department had not yet 
resumed specie payments, which did not come until 1879.  

 

The denominations of these gold-backed currency notes issued were $5, $10, 
$20, $50, $100, and $500. Not every bank issued all the denominations. The Boston 
bank that was authorized to issue National Gold Bank Notes was the Kidder 
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National Gold Bank of Boston, Mass. However, it is believed that its entire issue of 
gold notes was recalled and destroyed before they were released to the public. 
Only two specimen notes are known to exist, one of 50 dollars and the other of 
100 dollars. Therefore, the vast majority of notes that remain in existence are from 
California. 

These notes were readily accepted in California at par with gold, and they went 
through a long life of active and useful circulation. Indeed, so active was this 
circulation that very few notes have survived in their original new condition. All 
these notes remain very rare today among collectors. 

The obligation on these National Gold Bank Notes is as follows.  

“This note is secured by bonds of the United States deposited with the U.S. Treasurer at 
Washington.... The (name of bank and city) will pay ...... Dollars to bearer in gold coin on 
demand .... This note is receivable at par in all parts of the United States in payment of all 
taxes and excises and all other dues to the United States, except duties on imports, and 
also for all salaries and other debts and demands owing by the United States to 
individuals, corporations, and associations within the United States, except interest on 
public debt.”  
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The Battle Over Paper Money 

as Legal Tender 

 

ollowing the Civil War, there was the deflation and the hard times of 
1867, which led to demands, particularly by Western farmers, for an 
inflated currency through the creation of more paper money. A 

compromise was finally reached in 1869, whereby Greenbacks to the amount 
of $356 million were left in circulation; the law authorizing them was eventually 
declared constitutional by the Supreme Court in the Legal Tender Cases of 1868, 
1870, and 1871. However, at first, the Supreme Court held that the Constitution 
did not authorize the government to issue paper money or to declare it to be 
legal tender for all debts, public and private. 

Could the government order private citizens to accept paper money in 
transactions between one another? The Constitution only expressly authorized 
coin – not paper. The Founding Fathers certainly knew the dangers of paper 
money given the hyperinflation of the Continental currency. 

F 



The Battle Over Paper Money as Legal Tender 

40 
 

Ironically, former Secretary of the Treasury Salmon P. 
Chase departed the Treasury and became the Chief 
Justice in the Supreme Court. It was Chase who 
declared paper money unconstitutional and was 
later overruled. 

Hepburn v. Griswold, 75 U.S. (8 Wall.) 603 (1870), was 
a U.S. Supreme Court case in which the Chief Justice 
of the United States, Salmon P. Chase, speaking for 
the Court, declared certain parts of the Legal Tender 
Acts to be unconstitutional.  

The lawsuit originated when Mrs. Hepburn attempted to pay a debt to Henry 
Griswold using legal tender notes. The case eventually made it to the Supreme 
Court, which found that while the federal government was authorized to coin 
money, that power was distinct from the power to make paper legal tender, 
which was not authorized under the U.S. Constitution. Therefore, the treatment of 
notes as legal tender represented an impairment to enforcing the obligations of 
contracts. The Constitution prohibited several states from impairing the 
obligations of contracts. While the court found no similar constraint upon the 
federal government, it held that such an impairment would violate the spirit of 
the Constitution. Chief Justice Chase wrote: 

“It is not doubted that the power to establish a standard of value by which all other 
values may be measured, or, in other words, to determine what shall be lawful money 
and a legal tender, is in its nature, and of necessity, a governmental power. It is in all 
countries exercised by the government. In the United States, so far as it relates to the 
precious metals, it is vested in Congress by the grant of the power to coin money. But 
can a power to impart these qualities to notes, or promises to pay money, when offered 
in discharge of pre-existing debts, be derived from the coinage power, or from any other 
power expressly given? 

It is certainly not the same power as the power to coin money. Nor is it in any reasonable 
or satisfactory sense an appropriate or plainly adapted means to the exercise of that 
power. Nor is there more reason for saying that it is implied in, or incidental to, the power 
to regulate the value of coined money of the United States, or of foreign coins. This power 
of regulation is a power to determine the weight, purity, form, impression, and 
denomination of the several coins, and their relation to each other, and the relations of 
foreign coins to the monetary unit of the United States.” 
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The majority affirmed that the government holds the power to wage war, but 
making notes legal tender was not a necessary consequence of that power. It 
continued that making the United States notes legal tender was unnecessary to 
fighting a war. All that the federal government needed to do was to make them 
"receivable for government dues," but that was distinguishable from 
commanding private parties must accept them in all transactions. The majority 
opinion was explicitly overruled by Knox v. Lee and other Legal Tender Cases, 79 
U.S. (Wall. 12) 457 (1871), in which Chase dissented. 
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The Commodity Sector 

Always Wants Inflation 
 

 

he presidential election of 1872 was notable for the sole reason that after 
the popular vote was taken before the Electoral College voted, the losing 
candidate Horace Greeley died. This election remains the only election in 

which a major party nominee died during the election process. However, it was 
also the election before the infamous Panic of 1873 that turned American politics 
on its head as the issue once again became the question of money. 

Then, as today, most who are obsessed with gold usually link their bullishness to 
the decline in the currency. This has been a standard relationship of those who 
have been in the commodity sector be it agriculture or mining. In fact, there 
were major political movements that emerged during the 1870s demanding 
inflation — the Silver Democrats and the Greenback Party. 

  

T 
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The Panic of 1873 was caused by war in Europe, much like that of World War I 
and World War II with the United States still an emerging market. The fall in 
demand for silver internationally followed the German decision to abandon the 
silver standard in the wake of the Franco-Prussian War (July 19, 1870 – May 10, 
1871). Nonetheless, this conflict was a culmination of 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 19, 1870 – 
January 28, 1871) brought about the final defeat of the French Army. On January 
18, 1871, the new German Empire was proclaimed at the Palace of Versailles, 
which the French would use as the place for the treaty to destroy Germany with 
their loss in World War I.  
 
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 the past 
performance of Napoleon. At the very least, the majority expected a very 
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prolonged conflict. The strategic 
advantages possessed by the 
Germans were not appreciated 
outside Germany until after hostilities 
had ceased. 
 
The German Empire's decision to 
cease minting the silver thaler coins in 
1871 caused a drop in demand and 
downward pressure on the value of 
silver. The war cost was immense; 
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. 

The impact of the Franco-Prussian War that caused Germany to abandon the 
silver standard was felt globally. This manifested in the United States, where silver 
discoveries had made it the largest producer. 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 it, but then what? This crisis where Germany had to import 
silver to create 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. 

Of course, with all economic events, government looks for causes that are 
always just domestic. Consequently, the Panic of 1873 resulted from the 
economic contraction, which had its main origin abroad in Europe, not in 
America. The shocking destruction of wealth, the lost money age of carpet-
baggers exploiting the South, and reckless speculation, such as those of gold in 
1869, all contributed to an era of a postwar boom. In 1872, the balance of trade 
was strongly against the United States. The circulation of depreciated paper 
money, which began as circulating bonds paying interest, had brought to many 
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an apparent prosperity that 
was not real. This created a 
boom in debts by 
individuals, corporations, 
towns, cities, and states.  
 
In the summer of 1872, 
interest rates began to rise, 
showing that inflation was 
indeed soaring and markets 
were booming. The 90-day 
Commercial Paper 
skyrocketed, exceeding 
10%. This was the highest 
level we would see before 
the low of the Great 
Depression in the 1930s. 

In August 1873, there was a partial corner 
in gold, broken by a government sale of 
$6,000,000 in their battle against inflation. 
Then the summer was over and September 
1873 saw panic strike, with the suspension 
of several large banking houses in New 
York. Jay Cooke & Co., who had invested 
heavily in the construction of the Northern 
Pacific Railway, saw their shares suspended 
on September 18. Jay Cooke & Co. was 
effectively the first primary dealer. It was his 
firm that the U.S. government turned to sell 
its debt for the Civil War. When 
authoritative news of this event was made 
known in the stock exchange, a stampede 
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of the brokers ensued. They surged out of the exchange, tumbling over each 
other in the general confusion, hastening to notify their respective houses. The 
next day, September 19, Fiske & Hatch, a very conservative firm, also failed.  

September 19, 1873, was the next Black Friday to hit after the Panic of 1869. 
Never since the original Black Friday had the street and the stock exchange 
been so frantic. The weather, dark and rainy, seemed to sympathize with the 
gloom, which clouded the financial situation. From the corner of Wall Street and 
Broadway down to the corner of Hanover Street, a solid 
mass of men filled both sidewalks. From the post office 
along Nassau Street down Broad Street to Exchange Place, 
another huge crowd moved slowly yet aimlessly as if lost. 
Sections of Broadway itself were packed and bursting with 
people everywhere. The postwar boom had come to an 
end. 

It was 10:30 AM when the Fiske & Hatch failure was 
announced in the stock exchange. For a moment, there was silence. Then a roar 
broke out from bulls and bears alike, followed by yells, cries, and screams. The 
news of the failure spread like wildfire leaving everyone in dismay. The chaos 
was mad, and the New York Stock Exchange, typically open then six days per 
week, was shut down on Saturday, September 20, and did not open again until 
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the 30th. Such a closure had never occurred before. On Sunday morning, 
President Grant and Secretary Richardson of the Treasury came to New York, 
spending the day in anxious consultation with Vanderbilt, Clews, and other 
prominent businessmen. 

 

Perhaps if the Treasury Secretary had acted swiftly and firmly, he might have 
relieved the situation by at least providing liquidity. However, he too froze. Some 
$13,500,000 in five-twenty bonds were bought, and a 
few millions of the Greenbacks which Secretary 
McCulloch had called in for cancelation were set free 
in an attempt at Quantitative Easing. But as always in 
times of uncertainty, most of the cash injected was 
instantly hoarded.  

On the 25th, the Treasury ceased buying bonds. The 
person who then rescued the market during the Panic 
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of 1873 was strangely a man with experience - Jay Gould, who was a partner 
with Jim Fisk during the Panic of 1869. Gould had become the ninth-richest U.S. 
citizen in history. He bought several hundred thousand shares of railroad stocks 
during the low prices, principally of the Vanderbilt stripe, and in this put a check 
on the ruinous decline. When people saw Gould stepping up to buy, confidence 
began to return. 

 

The national banks of New York weathered the crisis by creating an association 
of banks to effectively create what became a clearinghouse by pooling their 
cash and collateral into a common fund. They then appointed a trust committee 
and issued against this pool, loan certificates which were receivable at the 
clearinghouse the same as cash in payment of debt balances. They created 
their own script effectively in the amount of ten million dollars’ worth of these 
certificates. This amount was then doubled, demonstrating that money need not 



The Commodity Sector Always Wants Inflation 

49 
 

be tangible since it is truly just a medium of exchange. This clearinghouse paper 
served its purpose by admirably lessening the panic by providing liquidity. This 
would eventually become the basis upon which the Federal Reserve was 
created in 1913 with the authority to create elastic money as did the 
clearinghouse. The money would be retired upon repayment of the loan. 

By October 3, confidence was so 
restored so sufficiently that the 
clearinghouse began to recall and 
cancel the certificates beginning 
with $1 million. The following day, 
they recalled $1.5 million. In the end, 
not much of this issue was 
outstanding for very long. The 
clearinghouse scheme was 
successful, and this new monetary 
invention was then applied in Boston, Philadelphia, Pittsburgh, and other major 
cities, but not in Chicago. The worst would come again going into 1877. 

Nevertheless, whenever panic strikes, people hoard cash. Credit to business was 
refused, debtors were pressed for payment, stocks and bonds were rushed into 
the markets for sale at distressed price levels. Even United States bonds went 
down from five to ten percent. There was a run upon savings banks, many of 
which succumbed. Prices for manufactured goods as well as agricultural 
products declined markedly. Factories during this early stage of the Industrial 
Revolution began shedding employees, causing unemployment to rise. Many 
businesses simply failed closing entirely, unable to find credit. The recession kept 
getting worse, for this was a global contagion nobody seemed to understand.  

United States Coinage Act of 1873 in the USA demonetized silver following the 
lead from Germany. The last domestic silver dollar to be issued was dated 1873. 
Of course, with blinders on, people blamed this demonetization of silver as the 
culprit even though it was set in motion in Europe. Indeed, it added to the 
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contraction in the money supply worsening the deflation and speeding the 
contraction. The silver miners called this the Crime of 1873.  
 

Nonetheless, trade dollars were 
produced from 1873-1878 to 
facilitate international trade with 
China, who remained on the silver 
standard contrary to Europe. Trade 
dollars were meant for circulation 
overseas and were not legal tender 
in America. The Coinage Act of 
1873 moved the United States into 

a period with no official monetary standard for the next five-year period. 
Consequently, the Coinage Act of 1873 removed the 412.5 grain silver dollar 
from circulation. Subsequently, silver was only used in coins worth less than $1 
(fractional currency). The U.S. Treasury would no longer buy silver at a statutory 
price or convert silver from the public into silver coins, which was historic since 
medieval days.  
 
At about the same 
time that silver was 
demonetized in 1873 
by President Grant, 
silver production had 
increased 
dramatically. 
Following the 
Comstock discovery 
in 1858, silver mining exploded. The Great Silver Rush began, and many other 
silver discoveries occurred, such as in Nevada, including El Dorado Canyon 
(1861), Austin (1862), Eureka (1864), and Pioche (1869). By 1873, the silver mining 
industry was overflowing with silver, which in part led to its demonetization by 
Germany. 

http://s3.amazonaws.com/armstrongeconomics-wp/2014/01/US-Trade-1873-1878.jpg
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As the newly mined silver hit the market in ever larger quantities, the price 
naturally declined, which instinctively led to lobbying to get the government 
back in the game of buying a declining product to support prices. Miners 
convinced debtors to join, calling the demonetization of silver the   "Crime   of   
'73".   The mining   interests   discovered the strength – political donations buy 
influence. They increased their clout by allying with the farmers who were in 
debt and could not replay without cheaper money.  
 
The austerity created by demonetizing silver set in motion by Germany created 
this epic battle between silver and gold. While there were gold discoveries 
starting with California in 1849, the Great Silver Rush came after Comstock was 
discovered in 1858. This naturally influenced the silver to gold ratio. 
 

 
 
As both sides fought, the gold advocates argued the money should somehow 
retain a store of value, blaming the economic decline on a lack of confidence 
in money. The silver advocates argued against austerity and sought inflation 
using overvalued silver. Yet what emerged was a long deflationary period with 
rallies and collapses without creating a sustainable economic uptrend as 
international forces conspired against domestic aspirations.  
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In part, this economic contraction was also impacted by the Railroad Age 
displacing jobs with innovation. The railroads were an innovation that was 
effectively the 19th century version of the internet, connecting everyone in ways 
most never dreamed. Railroads had the same impact as the modern-day 
internet insofar as they displaced local business, mail service, and stagecoach 
transportation of passengers as well as goods. Mail order was suddenly 
becoming a viable business competing with local stores in the same manner as 
Amazon putting smaller bookstores out of business. The railroads put out of 
business much of the transportation system previously in place. Companies like 
Wells Fargo survived by transforming itself into a bank. 

 
This question of the legality of paper currency 
reappeared during the Panic of 1873, with 
hard-hit agrarian, intensely opposed by 
conservatives, once again demanding the 
creation of more currency. The inflation 
created by issuing paper currency was 
viewed as a benefit in those days, particularly 
among commodity producers.  

Consequently, many farmers supported the 
Greenback Political Party, which lasted for a 
few short years between 1874 and 1876 to 
promote currency inflation. Its principal 
members were Southern and Western farmers 
stricken by the Panic of 1873. They nominated Peter Cooper (1791–1883) for 
president in 1876, but he received only 81,737 votes. Uniting with labor in the 
Greenback-Labor party (1878), they polled over 1 million votes and elected 14 
representatives to Congress.  

The changes in the political viewpoints set in motion by the panic of 1873 had 
a long-range impact on American politics. Thus encouraged, and with a 
broadened program that included woman suffrage, federal regulation of 
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interstate commerce, and a graduated income tax targeted at the rich, they 
nominated James B. Weaver for president in 1880. But the return of prosperity 
had suppressed the discontent, and their vote declined to a little over 300,000. 
Following the 1884 election, the party dissolved, with many of its members joining 
the Populists movement. 
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The Rise of the Silver 

Democrats & 16:1 Ratio 
 

 
 

he rise of the Silver Democrats dominated the latter part of the 19th 
century. Essentially, the silver miners bribed the Democrats to coin silver 
at a fixed rate of 16:1 ratio to gold when the rest of the world had been 

on a 15.5:1 ratio, and besides, silver had become so plentiful that it was largely 
demonetized. The silver miners would connive virtually bankrupting the United 
States Treasury by 1896, which forced J.P. Morgan to come to the rescue to 
prevent the default on all obligations. The economic chaos also inspired the rise 
of Marxism, for people were suffering but they had no idea why. 

T 



The Rise of the Silver Democrats & 16:1 Ratio 

55 
 

 
Up until the year 1873, all the world's dollars 
were more or less the same value until the 
international devaluation of silver in 1873. 
The Panic of 1873 was a global financial 
crisis that triggered a severe international 
economic depression in both Europe and 
the United States, which lasted until 1899 
with many oscillations and additional years 
tagged as panics. 
 
The silver miners suddenly discovered that 
the buyers for silver (governments) 
collapsed along with the price. The 

deflation response led the silver miners to organize and contribute vast sums of 
money to convince the Democrats that the economic crisis was purely the result 
of the U.S. demonetization of silver. They argued that the solution was for the 
government to purchase their silver and expand the money supply. This self-
interest set in motion an epic battle between silver and gold, and was intermixed 
with Marxism that was on the rise during the latter part of the 19th century. 
 

This was the first economic 
depression that became known as 
the “Great Depression” until the 
1930s. Its name was then changed 
to the Long Depression, for it lasted 
really until 1899 (26 years) when 
the historic high in U.S. call money 
interest rates took place on the 
New York Stock Exchange at 
nearly 200%. 
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The Silver Democrats were now bought and paid for. They went to battle against 
the Republican fiscal conservatives who want to return to the gold standard, 
which was clearly austerity imposing deflation upon the economy. The 
conservatives triumphed, and the Resumption Act of 1875 fixed January 1, 1879, 
as the date for redeeming all Greenbacks. With returning prosperity, however, 
confidence in the government began to rise, and few Greenbacks were 
surrendered. In 1879, Congress provided that the currently outstanding paper 
money supply of $346,681,000 would remain a permanent part of its currency.  
 
The Federal government continued to issue Legal Tender notes, which neither 
paid interest nor were backed by gold. The notes were issued again in 1875 and 
stated:  
 

"The United States will pay to bearer dollars. . . . 
This note is a legal tender at its face value for all 
debts public and private, except duties on 
imports and interest on the public debt."   
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Following the Civil War and the Panic of 1869, conservative forces in opposition 
representing the interests of many eastern bankers and businessmen who argued 
that money should be a store of value, were successful in gaining passage of 
the Specie Resumption Act (1875), a measure that provided for the redemption 
of all paper currency in gold as an austerity move to restore what they assumed 
was a lack of confidence. 

Meanwhile, National Bank Notes had come into being by the passage of the 
National Banking Act of 1863, whereby the government granted charters to 
banks which were then allowed to issue their own notes up to 90% of the par 
value of the U.S. government bonds, which the banks would deposit with the 
Treasury as security for issuing the notes.  

 

In 1875, again, we find a new series of National Bank Notes. Each bank had its 
own charter number, which appeared on all notes issued after 1875. The charter 
for any bank was valid for a period of twenty years. After that period, a bank 
could renew the charter for an additional twenty years and continue to issue its 
own notes. Nevertheless, these notes were considered to be United States paper 
money, and were actually printed by the Bureau of Engraving and Printing under 
the same conditions as regular Treasury issues so there was no question of a 
private production.  

These National Bank Notes were receivable at par within the United States, and 
were legal tender, meaning in payment of all taxes and excises and all other 
dues to the United States, except duties on imports. This curious exception 
required payment on imports to be in gold, opposite if the Jackson era of Wildcat 
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Banking where banks issued their own paper money without any reserve 
requirement. 
 
The Specie Resumption Act (1875), which imposed the gold standard after the 
demonetization of silver in 1873, produced a new austerity era, then known as 
the Secondary Postwar Depression. What happens is systemic during such 
economic contractions. The purchasing power of money increases as the value 
of assets, expressed in terms of money (whatever it might be including wages) 
declines. Therefore, those who have outstanding debt find that their debt 
becomes harder to repay, for in real terms, it increases in value expressed in the 
purchasing power of money. Unemployment rises for the cost of labor also rises 
expressed in money.  
 
For example, a house once valued at $100,000 declines to $50,000, and as such, 
the bank still demands the nominal amount of $100,000, albeit that this would 
now purchase two houses. In terms of purchasing power, the lender reaps a 
windfall profit at the expense of a borrower. During a boom period, the 
purchasing power of money declines as assets rise in value expressed in money. 
Here, the debtor gets to repay his debt with cheaper money, and the lender 
suffers the loss.  
 

 
 
Of course, the National Gold Bank notes, which were authorized by the Act of 
July 12, 1870, continued to be in use in California. These notes continued to be 
redeemable in gold coin. While one bank was authorized in Boston to issue these 
gold coin notes, it is believed that its entire issue was recalled and destroyed 
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before they were released to the 
public. Only two specimen notes are 
known to exist, one of $50 and the other 
a $100 note. Therefore, this issue 
appears to have been predominantly 
confined to the West Coast. 

This debate on the silver/gold ratio 
intensified as silver was demonetized and abandoned by Germany in 1873 as a 
medium of official exchange. The silver miners in the United States used politics 
to seize the moment and attempt to force the world to overvalue silver for 
personal gain. They effectively bought the Democrats as always, for politicians 
simply follow the money.  

 
Congress capitulated, and in five years it passed the Bland–Allison Act. The law 
took effect starting in 1878, requiring the U.S. Treasury to purchase between $2 
and $4 million worth of silver per month and put it into circulation as silver dollars. 
The worst aspect of this political manipulation was that the silver/gold ratio was 
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fixed at 16:1 when, in fact, the vast new 
discoveries would send silver crashing on 
the free market to reach 30:1.  
 

The financial chaos set in motion by the 
Bland–Allison Act was the direct result of the 
lobbying by the silver miners who 
transformed the Democrats into the Silver 
Democrats. Despite the fact that the bill 
was vetoed by President Rutherford B. 
Hayes (1822-1893; Pres 1877-1881), 
Congress overrode Hayes' veto on February 
23, 1878 to enact the law demonstrating 
just how powerful the Silver Democrats had 
become.  
 

The United States Treasury 
was then required 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 
named after its designer, 
George T. Morgan. Its large 
size and abundant supply 

led to familiarity. Indeed, the money supply began to explode. Within the first two 
years 1878-1879, nearly $50 million in silver dollars had been issued. 
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Yet, coins were not the only issue involving silver. Now the Treasury began to 
issue Silver Certificates, like the Legal Tender Notes, which became an extensive 
series of notes which lasted into the 1960s. The first Act of Congress was passed 
on February 28, 1878, and authorized all the Silver Certificates that were issued. 
 
Under these Acts, there were five different issues, as follows. The first issue 
consisted of notes from $10 to $1,000 of the series of 1878 and 1880. They 
actually state on the obverse “Certificate of Deposit,” which was dropped in 
later years. The obligation on this first issue is as follows:  
 

“This certifies that there have been deposited with the Treasurer of the U.S. at Washington, 
D.C. payable at his office to the bearer on demand...... Silver Dollars ...... This certificate is 
receivable for customs, taxes and all public dues and when so received may be re issued.”  
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All the notes of the 1878 series were countersigned by various assistant Treasurers 
at New York, Washington, and San Francisco to denote that silver had been 
deposited at their offices in these cities. Meanwhile, the Treasury continued to 
issue Legal Tender Notes under the Act of March 1863. 

 
The second issue of Silver Certificates was authorized on August 4, 1886, and 
here they began to issue denominations under $10. The series of 1886 covered 
denominations from $1 to $1,000 and continued for the series of 1891 and 1908.  

 
The third issue consisted of only $1, $2, and $5 notes of the series of 1896. The 
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fourth issue consisted only of $1, $2, and $5 Dollar of the series of 1899. The fifth 
issue consisted only of $1 and $5 notes for the series of 1923. The obligation on 
the notes of the last four issues became:  
 

“This certifies that there have been deposited in the Treasury of the United States (of 
America) ...... Silver Dollars payable to the bearer on demand ...... This certificate is 
receivable for customs, taxes and all public dues and when so received may be 
reissued.” 

 

 
 

In truth, silver certificates continued to be issued until President Kenney 
demonetized silver in 1963 before he was assassinated. The last silver certificate 
was issued from the series of 1957, whereas the Federal Reserve then took over 
the printing of money rather than the Treasury. The first Federal Reserve note was 
issued from the series of 1963. 

Nevertheless, the Silver Democrats indeed created what they intended. They 
flooded the United States with silver dollars to the extent that Europe brought 
their silver to America and returned with gold playing the ratio. They would take 
silver, which was 15:1 in Europe, bring it to the states where they then swapped 
it for gold on an arbitrage. 
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The English periodical, Puck, ran a front 
cover mocking the USA drowning in silver 
dollars in March 1885. By 1896, the United 
States was virtually bankrupt. This was the 
year when during the presidential 
campaign, William Jennings Bryan delivered 
his speech that government should not 
crucify man upon a cross of only gold. 
 

This controversy between silver and gold 
reflected the political-economic clash of 
the theory of money. The conservatives 
demanded that money should retain its 
value, and insisted on what became now 
the resumption of convertibility of 
Greenbacks into gold on June 30, 1879.  This naturally created an economic 
clash for silver had been monetized at a value far above world levels, which 

would facilitate the drainage of 
gold from the United States 
money supply.  

Paper money redeemable in 
gold coin had been issued 
between 1865 and 1875. Many 
of the notes were printed on 
only one side and were not 
really for circulation. These first 
three issues remained in 
general within the confines of 
banks and clearing houses and 
were used in settling gold 
balances.  
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The fourth issue of 1882 was the earliest gold coin notes produced for general 
circulation nationally. This issue's notes are series of 1882 and consist of all 
denominations from $20 to $10,000. From 1882 until the series of 1922, the 
obligation on gold certificates was as follows: 

"This certifies that there have been deposited In the Treasury of the United States of 
America Dollars in gold coin pay- able (or repayable, series 1882)' to the bearer on 
demand."  

The money supply was increased further in 1882 with the expansion in the 
circulation of National Bank Notes. What was changed by the Act of July 12, 
1882, was the expansion of National Banks, allowing smaller banks which would 
normally not qualify to become a National Bank issuing federal paper money. 
Traditionally, National Banks were required to maintain federal government 
bonds for reserves, which were in turn deposited at the Treasury. The Act enabled 
banks to issue federal National Bank notes with a limitation of issue for circulation 
not to exceed ninety percent of the bonds on deposit. This Act of July 12, 1882, 
was eventually superseded by Act March 14, 1900. Eventually, all provisions of 
law requiring national banking associations to maintain a minimum deposit of 
bonds were repealed by the Act of June 21, 1917. 
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The Act of July 12, 1882, was in effect a form of Quantitative Easing. To expand 
the circulation of money that was backed by debt and neither silver nor gold 
directly allowed smaller banks having a capitalization of $150,000 or less, to still 
become a federal National Bank yet were exempt from the required deposit of 
federal bonds exclusively with the Treasury of the United States that was in excess 
of one-fourth of their capital stock as security for their circulating notes. The Act 
allowed the smaller banks to have collateral on deposit to support the circulation 
of their notes and this collateral could be even lawful money rather than 
exclusively bonds, but the notes could not exceed 90% of the posted collateral. 

National Bank Notes were issued only in $5, $10, $20, $50, and $100 
denominations and did not provide small denominations for circulation on less 
than $5. Nor were any notes issued with a value greater than $100. This issue is 
commonly referred to as "brown backs," which were produced for many newly 
chartered banks and older banks with charters renewed for an additional twenty 
years. This was intended to increase the money supply but with strict limitations.  
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Silver’s Collapse v Gold 

 

ilver truly began to collapse in value in 1885. Between 1878 and 1885, the 
government had coined nearly $240 million worth of silver dollars. The 
steady increase in the supply of silver created a major crisis, for it 
facilitated an outflow of gold, and it had failed to produce the inflationary 

boom many hoped, particularly the farmers.  

The United States economy was primarily agrarian, which accounted for nearly 
70% of the civil workforce during the mid-19th century. Much of the rising tension 
over money and inflation was the fact that the peak in wheat prices during the 
19th century took place during the War of 1812. As government began to sell off 
land westward, this had the economic impact of increasing the land that was 
being cultivated. 

S 
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The Wheat Belt extends along a north-south axis for more than 1,500 miles (2,400 
km) from central Alberta, Canada, to central Texas in the United States. It is 
subdivided into winter wheat and spring wheat areas. The southern area, where 
hard red winter wheat is grown, includes parts of the states of Kansas, Oklahoma, 
Texas, Nebraska, and Colorado.  

The wheat region's real cultivation began by 1839 to the north and west of 
Washington, D.C., and began to spread westward over time. During the 1830s, it 
took four people and two oxen, working 10 hours a day, to produce 200 bushels 
of wheat. It wasn’t until 1885 that data was recorded regarding wheat 
production.  

It wasn’t until after the American Civil War that the wheat belt began to emerge. 
The Mississippi Valley and the Great Plains where large fertile lands became 
available post-Civil War, which accounted for the decline in prices as the supply 
began to rise as the infrastructure began to develop sharply. The railroads 
provided better access to world markets particularly after they connected the 
West with the East in 1869. This encouraged the construction of warehousing 
facilities, which in turn helped to facilitate the expansion of agriculture. In the 
1870s, Turkey red wheat was introduced to the farmlands of Kansas by Russian 
Mennonite immigrants. This was a hard variety of wheat, which expanded the 

growing cycle. This was enabled 
by the introduction in 1878 of the 
steel roller-mills, which made the 
Turkey wheat more popular than 
the soft. 

New technology was also being 
introduced such as sowing with 
drills, which replaced 

broadcasting, cradles took the place of sickles, and the cradles in turn were 
replaced by reapers and binders. Then steam-powered threshing machines 
were introduced and all of this expanded the production, which drove prices 
even further down. By the bottom of the cycle in 1894, the production in the 
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Dakotas exploded when six different people and 36 horses pulling huge 
harvesters, working 10 hours a day, could then produce 20,000 bushels.  

 

Between 1885 and 1894, a deepening agricultural depression brought about the 
dramatic expansion in production, many years of drought, and storms. Midwest 
and Southern farmers were hit especially hard as the expansion of farmland in 
the North resulted in major 
overproduction, which the farmers 
failed to understand as debt 
payments were fixed and 
commodity prices declined 
restricting the agrarian purchasing 
power and demand for goods and 
services. 

The Corn Belt developed with new 
agricultural technology as well 
beginning in 1860. Corn peaked with 
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the low in the dollar during 1864 and began a 32-year decline until 1896. This 
economic depression resulted in the Corn Belt evolving from producing mixed 
crops and livestock into becoming an area focused strictly on wheat-cash 
planting. 

 

Free Silver Movement arose, gaining support from farmers who were caught in a 
major economic depression as more land became available and production 
expanded dramatically, forcing prices lower. The farmers were convinced that 
the group could stimulate the economy and bring about inflation to lower the 
value of the debts so they could replay with cheaper dollars; they aligned with 
the silver mining interests. In reality, it was a desire to create in modern terms 
Quantitative Easing but by cheapening the currency to reduce the value of 
debts.  

Therefore, the Free Silver Movement advocated unlimited coinage of silver. The 
movement was precipitated by an act of Congress in 1873 that omitted the 
silver dollar from the list of authorized coins (the “Crime of ’73”).  
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Despite the increased volumes of silver dollars put 
into the economy, it failed to reverse the 
economic depression. The decline in agricultural 
prices was simply caused by the expansion in 
farmland under cultivation aided by the 
expansion of the railroads combined with 
technological advances in farming technology. 
This combination led to a massive oversupply, 
which was reflected in the decline in wheat and 
corn prices. 

Nonetheless, what was also overlooked was the 
fact that we are all connected globally even 
back during the 19th century. The overvaluation of 
silver led to international arbitrage, which was 
driving the gold out of the economy leaving the 
U.S. economy drowning in silver. 

Therefore, as we have seen post-2007, central 
banks kept lowering interest rates with no success 
in stimulating the economy. Instead of reassessing 
their theories, the central banks argued that they 
needed to move even lower, taking interest rates 
negative. When that failed, the argument began 
to rise that paper money had to be eliminated to 
remove the zero-boundary where people would 
take their money out of the bank and hoard cash.  

In this case, the government just kept producing more and more silver, 
desperately hoping to stimulate the economy. The wholesale production of silver 
played no role in stimulating the economy but instead drove gold from 
circulation, which was highly deflationary. It was clear that this policy failed 
during the critical years of 1885 to 1890.  
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The Sherman Silver Purchase Act was passed 
by the U.S. Congress in 1890 to supplant the 
Bland-Allison Act of 1878 using the very same 
thinking as the negative interest rates. Instead 
of reassessing that increasing the silver money 
supply at an overvaluation of silver failed to 
reverse the Agricultural Depression, the 
decision was to increase the amount of silver. 
As was the case in medicine, when they 
believed that some toxin was in your blood, the 
remedy was to bleed you; if you died, it was 
never because they took too much blood, but 
they did not bleed you soon enough. 

John Sherman (1823–1900) was a major player in American finance during the 
latter decades of the 19th century. His position switched sides with respect to 
silver. He originally worked for the "resumption" policy, whereby he wanted the 
resumption of specie (gold) payment on all bank notes, including the 
Greenbacks.  

There were those who had advocated withdrawing the Greenbacks from 
circulation entirely. This was rejected in 1866 for 
the people preferred greenbacks often to coin.  

The Panic of 1873 made it even more apparent 
that shrinking the money supply would be highly 
deflationary when the demand for money rises 
and assets decline. Nevertheless, Sherman 
remained part of the group who believed that 
they had to return to the gold standard. 
Consequently, given that Greenbacks were not 
to be withdrawn from circulation, the only 
logical conclusion for Sherman was to insist on 
fully backing Greenbacks with gold. 
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Sherman also supported the legal tender notes which were backed by 
government bonds. Over the subsequent two years, Sherman worked to pass 
the 1879 Specie Payment Resumption Act, which required the gradual reduction 
of the maximum value of greenbacks allowed to circulate to $300 million. 
Originally, the proposal was to allow the Treasury discretion between paying in 
bonds or coin, the final version of the Act required payment exclusively specie 
(gold). The bill passed on a party-line vote in the lame duck session of the 43rd 
Congress, and President Grant signed it into law on January 14, 1875.  

Sherman's financial expertise and his friendship with the next President Rutherford 
B. Hayes (1822–1893) made him the natural choice for Treasury Secretary in 1877. 
By this time, the economic depression was building sentiment against the 
Coinage Act of 1873 in the aftermath of the Panic of 1873. 

Democratic Representative Richard P. Bland (1835–1899) of Missouri proposed a 
bill that would require the United States to buy as much silver as miners could 
sell, turning it into silver dollars. Effectively, the silver miners would sell the 
government metal worth only 50 to 70 cents on the open market, and in return, 
they would receive back a silver dollar. The Bland–Allison Act passed both houses 
of Congress in 1878. 
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Sherman's actions and opinion with respect to the Bland–Allison Act were 
political. He knew that the Free Silver Movement was gaining popularity. As such, 
Sherman did not want to oppose it for fear it would haunt the Republicans in 
the 1880 elections. Nevertheless, he did side with President Hayes that he did not 
want to see ramped inflation. Therefore, Sherman pressured his friends in the 
Senate to defeat the bill. At the minimum, he wanted to limit it to the production 
of silver dollars. His efforts were unsuccessful and the Act passed. President Hayes 
vetoed the Act, but Congress has the majority to overrule Hayes's veto.  

 

The Silver Democrats pushed the Bland–Allison Act through and nobody even 
considered that there might be an impact on the silver to gold ratio. As always, 
politicians simply lack real world experience.  

During the 1888 presidential elections, silver was not even an issue. The idea that 
the Bland–Allison Act would improve the economy seemed to be forgotten. The 
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primary issue was tariffs. The Democrats, led by 
Grover Cleveland, wanted to lower the tariffs 
to help consumers, and the Republican 
Harrison supported the industrialists who 
wanted the tariffs. Cleveland won the popular 
vote, but Harrison won the electoral college. 

Silver supporters' numbers had grown in 
Congress with the addition of new Western 
states. The drop in agricultural prices, which 
made farmers' debts harder to pay, 
broadened their cause's appeal. Harrison 
attempted to steer a middle course between 
the two positions, advocating a free coinage 

of silver, but at its own value, not at a fixed ratio to gold. This was rejected by 
both camps, although it would have saved the country in the long-run. 

The silver value of the 
silver dollar had fallen to 
72.3 cents on the world 
market. The Silver 
Democrats argued that 
increasing the supply 
would increase 
demand and therefore 
raise its value on world 
markets. President 
Benjamin Harrison was 
willing to sign whatever 
bill would satisfy the 
largest group of people, 
as long as it did not make the currency unsound.  

The Agricultural Depression (1873-1894) made a minor low in 1889 and, for the 
first time in many years, at least made an impressive bounce. The peak came in 
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1891 because of a great harvest in the face of European famine. There was 
optimism at that point in time as new highs were being made in the stock market 
as well. In January 1889, both the Coca-Cola Company, originally incorporated 
as the Pemberton Medicine Company in Atlanta, Georgia, had its beginnings 
during this rally as well as Columbia Phonograph also that same month.  

 

By June 1889, the Wall Street Journal was established in New York City. It wasn’t 
until 1896 when they created the Dow Jones Industrial Index to bring more 
transparency to the stock market when the final low in the stock market crash 
took place. The idea was that Dow intended to offer a big-picture view of how 
the economic, business, and political climate might affect big companies seen 
as bellwethers for the U.S. economy.  
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The Wall Street Journal for June 5, 1890, reported the news about the Sherman 
Silver Act would increase the amount of silver the Treasury needed to buy each 
month. Clearly, we had a stimulation policy at the high in the market which it 
rejected. 

Therefore, the stock market actually peaked on June 4, 1890, with the news that 
the government was going to double the silver purchases. The House passed the 
bill in June 1890, requiring the government to purchase 4.5 million ounces of silver 
each month (in addition to the $2 – $4 million required to be coined under Bland–
Allison). The Senate passed a bill by Republican Preston B. Plumb of Kansas for 
free coinage of silver at the legal (16:1) ratio.  

Sherman voted against Plumb's bill, but was appointed to the conference 
committee to produce a compromise bill that, now called the Sherman Silver 
Act, passed that July. The Treasury would buy 4.5 million ounces of silver and issue 
Treasury Notes to pay for it, which would be redeemable in gold or silver. It also 
gave the Secretary of the Treasury discretion to coin more silver dollars if he 
believed it necessary. Nobody understood that the overvaluation of silver was 
caused by the exportation of gold and importation of silver from around the 
world. 
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The market peaked with the Sherman Silver Act's news, and the crash came 
rather quickly after that. Here we had Congress increasing the economy's 
stimulation at the peak while the smart money realized that these Silver 

Democrats were causing the flight of 
gold from the Treasury. Concerning 
the agricultural prices, they did 
bounce into 1891 before also turning 
down and crashing. 

Earlier that year, there was a rising 
union movement in the United 
States. The United Mine Workers of 
America was founded on January 
25, 1890. As far as the correlation of 

the major historical landmarks which often signal the peak to many, like it was 
the Empire State Building for the 1929 Bull Market, here it was the Eiffel Tower in 
Paris, which was inaugurated on March 31, 1889, after two years and two months 
of construction. It became the tallest building in the world and the leading 
monument of the 1889 
Paris World’s Fair, where 
the theme was the 
French Revolution. 

Grover Cleveland (1837-
1908) won the election in 
1892 and took office on 
March 4, 1893, just in time 
for the Panic of 1893, 
which began May 5. The 
Panic of 1893 was quite 
different from the U.S. 
panics that had preceded. The Panic of 1893 came on the heels of American 
speculation in overseas investment that had kept up with the trend toward 
“global diversification” and opportunity much like that of the 1990s. 
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The Panic of 1893 took place on May 5, and 
was sparked at first by the collapse of an 
important railroad company, and an 
industrial corporation that had been paying 
dividends illegally. A gold mining company 
also turned out to be another fraud. But the 
collapse in the stock market caused three 
main brokers to fail and for that the 
newspapers called it Black Friday. 

The newspaper accounts were making a 
clear distinction that it was the Industrial 
Stocks that were the weakest. Keep in mind 
that they were similar to the early days of 
the Internet – a new class of stock which 
were suspect to many. 
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The break came the week of May 2, 1893, 
and concerns over the gold outflows began 
to circulate. By the close of January 1893, 
the Treasury’s gold reserve had fallen to a 
figure barely eight million over the legal 
minimum. With February’s early withdrawals 
even larger, Treasury Secretary Charles 
William Foster, Jr. (1828–1904; Sec: February 
25, 1891–March 6, 1893) lost hope of 
warding off the crisis that he gave orders to 
prepare the engraved plates for a bond-
issue under the Resumption Act. However, 
as a last resort, he referred to former 
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Treasury Secretary Daniel Manning’s (1831–1887; Sec: March 8, 1885 – March 31, 
1887) gold-borrowing operations of 1885. In February, Treasury Secretary Foster 
went in person to New York to urge the banks to voluntarily give up gold in 
exchange for the Treasury’s legal-tender surplus. This was taken as a desperate 
measure on Wall Street and was undermining confidence. 

 

This desperate struggle to maintain the public credit was setting off the alarm 
bells globally. This concern was now reflected everywhere, and the dollar began 
to decline from its 1882 high and continued into 1895. The British pound's 
advance against the dollar on the foreign exchange market reflected the 
declining confidence in the United States and its monetary policy.  

On April 15, 1893, Treasury Secretary John Griffin Carlisle (1834–1910; Sec: March 
7, 1893 – March 5, 1897), who succeeded Foster, gave notice that issue of 
Treasury gold certificates should be suspended because of the lack of a gold 
supply. This action was seen as conforming with the Law of 1882. However, it was 
a public announcement that, for the first time since the resumption of specie 
payments, the reserve against the legal tenders had fallen below the statutory 
minimum. 
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This action finally pushed the market into a panic crash-mode the first week of 
May 1893. Now, many speculated what would be the next move of the Treasury. 
This prompted the rumor mill to go into full action. The following week, there was 
some sort of panic rush to redeem the U.S. legal tender notes. Out of the 
$25,000,000 legal tenders redeemed in gold during March and April 1893, nearly 
$ 11,000,000 had been Treasury notes of 1890. Under one clause of the Law of 
1890, the Secretary was empowered to “redeem such notes in gold or silver coin 
at his discretion.” The rumor that ran down Wall Street on April 17 was that the 
Treasury would refuse any redemption of notes in gold, and instead, they would 
only pay out silver coin. Over the next three days, the dollar declined and 
confidence in the government honoring its gold notes drove the markets insane, 
including the foreign exchange market. The short-term money market soared, 
and it ran up to a panic rate of 15%. 
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The public could smell panic in the air. Fear that the Treasury was out of gold 
created a serious panic as confidence in the government simply began to 
collapse. There was constant disbelief in the credibility of the U.S. Treasury, both 
domestically and internationally. The financial situation in itself was exceptionally 
vulnerable, and people were now redeeming U.S. currency rather than a bank 
note.  

 

Meanwhile, there had been concerning issues in the corporate world going into 
the Panic of 1893. Some of the most powerful corporations began to show signs 
of distress. On February 20, 1893, the Philadelphia and Reading Railway 
Company, with a capital of $40 million and a debt of more than $125 million, 
went into bankruptcy. They had constructed a major terminal in Philadelphia. 
Then on the day many cited as the Panic on the 5th of May, the National 
Cordage Company, with $20 million in capital and $10 million in liabilities, also 
declared bankruptcy. Both shares had been the darlings of speculators. The 
Cordage Company failure is what undermined the structure of speculative 
credit. In January 1893, National Cordage stock had advanced 12%, fetching 
$147 per share. Within just 16 weeks, the share price fell below $10 in a 
spectacular collapse during the first week of May 1893, taking the entire market 
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down with it. This set off a domino effect causing a rapid withdrawal of cash 
reserves from the city banks in New York. 

The previous Panics of 1873 and 1884 were still fresh in the minds of many. Many 
depositors in banks had lost their entire savings through bank failures. With 
confidence even in the U.S. Treasury going to default, this merely led to a 
contagion that spread to the banking sector. When the depositors of Midwest 
banks demanded cash, and such banks had an immediate reserve a cash fund 
amounting to only 6% of their deposits, it followed that the Eastern “reserve 
agents” would be drawn upon in enormous sums. 

 

The New York banks came under particular strain. During the month of June 
1893, the cash reserves of banks in New York City decreased by nearly $20 million 
followed by another $20 million the following month as the market was plunging 
to new lows. In the closing days of June, the New York money rate on call 
advanced to 74% exceeding the Panic of 1882 and 1890. As far as time loans 
were concerned, they were just denied. 
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We have seen that the 
inflation of credit, during 1892, 
had been heaviest by far in 
the Midwest. The early 
withdrawals by depositors in 
the country banks were only a 
slight indication of what was to 
follow. In July, this Western 
panic had reached a stage 
that seemed to foreshadow 
general bankruptcy. Two 
classes of Midwest institutions 
went down immediately — the 
weaker savings banks, which 
in that section were largely 
joint-stock enterprises, and a 
series of private banks, 
distributed in various provincial 
towns, which had fostered 
speculation through the use of 
their combined deposits by 
the men who controlled the 
banks. 

The day before the final low, 
the 25th of July 1893, the Erie 
Railroad failed, the powerful 
Milwaukee Bank suspended, 
and the New York Stock 
Exchange governors seriously 
discussed a repetition of the 
radical move of November 
1873, when the exchange 
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simply shut down. The very 
hopelessness of the situation made 
the future look very black. 

In not a few instances, country banks 
were forced to suspend at a 
moment when their own cash 
reserves were on their way to them 
from depository centers. Around 158 
national banks failed in 1893, but 153 
were in the West and South. How 
widespread the destruction was 
among other Midwest banking 
institutions may be judged from the 
fact that the season’s record of 
suspensions comprised 172 State 
banks, 177 private banks, 47 savings-
banks, 13 loan and trust companies, 
and 16 mortgage companies. The 
ruin resulting in the seaboard cities 
from the Panic of 1893 was 
undoubtedly less severe than that of 
some 20 years before. Therefore, the 
Panic of 1893 was truly the first major 
Panic to hit the West coast. 

What sent the market crashing that 
day was a large sell order of 
Northwest and St Paul Railroad at 
the market. The St Paul shares 
dropped sharply and the rumor on 
the floor was this had been a major 
liquidation that was connected with 
the Milwaukee Bank failure. 
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As the Wall Street Journal reported that day, cash on the floor had reached a 
10% premium intraday. By the end of the day, as things calmed down a bit, cash 
was offered at 6%, and then the price fell to a 3% premium. It clearly was a wild 
trading day to say the least. 

 

There was the proposal that the clearinghouse in Philadelphia should borrow $10 
million in London and $10 million in Paris and lend it to the U.S. government to 
be used only for necessity to prevent bankruptcy. The state of affairs of the 
government were now being reported daily. The gold coin in the Treasury was 
about $186 million compared to $334 million in silver dollars. 

As the market careened into the low on July 26, 1893, the dollar was also 
dropping against sterling. Sterling exchange declined far below the normal gold-
import point, which also ensured gold would flow only out of the United States, 
not capital inflows. Effectively, the bar against credit was so complete that 
operations in exchange, even for the import of foreign specie, was 
impracticable. Banks with impaired reserves would not lend even on the 
collateral of drafts on London. 

The inaction of Congress to act, banks simply had no cash even to pay out. This 
crisis reached the level of a national general insolvency. The U.S. economy was 
so cash poor that it was being reduced to an almost state of barter. Companies 
could not pay workers. Many large employers of labor were actually making 
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plans in 1893 to issue a currency of their own known as scrip as was being done 
in the clearinghouses. The scrip would be redeemable when the banks had 
resumed cash payments.  

At that moment in time on July 26, 
1893, three New York banks combined 
to take out $3 to $4 million more of 
clearinghouse loan certificates. This 
credit fund was entirely used to 
facilitate gold imports. There were 
many New York City banks refusing to 
cash depositors’ checks for lack of 
currency. Now money-brokers were 
advertising in the daily papers that 
they would pay in certified bank 
checks a premium for currency of 4%. 
In other words, certified bank checks 
were now trading at a discount to 
cash. Interestingly enough, once the 
premium for cash rose to 4%, suddenly 
many banks were willing to cash checks. Cash was indeed KING! 

The extreme shortage of cash once again led to the issue of clearinghouse loan 
certificates, which appeared from 12 clearing houses in the nation as took place 

back in 1873. This time the 
denominations were beginning to 
be reduced and they would 
substitute for money outside the 
exchange. In 1893, there were 
about $68 million in these 
certificates issued by 12 houses. 

Interestingly enough, in Australia, 
there was a similar crisis with private 
companies issuing scrip in 1893. 
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During early July 1893, the New York banks were still shipping every week as 
much as $11,000,000 cash to these Western institutions where the real crisis had 
unfolded. As the Wall Street Journal reported on the 27th of July, after the low, 
everyone believed stocks were cheap, “but the scarcity of money has stood in 
the way of large buying.” Indeed, at such bottoms, it is the shorts who get 
trapped and are forced to buy to cover their positions, which typically creates 
the low. Likewise, it is not the shorts who make it collapse; it is the lack of bids 
that force prices to gap lower as the majority are long and desperately try to 
sell. 

The Panic came to an end on July 26th, 
1893. The record of commercial business 
failures alone in 1893 were three times 
as numerous as those of 1873 because 
of the severe shortage of cash. The 
aggregate liabilities involved were also 
about 50% greater than the Panic of 1873. The Panic of 1873 resulted in nine 
failures out of 1,000, whereas this rose to 13 out of 1,000 during the Panic of 1893.  

In 1892, there were about $6 million silver dollars coined. In 1893, this dropped to 
about just $1.4 million. It was now painfully obvious that the Silver Democrats' 
policies in overvaluing silver were driving the nation into bankruptcy. 



The Rise of the Silver Democrats & 16:1 Ratio 

90 
 

 

Ironically, in 1893 there was a great celebration of the World's Fair Columbian 
Exposition held in Chicago in 1893 to celebrate the 400th anniversary of 
Christopher Columbus's arrival in the New World in 1492. The Treasury even 
minted commemorative quarters and half dollars depicting the only foreign 
monarch to ever appear on an American coin – Queen Isabella of Spain. The 
half dollar bore the image of Christopher Columbus. Dedication ceremonies for 
the fair were held on October 21st, 1892, but the fairgrounds were not opened 
to the public until May 1st, 1893. The fair continued until October 30th, 1893. On 
October 9, 1893, the day designated as Chicago Day, the record was reached 
with 751,026 people attending. 

 



The Rise of the Silver Democrats & 16:1 Ratio 

91 
 

Grover Cleveland (1837-1908) was one of the 
few presidents to serve two terms that were 
not consecutive. Cleveland was both the 
22nd (1885-89) and 24th (1893-97) President 
of the United States. Cleveland was sort of like 
Trump insofar as he was not well-liked among 
his fellow politicians. In fact, he was known as 
the Democratic “clean” government 
candidate to oppose James G. Blaine in 1884. 
He was also dubbed the enemy of the 
“machine politics.” 

Cleveland remained an independent force in 
politics, and he angered many Democrats for 
declining to stuff the government as they had 

been doing 
under the 
practice known as the Spoils System, which had 
been instituted by Andrew Jackson and 
became the hated symbol of corruption. 

Cleveland was a fiscal conservative yet within a 
fiscally radical Democratic party, which was 
very odd. In his Second Annual Message of 
December 1886, he stated: 

“When more of the people’s sustenance is exacted 
through the form of taxation than is necessary to meet 
the just obligations of government and expenses of its 
economical administration, such exaction becomes 
ruthless extortion and a violation of the fundamental 
principles of a free government.”  
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Cleveland lost the election in 1888. 
He had campaigned on a lower 
tariff. He won the popular vote but 
lost the electoral college to 
Benjamin Harrison. Harrison signed off 
on the expansion of silver purchases 
in 1890, which created the entire 
financial crisis.  

When he won the election in 1892, 
he stepped into the mess of the Silver 
Democrats taking office in March 
1893 just prior to the Panic. The 
Democratic Party stood on the old 
inflation platform supported by the 
miners and farmers in the West. It was 
the West where the crisis was most 
acute for people would often not 
want any silver dollars whatsoever. 
The Democrats had overvalued silver 
relative to gold by taking 72 cents 
worth of silver and calling it $1. But 
the free market price of silver would 
even decline at times to 50 cents. 
This persistent policy that Cleveland 
inherited led to the near collapse 
and bankruptcy of the U.S. 
government. Cleveland moved to 
repeal the Sherman Silver Purchase 
Act and restore sound money. He 
called a special session of Congress 
on August 8, 1893, calling for the Act's repeal. This angered the Silver Democrats 
to no end. 
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(A special session of Congress on August 8th, 1893) 

After Cleveland repealed the Sherman Silver Purchase Act, he turned to the 
protectionism he regarded as a major factor contributing to the Long Economic 
Depression of the 19th century. Cleveland 
sought to reverse the impact of the 
McKinley tariff. The Wilson-Gorman Tariff Act 
was introduced by in the House in 
December 1893, where it passed 
implementing moderate downward 
revisions in the tariff. When the bill reached 
the Senate, the Democrats, led by Arthur 
Pue Gorman (1839–1906), demanded even 
more protection. The bill passed the Senate 
with more than 600 amendments, which 
gutted the reforms. It was the Sugar Trust 
championed by Gorman which paid bribes 
for changes that would force the consumer 
to pay even more. The corruption was just 
unbelievable. 
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Cleveland was defeated by Gorman on the tariff issue and allowed it to 
become law without his 
signature. This turned the 
Democratic Party against 
Cleveland as he was seen 
more or less as the Trump of 
the 19th century. Then the next 
year faced with the Pullman 
Strike of 1894. During the 
Panic of 1893, the Pullman 
Palace Car Company, which 
manufactured cars for the 
various railroad companies, 
cut wages in the face of a 
shortage of cash as demand 
for new passenger cars 
plummeted and the 

company's revenue declined sharply. The workers complained that wages had 
been cut but not rents at their company, housing, or other costs in the company 
town created by George Pullman (1831–
1897) who designed a model 
community. His refusal to lower his 
workers' cost in proportion led to the 
strike when Pullman refused to go to 
arbitration. 

Eugene Victor Debs (1855–1926) was an 
American socialist, political activist, trade 
unionist. The American Railway Union 
(ARU) called for a massive boycott 
against all trains that had ever 
purchased cars from Pullman. Debs was 
clearly seeking to further his Socialist 
agenda. 
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Debs’ strike was intended to shut 
down the national economy. It was 
nothing to do with striking against 
buying new cars from Pullman, but a 
strike that was now retroactive to 
punish the nation and all railroads for 
every buying anything from Pullman 
in the past. 

Debs virtually shut down all rail lines 
west of Detroit, calling to arms 
250,000 workers in 27 states who 
were being indoctrinated into 
Marxism without realizing what they 
were doing. Marx had published his 
“Communist Manifesto” in 1848.  

Debs was unable to muster support 
from the railroad brotherhoods or 
the American Federation of Labor 
(AFL). Both opposed the Debs 
boycott, and the General 
Managers' Association of the railroads coordinated the opposition. 

Debs was unmoved by the violence and sabotage 
that he inspired, which caused more than $80 million 
in damages. The federal government intervened and 
Cleveland had little choice. The government first 
obtained an injunction against the strike on the theory 
that the strikers had obstructed the U.S. mail carried 
on Pullman cars. President Cleveland sent the United 
States Army to enforce the injunction when Debs and 
his ARU refused to honor the court order. The entrance 
of the Army was enough to break the strike. However, 
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30 strikers were killed during the strike, 13 of them in Chicago, and thousands 
were blacklisted thereafter. 

Debs was arrested along with Rogers, Elliott, Keliher, Hogan, Burns, and Goodwin, 
who were the seven ARU officers. Debs was found guilty of contempt of court 
for violating the injunction and sent to federal prison. Debs was represented by 
Clarence Darrow (1857–1938), who became a famous American lawyer from this 
incident. Debs appeals to the Supreme Court, and they decided in the case, In 
re Debs 158 U.S. 564 (1895), that the federal government had the right to issue 
the injunction. 

 

Congress sat on its hands and refused to give the authority to replenish the gold 
reserves, only cascading the economy steering it into serious constraints. The first 
march upon Washington emerged 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 (1882–1945) New Deal and 
became the Works Progress Administration (WPA) in 1935. Coxley set out for 
Washington on March 25th, 1894, 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 and pretended it 
had nothing to do with his march. 

http://s3.amazonaws.com/armstrongeconomics-wp/2013/03/coxey-his-army.jpg
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Nevertheless, it was this event that became “The Wizard of Oz,” for Lyman Frank 
Baum (1856-1919) 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.  

Coxley had hoped to persuade Congress 
to authorize a vast public works program 
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. What was inspiring this 
movement was the drastic severe 
shortage in money within the economy 

thanks to the hoarding of gold and the arbitrage that led to gold exports and 
silver imports. 

http://s3.amazonaws.com/armstrongeconomics-wp/2012/11/yellowbrickroad.jpg
http://s3.amazonaws.com/armstrongeconomics-wp/2012/11/yellowbrickroad.jpg
http://s3.amazonaws.com/armstrongeconomics-wp/2013/11/Baum-3.jpg
http://s3.amazonaws.com/armstrongeconomics-wp/2012/11/yellowbrickroad.jpg
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This birth of international intercontinental capital flows in modern times first 
appeared with the South Sea and Mississippi Bubbles in 1720 that created the 
first major speculative bubble post-Dark Age after the famous Dutch Tulip Bubble 
of 1637, which had attracted capital from all over Europe. The downside of a 
precious metals monetary standard became clear with the events of the late 
19th century. Silver had been demonetized in Europe and overvalued in the 
United States. Savvy traders in London could easily exploit this difference. They 
could buy silver well below U.S. values, export it to the U.S., swap it for gold, ship 
it to London, and buy silver cheap and return. They could make at least 50%, 
and at times up to doubling their money on this arbitrage. 

Suddenly, the domestic policy decision in one country could alter the 
international capital flows globally. Capital moved and the idea that politicians 
could actively manage the economy at will by regulation was demonstrated in 
the 19th century to be incorrect. Nevertheless, Keynesian economics has 
continued and fails to recognize that we are all connected; no single nation 
can move opposite of the global trend. 
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The impact of net capital movement 
was clearly not understood, and they 
believed in protectionism at least 
acknowledging there was international 
trade. The politicians responded first with 
the Interstate Commerce Act of 1887 
(ch. 104, 24 Stat. 379) regulating 
commerce to control domestic 
movement of capital. Next came the 
Sherman Anti-Trust Act (Sherman Act, 
July 2, 1890, ch. 647, 26 Stat. 209, 15 
U.S.C. §§ 1–7). The Act failed to 
understand that merging small railroads 
into larger more efficient corporations 
lowered the cost to the consumer and 
allowed for commerce to expand within 
the nation instead of a train having to 
stop at every small company and 
negotiate a fee for passage. Instead, 
they looked at this solely from a worker’s 
standpoint and the more companies meant more jobs. 

The act was enacted in tandem with the McKinley Tariff of 1890. William McKinley 
(1843-1901), an Ohio Republican and chairman of the House Ways and Means 
Committee, worked with John Sherman (1823-1900), the senior Republican 
Senator from Ohio, to create a package that could both pass the Senate and 
receive the President’s approval. This was immediately followed by the core 
legislation that set-in motion the Panic of 1893. 

While Cleveland was able to repeal the Sherman Silver Purchase Act, his failure 
on the Tariff issue and then the rise of socialism with the Pullman Strike prevented 
the nation from really recovering while the Democrats were in open war against 
Cleveland personally. Still, the Silver Democrats attempted to introduce 
legislation to restore the Sherman Silver Purchase Act. Richard P. Bland, Charles 
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F. Crisp, Henry Moore Teller, Davis 
Hanson Waite, Joseph C. 
Blackburn, Edward Oliver Wolcott, 
John Tyler Morgan, and William 
Morris Stewart were all advocates 
of Free Silver. The Wall Street 
Journal reported on February 20th, 
1895, that Wolcott had submitted 
another resolution to restore Free 

Silver.  

Cleveland could not be seen now turning to Wall 
Street, given the hostility from his own party. 
Instead, Cleveland turned to the Rothschilds in 
London. The Rothschilds turned in London to J.P. 
Morgan and Company, who then agreed to 
participate only if J.P. Morgan (1837-1913) 
handled the American end with the Rothschilds 
representative at that time who was August 
Belmont Jr. (1853-1924). 

Belmont and Morgan met at the U.S. 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. 

At this time, Morgan's correspondence revealed 
his contempt for European opinion, his distrust of 
politicians and Jewish bankers, 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 
1895. 
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The Silver Democrats clearly knew nothing about what 
they had done. A bunch of absolute idiots were 
destined to destroy the entire U.S. economy because of 
their political favors to the silver miners and farmers. The 
cabinet informed Morgan and Belmont that they now 
rejected their proposal for a bond issue to raise gold. 

Morgan and Belmont hopped on trains 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 
is said to have replied: “I have come down to see the 

president, and I am going to stay here until I see him." (Allen, Great Pierpont 
Morgan, 90). 

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. J.P. 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 Morgan, “What suggestions 
have you to make, Mr. Morgan?" (Satterlee, J. Pierpont Morgan, 289); (Chernow, 
The House of Morgan, 75). 

J.P. Morgan replied to Cleveland that the 
combination of Morgan and Rothschild firms in 
New York and London would put together 3.5 
million ounces of gold with at least half corning 
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 temporarily, no 
gold would leave the United States in the foreign 
exchange markets. 
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The proposal was bold indeed. It was certainly worthy today of 25 years in jail. 
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. 
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Cleveland realized the nation was on the brink of 
bankruptcy. He still sought to get Congress to enact 
a public bond offering to raise Gold. However, the 
Silver Democrats fought and block it. Nevertheless, 
Cleveland knew that if they failed for political 
reasons, he would have no choice but to turn to Wall 
street. Congress defeated the bill to allow the U.S. 
Treasury to sell long-term bonds to the public. On 
February 20, 1895, the bond sale in London sold out 
in two hours. In New York, they were sold out in just 
22 minutes. Senator Roger Q. Mills (1832–1911) of 
Texas vowed to introduce legislation to repeal all laws regarding the bond issue 
and prohibit the Treasury from issuing bonds. The Silver Democrats were willing to 
see the nation default rather than return to a gold standard. 

 

News broke about the Morgan-Rothschild operation the following day. The 
conspiracy theorists used this rise in demand for bonds to argue that they had 
cheated the government, when in fact capital was rejoicing that the unsound 
finance was over finally. They sold the bonds at 104, and they rose to 119 on the 
open market. Now the uproar expanded to include anti-Semitism because 
Rothschild was involved.  
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The Silver Democrats were not apologetic. There was nothing anyone could say 
that would persuade them that their policies were bankrupting the country. The 
insisted on silver to flood the economy and saw gold as evil. They would 
dominate the Democratic party into 1900. 



The Rise of the Silver Democrats & 16:1 Ratio 

105 
 

The public opinion of Congress 
perhaps collapsed to its lowest 
point. The magazine Judge on 
March 2nd, 1895, remarked on 
the recess of Congress: “Thank 
Goodness!” 

J.P. saved the nation, but the 
Silver Democrats painted him as 
a profiteer. They even accused 
him of being a profiteer when he 
had in 1892 arranged for the 
merger of Edison General 
Electric and Thomson-Houston 
Electric Company creating 
General Electric.  

He had suffered the arrows of 
every possible sort when the 
politicians refused to yield and 

were destroying the country with their silver madness. Morgan's view of politicians 
was certainly well founded. They will never listen and will lash out at any person 
who dares to criticize them while they line their pockets from special interests. 
Even when the end was in their face, they still would not yield. They sought to 
reject the rest of the world and insist on overvaluing silver. 

The conspiracy theories against Morgan instigated by the Silver Democrats 
would stick with him his whole life. They turned it into a class struggle of rich v 
poor. Ironically, Morgan was not interested in money. J.P. lamented over his duty 
he felt that he owed to his country, and more than anyone else, he aided the 
shift in power from London to New York that would end up making the U.S. the 
financial capital of the world. Because of the Silver Democrats' position and their 
constant hatred of the gold standard, capital remained uneasy, and thus it was 
quick to take flight on any comment.  
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The financial crisis that became 
the Panic of 1896 was precipitated 
by the defiant Silver Democrats 
who were determined to eliminate 
the gold standard. William 
Jennings Bryan (1860-1925) 
became their candidate as the 
Democratic Party rejected 
Cleveland and his entire 
administration and polices. No 
matter what, the Silver Democrats 

rejected the entire world and the idea of international capital flows. Bryan at the 
National Democratic Convention (Chicago, July 2nd, 1896), delivered his defiant 
Cross of Gold speech against Cleveland: 
”You shall not press down upon the brow 
of labor this crown of thorns. You shall not 
crucify mankind upon a cross of gold.”  

Nevertheless, through it all, President 
Grover Cleveland’s independence 
historically marked him as perhaps one of 
the only men with integrity to ever 
occupy the office of president of the 
United States. He stood up against his own 
party in defense of the nation.  

Cleveland's agrarian and mining enemies 
seized control of the Democratic party in 
1896, and this only fueled the decline in 
the share market. They went as far as to 
repudiate Cleveland’s administration and 
the gold standard. Cleveland declined a nomination in a new Third Party known 
as the Gold Democrats who also rejected the tariffs.  
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William Jennings Bryan’s Cross of Gold speech 
had seriously undermined the financial 
markets. The US share market plunged 
following Bryan’s speech into the final low for 
the Depress on August 8th, 1896. Bryan has 
unsettled the markets internationally as the 
world looked at the United States and the 
insanity of the Silver Democrats and their 
rejection of the gold standard. 

Judge magazine put Bryan on the cover in 
September 1896 and called him the 
“Sacrilegious Candidate” stating that “[n]o 
man drags into the dust the most sacred 
symbols of the Christian world is fit to be 
president of the United States.”  
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The Republicans nominated William McKinley (1843-
1901) who beat Bryan with a popular vote of 51.0% 
to 46.7%. Refusing to comprehend what their policies 
had done, the farmers and miners again nominated 
Bryan in 1900 when he lost once more. It wasn’t until 
1904 when the Gold Democrats regained control of 
the Democratic Party.  

In 1900, the gold dollar was declared the standard 
unit of account, and a gold reserve for government 
issued paper notes was established. Legal Tender 

notes, National Currency Notes, silver certificates, and silver dollars continued to 
be issued. 

Nevertheless, the resentment of the Silver Democrats was relentless. On 
September 6, 1901, McKinley was assassinated by Leon Frank Czolgosz (1873–
1901) and died September 14, 1901. Czolgosz, when in his mid-teens, worked in 
a glass factory in Pennsylvania. Around 1890, he found employment at the 
Cleveland Rolling Mill Company.  With the Panic of 1893, the factory closed for 
some time and was forced to reduce wages in the economic decline. The 
workers went on strike, and Czolgosz was simply out of work.  

 

Czolgosz failed to understand the dynamics of the economy or the Silver 
Democrats' impact driving the nation to virtual bankruptcy. He was driven to see 
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the gold standard as the benefit of the rich against the poor working man. 
Czolgosz joined a workingman's socialist club, the Knights of the Golden Eagle. 
He moved on to a more radical socialist group known as the Sila Club, where 
he became interested in anarchism and violence as a solution. 

Czolgosz believed there was a great injustice in American society, an inequality 
of wealth that Marx argued should be eradicated in his “Communist Manifesto.” 
He adopted the view that economic declines were caused by the wealthy 
enriching themselves by exploiting the poor. He came to believe that the solution 
was to change the structure of government itself. On July 29, 1900, King Umberto 
I of Italy had been assassinated by anarchist Gaetano Bresci, who told the press 
that he had decided to take matters into his own hands for the sake of the 
common man. 

 

This period became known as the Long Depression 
(1873-1896). It gave rise to socialism as many people 
embraced Karl Marx (1818-1883) and saw this as a 
battle of classes that had nothing to do with the cause. 
Marx looked at the value of anything that was 
effectively zero for it was the labor that transformed a 
commodity or a manufactured product into an item of 
value. Marx attributed nothing to ideas, only brute labor. 
In this manner, Marx set in motion this entire wave of 
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socialism where idea, ingenuity, and capital were all seen as evil. This would even 
become the theme of a play toward the end of the century. 

As the Long Depression (1873-1896) ground down the economy and 
unemployment began to rise, civil unrest rose, and the fight became one who 
supported inflation against those who demanded money should be a store of 
wealth that produced austerity.  
 
During the latter part of the 19th century, the use of 
silver and a return to the bimetallic standard were 
recurrent political issues. This epic battle between silver 
and gold became monumental. By 1887, the aftermath 
of the death of Karl Marx in 1883 set off the real wave 
of anti-capitalism. Marxism was used to resist the 
Industrial Revolution as many saw this as destroying the 
agricultural-based society. 
 
The Silver Democrats and their Free Silver Movement 
virtually bankrupted the United States. In the process, 
they imposed absurd tariffs and engaged in Protectionism.  By 1890, John 

Sherman (1823-1900) led the 
charge against the consolidation 
of small railroads into large 
national lines and thus 
championed the Sherman Anti-
Trust Act. He saw the Railroad Era's 
industrialists Robber Barons, and 
he demonized in particular John 
D. Rockefeller (1839-1937) and his 
Standard Oil Company by calling 

it an unfair monopoly. He promoted the theory of a monopoly that could charge 
whatever it demanded. Of course, such a theory was just sophistry for no 
company could price it beyond the value affordable by the public.  The irony 
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was that the silver miners were arguing for a monopoly by using the law to force 
the U.S. government to buy silver and coin it into dollars far beyond its actual 
metal content. That was a true monopoly. 
 
The Sherman Anti-Trust Act was used to break up the Standard Oil Company, 
the American Tobacco Company, and several other large firms, not to mention 
AT&T in our lifetime. At the same time, government imposes tariffs and protection 
schemes to prevent free market competition. The ultimate cost of that is always 
paid by the consumer with higher prices, precisely what the Sherman Anti-Trust 
Act laws were intended to prevent. Monopoly is ok when government is paid to 
implement protectionism. 

Furthermore, the decline in commodity prices resulting from deflation also led to 
the rise in protectionism, for at the same time, Congress enacted the Tariff Act 

of 1890, which became commonly 
known as the McKinley Tariff. The name 
of this protectionism act is taken from its 
sponsor Congressman William McKinley, 
who later became president. The 
McKinley Tariff became law on October 
1, 1890, and raised the average duty on 
imports to almost 50% in a futile attempt 
to protect domestic industries from 
foreign competition. The Republicans, at 
that time, were all about trying to protect 
their constituents who lobbied for 
Protectionism. The Democrats opposed 
this Act.  
 
The third piece of legislation also pushed 

through Congress in 1890 was the notorious Sherman Silver Purchase Act, a U.S. 
federal law enacted on July 14, 1890 to overvalue silver by legal monopoly. 
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There was a rising trend of emerging complaints from farmers' and miners' that 
they could not pay their loans as deflation expanded. Indeed, this is exactly the 
same crisis in Europe. As nations joined the euro, their past debts were converted 
to euros, and then the euro doubled in value. Suddenly, in real terms, they owed 
twice as much. The same trend emerged where money rose in purchasing power 
with deflation against assets, but that also increased the past debt of the farmers 

and miners. Their 
argument was to the 
Free Silver Movement, 
which failed to 
produce the desired 
result precisely as more 
than ten years of 
Quantitative Easing by 
the European Central 
Bank (ECB) failed to 
produce inflation or an 

economic recovery. The Free Silver Movement led to the migration of gold from 
the United States to Europe, which led to also domestic hoarding of gold and 
deflation. 

The epic battle between silver 
and gold led to the lowest point 
in American history regarding the 
overvaluation of silver. There was 
no question; the Free Silver 
Movement's entire theory was 
the 19th century failed 
Quantitative Easing, which 
resulted in the historic low in the 
Wholesale Price Index Post-Civil 
War. 
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The Silver/Gold Ratio 

Overview  

 

hen King Croesus of Lydia first introduced the bimetallic monetary 
system, he struck gold staters relative to silver at a ratio of 10:1. As war 
emerged with the Persians, the ratio moved to 12:1, showing that 

nothing can be fixed. While the silver/gold ratio has been 8:1 to 12:1 in ancient 
times, as things progressed and mines became more readily available, the ratio 
expanded. The ratio has always been dependent upon the supply at various 
points in history, which has never been consistent. 

 

W 
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The silver/gold ratio fluctuated wildly in modern times. It rose to over 100:1 in 
1941 for World War II, and the 5-cent nickel coin was replaced with silver, 
reflecting that silver had little use for industrial purposes. Nickel simply became 
more useful and hence valuable. So, anyone who has promoted silver using the 
16:1 ratio set by the Silver Democrats virtually bankrupted the nation claiming 
that the ideal ratio is highly dangerous. There is ABSOLUTELY no level on the ratio 
where we can fix the value between these two metals. 

 

We can see on the chart above covering this ratio between 1560 and 1990, that 
there have been wide fluctuations. The silver/gold ratio rose for 11 years after 
1980 when it bottomed at 16.50:1. During those 11 years, the ratio rallied up to 
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102.07:1. The ratio declined for 20 years into the low at 31.85 in 2011 when gold 
and silver peaked.  

 

We have so far elected four Yearly Bullish Reversals on this ratio from the 2011 
low to the end of 2019. That indeed warned that this ratio would continue to rise 
into 2020. Nevertheless, this ratio peaked 123.28 on March 18, 2020, during the 
financial crash in equities. The ratio peaked three days before the low of the 
Crash of 2020, actually warning that flight to “quality” being gold started to 
back-off before the final low. 

We can see that 2020 has been indeed a Panic Cycle Year, which produced a 
wild outside reversal to the downside. The Uptrend Line from the 1980 low on the 
ratio to the 1998 low, which was the year before the gold low in 1999, produced 
the initial channel to the upside with the parallel from the 1986 high. That channel 
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was 12419 to 7161, whereas the price action has been 12328 down to 6943. We 
have penetrated the bottom of this channel, whereby the high was still within 
the boundary. 

 

We can see that 2020 was both a Panic Cycle and a Directional Change. Yet, 
we also have a Directional Change in 2021, followed by a turning point in 2022, 
rising volatility in 2023, and an important turning point in 2024 with yet another 
Directional Change. There is a reasonable assumption, similar to the rally into 
1980, that the 2024 turning point may also produce a high in the metals with 
silver gaining over gold on the ratio. 

The Yearly Bearish Reversal lies at 6910. Therefore, the collapse in this ratio 
dropping so far in 2020 to 6943 was a move to test the first Yearly Bearish 
Reversal. We have two Yearly Bearish Reversals at 6760 and 6722. A year-end 
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closing below both of these numbers would point to a panic to the downside, 
where the next support would lie at 4578. 

 

We have elected two Quarterly Bearish Reversals from the 2020 high of 12328. 
This suggests that 2020 will remain as the high, and eventually, we may indeed 
see the low going into 2024. Our next Quarterly Bearish Reversal lies at 6783, 
followed by 5578. Electing these two Quarterly Bearish Reversals will also warn of 
a low going into 2024. 

Here too, the ratio crashed, holding the breakout channel from the 2011 low. 
Obviously, from a technical perspective, breaking beneath this channel and 
closing below it would signal that we should expect an overall decline in this 
ratio going into 2024. 

Our most extreme target for 2024, believe it or not, is 8:1 retesting the ancient 
ratio with the more moderate target being 19.8:1 using our yearly models. Our 
Quarterly model provides a projection of 16:1 by 2024. 
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It looks like then fun and games begin in 2021. We can see that the volatility 
rises. The gold promoters who constantly bash the dollar and call for 
hyperinflation will be responsible for its demise, but that old scenario is just 
sophistry. The money supply in 1980 was 1.596 trillion, according to the Fed M2. 
It now stands at 18.786 trillion as of September 2020. If gold actually kept up with 
the money supply, it should be over $15,000. Clearly, that repetitive forecast has 
never been right, and instead, it has led many investors to lose their shirt and 
pants. 

The world economy has never collapsed from the core. It has always collapsed 
from the peripheral economies and moves inward. This was the case for the 
decline and fall of the Roman Empire, and it certainly was the case during the 
Great Depression. As all of Asia, South America, and most of Europe defaults on 
their debts or at least suspended debt payments indefinitely, the U.S. had 
benefited as the supplier of food and the #1 arms dealer, but it was also the 
safe harbor for capital. 
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The capital flows poured into the United States as nations were defaulting. In his 
memoirs, President Herbert Hoover warned that capital “behaved like a loose 
cannon on the deck of the world in a tempest-tossed era.” Capital was rushing 
from one currency to the next and finally poured into the United States, driving 
the dollar to record highs. 

Indeed, it was that high in 
the dollar, which sparked 
Roosevelt to confiscate gold 
to enable him to do two 
things. First, he wished to 
devalue the dollar to 
improve trade exactly as 
they did at the Plaza Accord 
in 1985, forming the G5. 
Secondly, he adopted the 
Soviet Union's monetary 
system, which outlawed 
gold for domestic use but 
produced gold coins for external trade. Roosevelt was a Progressive and was 
adopting Marx's theories, as was Lenin's case in Russia. 
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Therefore, the precious metals could still see a rough, choppy period in 2021 into 
2022, depending on the dollar's performance. Nonetheless, the sharp rise in the 
precious metals may truly unfold between 2022 going into 2024. Hence, there 
can be a bounce in the ratio into 2021. If we see a monthly closing back above 
the 79.43 level, the main resistance will stand at 93.05. We would need a 2020 
year-end closing below 69.10 to suggest a continued decline into 2021. A 2020 
closing above 84.15 will warn that we should expect a bounce before this ratio 
drops in the years ahead. 


