
Boston 
National Bank Shakeout of 1898 

National banking in Boston was severely overcapitalized by the 1890s. There were simply too many 

banks with too much banking capital chasing too few sound borrowers. The result was low interest rates, 

mediocre bank profits, and a tendency for bankers to make speculative loans on subprime ventures. 

According to Knowles (1986, p. 79), a primary push to remedy this problem came from Boston=s 
savings bankers who had invested heavily in the city=s national banks in the form of deposits and stock 

ownership, and thus were suffering subpar returns. Beginning in 1897, they solicited the private investment 

firm Kidder, Peabody and Company to develop and implement a remedy, a task Kidder Peabody carried 

out with zeal and dispatch using a corporate consolidation strategy that was prevalent in the railroad industry 

and other major corporate enterprises during that era. 

The essence of the strategy was to eliminate competition, reduce total bank capital, consolidate the 

remaining bank capital into a few strong hands, and thus provide the community and its business sphere 

with a few strong banks that could make large loans to emerging huge corporations at very favorable interest 

rates. The interest rates extracted from the smaller businesses also would rise because their needs would 

have to compete with the more secure loans tendered to the large borrowers. The incentive to make marginal 

loans would all but vanish. The higher interest rates, and smaller default rates, would materially improve 

the profitability of the remaining banks. 

The idea was that loaning a smaller total capital at higher interest rates yielded as much profit as 

lending a large amount at lower interest. The leftover capital could be invested elsewhere to good effect as 

well. 

There could be only a few winners in this strategy. As the plan was put into effect, the managements 

of the winning banks often had interlocking directorships and stockholders, and those same people often 

had directorships in the investment firms that were carrying out the merges, such as Kidder Peabody, and 

in the major corporations to which they were loaning money. It was a purely capitalistic scheme patterned 

after the models employed by the cutthroat captains of industry of the era. As an example, the consolidations 

in the railroad industry during the late 1800s were similar. 

Chapter O4 
by 
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Figure 1. The ten banks represented by the other proofs shown here were merged to create 

The National Shawmut Bank, charter 5515. This was the bank that emerged from the 

consolidation of the others at the end of 1898. 
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The banks and bankers to be swallowed were given plenty of incentives for going along. Not the 

least of these was that key officers were given cushy jobs in the new enterprise. Shareholders were offered 

more than the prevailing market value for their stock. The surplus capital of the banks that was to be 

liberated from the banking system was thus profitably paid out to the shareholders, so they could invest 

those surpluses in new ventures outside banking. Greed would grease the wheels. 

Kidder Peabody put together a syndicate of underwriters, none the least including Kidder Peabody 

itself and J. P. Morgan and Company of New York, and other major players of the times. The agreement 

with the savings bankers was that they would sell their shares to the syndicate, and the syndicate would 

tender attractive offers for the remaining outstanding shares of the targeted banks until controlling interests 

in each could be secured. Once the syndicate owned a controlling interest, a meeting of the directors of the 

target bank was held, a vote to liquidate was called, and the assets of the bank were folded into the syndicate. 

Required was a new bank, capitalized at a substantially lower total capital than the banks being 

liquidated, that could accept these assets, and continue on as a lean and profitable enterprise. The settlement 

with the savings bankers came in the form of ownership in the new bank and payout to them of their share 

of the surplus capital that was liberated. 

The first volley would be directed against ten of Boston=s oldest national banks, all of which had 

begun as state banks before the national bank era began in 1863. They were: Boston National, Columbian 

National, Hamilton National, Howard National, Market National, National of North America, National 

Eagle, National Revere, North National and Shawmut National. 

Once liquidated, the surviving banking assets were placed in a newly organized successor called 

The National Shawmut Bank, presided over by James P. Stearns, formerly head of the Shawmut National. 

The merger occurred swiftly. The signing of an agreement between the savings bankers and Kidder 

Peabody to carry out the plan was held on September 21, 1898. The National Shawmut was organized 

November 12. It opened November 26th, a Saturday, under charter 5155. The vote to liquidate the Shawmut 

National was taken November 25th. By the end of December, the job of the ten mergers was done. 

The initial capital of the new Shawmut bank was $3 million, compared to $8.5 million for its ten 

predecessors. The capital didn’t stay at this figure for long, but was increased at a rate commensurate with 

maximizing profits. 

The other bankers in town were not sitting still during all of this. Merger mania spread, most notably 

to the First, Merchants, Eliot and Atlantic national banks. Each gobbled up other competitors. The First was 

the most aggressive as shown on Table 1, with the irony being that the directorships of the Shawmut and 

First were interlocked! 

As time wore on, the Shawmut continued to take over other banks, eventually swallowing another 

ten national banks before the end of the large note era. Some of the later mergers involved banks that had 

already digested other competitors such as the Elliot. 

The overall statistics for the Boston national banks during the note issuing period are remarkable. 

A total of 84 national banks were organized during this period. Eight failed, so aren’t in the equation of this 

article, leaving 76. 

Of the 76, two liquidated before 1898, including The Kidder National Gold Bank in 1872 and The 

Eleventh Ward National Bank in 1878. Of the remaining 74, only six survived through 1935. One of the 

survivors was the strong regional National Rockland Bank of Roxbury, charter 615; the others were the big 

five downtown banks. 

Fifteen other banks simply closed up their affairs and liquidated, many being driven into the ground 

by the big five and the strong regional National Rockland Bank of Roxbury. The remaining 53 banks exited 

through the mergers. And we haven=t even considered the fate of state banks operating in Boston during 

this era! 

Your national banking choices in Boston were quite limited going into the small note era. 

Competition had indeed been tamped down so you could enjoy higher fees and higher interest rates on 

loans. All was well from the perspective of the stockholders in the remaining giant banks. Those banks 

were so strong, they could work with their interlocked corporate and investment banking partners to finance 

some of America’s greatest corporations. Think big, think AT&T that had a pipeline into the National 
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Shawmut bank from the inceptions of both! 

No small size notes were issued from The National Shawmut Bank, although it was still going 

strong during the small note era. The bankers had sold the bonds they had used to back their circulation 

around 1920-1. 

Of the six Boston banks organized before 1920 that survived into 1935, only three issued 1929 

notes. The First National Bank of Boston (200) and The Atlantic National Bank (643) issued type 1s, and 

The Webster and Atlas National Bank (1527) issued both types. 

The first ten banks that were merged into The National Shawmut Bank in 1898 were issuing Series 

of 1882 notes, mostly $5s. Consequently, I selected Series of 1882 proofs to illustrate this piece, with 

preference given to the $5s. I think you will agree that they comprise a spectacular looking set, with the 

capstone being a $5 from The National Shawmut Bank, that was the bank that came out of the merger. 

Sources of Data 
Knowles, Asa S., 1986, Shawmut, 150 years of banking, 1863-1986: Houghton Mifflin Company, Boston, MA, 517 p. 

Van Belkum, Louis, 1968, National banks of the note issuing period: Hewitt Brothers Numismatic Publications, Chicago, IL, 400 

p. 

This chapter is from The Encyclopedia of U. S. National Bank Notes published jointly by the National Currency 

Foundation (www.nationalcurrencyfoundation.com) and Society of Paper Money Collectors (www.spmc.org). 
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