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An 1833 Treatise on Banks of Issue
Borrowed By Senator Warren S. Henderson

22nd District

Sarasota County, Fla.

Many of the readers of PAPER MONEY are collectors of notes
of the "broken bank" period and may well enjoy the remarks
which follow, being the observations of one William M. Gouge.
As was the case in many books of the period, the lengthy
title of his work reads "A Short History of Paper Money
and Banking in the United States including an account of
Provincial and Continental Paper Money. To which is pre-
fixed an inquiry into the principles of the system, with con-
siderations of its effects on morals and happiness. The whole
intended as a plain exposition of the way in which paper
money and money corporations, affect the interests of different
portions of the Community. Printed by T. W. Vstick,
Philadelphia, 1833."

Mr. Gouge was an outspoken critic of the paper money
system. His criticisms were shared by many others, leading,
nearly thirty years later, to the Acts which spelled an end
to the custom and replaced control by the several States with
Federal regulation.

The following paragraphs from Chapter 17 of his fascinating
book explain one serious deficiency in bank formations in
the first half of the last century:

When the uninitiated hear of Banks having capitals of
500,000 or of 1,000,000 dollars, they suppose that these
institutions had at their commencement, or some time
after, real money to this amount. It is a very natural
supposition; but not a true one. The Banks create
their own capitals in the same manner that they create
the money they lend to the people.

The usual method of proceeding is as follows:

An act is passed by the Legislature to authorize the
establishment of a Bank, and certain persons, called
Commissioners, are appointed to receive subscriptions.
It is provided in the act that the amount subscribed shall
be paid in instalments of five or ten dollars in specie,
or the notes of specie-paying Banks, and that after one
or two instalments shall have been paid in, the Bank
shall commence operations.

The first instalment, which we shall suppose to be
five dollars on a share, enables the Bank to purchase
desks and a counter, and to pay for engraving and
printing its notes. It has then the necessary apparatus
for commencing operations, and has, perhaps, a specie
fund in reserve of three or four dollars for each share
of stock, to meet contingencies.

It then begins to discount notes and circulate paper.
The spare cash of those who have dealings with it, are
deposited in its vaults. This fund enables it to extend
its operations. As the Bank notes will serve the purposes
of trade in the neighborhood, the specie is sent to distant
places to procure commodities. This leaves open a new
channel for the circulation of paper: and the Bank
increases the amount of its issues. Then comes the time
for paYing the second, third, or fourth instalment. The
Bank makes a call on the stockholders. Some of them
hypothecate their stock, that is, pledge it to the Bank,

and with the means obtained from the Bank itself pay in
their proportion. Others have obtained the means by
discounts of accommodation notes, without any hypothe-
cation of stock. Some few pay in real money: but they
generally pay in the notes of the Bank itself, or of
similar institutions.

It is by this kind of hocus-pocus that Bank capitals
are formed. After the first instalment is paid, the Bank
by its own operations, facilitates the paying of the others.

The Bank of Pennsylvania and that of the United
States have more pretensions than most others to solidity
of capital. It was provided in their charters, that a
portion of their instalments should be paid in Govern-
ment stock. This is not a convenient form for loanable
capital, which, it might be supposed, is what Banks
should possess. But the peculiar profits of Banks are
derived from credit and circulation, and they want no
more real capital of any kind than is necessary to sup-
port their credit.

It is difficult to say in what the capitals of the other
Banks ever consisted, unless it be in what it consists at
present	 in the promissory notes of individuals. Now,
the Banks did not obtain these promissory notes by
lending real money of their own, for they had it not
to lend. They obtained these promissory notes of the
stockholders, by giving in exchange for them the promis-
sory notes of the Bank. Thus Bank capitals are formed
by exchanging one kind of promises to pay for another
kind of promises to pay.

This mode of forming Bank capitals, with the stock
notes of the subscribers, is not peculiar to Banks of the
second and third order. The Banks of the most approved
standing have formed their capitals in the same way.

The nominal capital of the old Bank of the United
States, was ten millions of dollars. One-fifth part of
this, or two millions of dollars, was subscribed by the
National Government; but the National Government
having no money to pay its subscription, professed to
borrow from the Bank. And the Bank having no money
to lend, passed a credit of two millions in its books to the
Government on which it paid six per cent. The Govern-
ment, in its turn, received the dividends on 5,000 shares
of stock of 400 dollars each at par value.

The residue of the capital, or eight millions, was sub-
scribed by individuals, and was to be paid, three-fourths
in six per cent. stock, and one-fourth in species, in
four six-monthly instalments of five hundred thousand
dollars each. "No more," says Dr. Erick Bollman, "or
little more than the first instalment, can ever be con-
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Thomas C. Bain, Dr. Julian Blanchard, Ben Douglas,
Fred R. Marckhoff, J. Roy Pennell. Jr. and Melvin 0.
Warns were elected to the Board of Governors, replac-
ing those whose two-year terms had expired.

The winners of the Douglas Awards for the best
articles submitted in the past year by others than officers
and board members were:

1. Ten dollar gold piece to Edward R. Barnsley for
his article "The Treasury of North America."

2. A five dollar gold piece to Richard A. Banyai for
his article "Monetary Reform and Recovery of
Post-War Germany 1945-55."

Ellis Edlow, Chairman of our By-Laws Committee, re-
ported on the Society's new by-laws and they were
adopted unanimously.

Fred Marckhoff reported that much progress has been
made on the Wismer List. He stated that the Nebraska
list was ready for publication. Negotiations are being
conducted to find a publisher for these lists.

Mike Brownlee generously contributed a number of
Texas notes that were given away as prizes at the
banquet,

Several special awards were made by President Bain.
William P. Donlon was given an award for his contribu-
tion to paper money collectors. Former Secretary
George W. Wait was given an award for the great serv-
ice he has rendered to the Society. An award was also
made to Mrs. Elizabeth Smart, Mr. Bain's secretary, for
her service to our Society. Thanks were expressed to
Miss Barbara Mueller for her excellent work as editor
of PAPER MONEY. Thanks were also given to Hirsh
Schwartz and his committee for the excellent meeting
arrangements.

After the banquet was over, the Board of Governors
held a meeting and elected new officers. George W.
Wait of Glen Ridge, New Jersey, was elected President.
Other officers elected were William P. Donlon, Vice
President; J. Roy Pennell, Jr., Secretary; James L.
Grebinger, Treasurer; and Miss Barbara Mueller, Editor.
The Board also approved the use of the capital letters
SPMC to refer to our Society in an abbreviated form.
Thanks and appreciation were expressed to Glenn S.
Smedley for his service as Treasurer. Mr. Smedley ex-
pressed regrets that demands on his time were too great
for him to continue in that office.

J. ROY PENNELL, JR., Secretary
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sidered as having been received by the Bank actually
in hard money."'

The capital of the present Bank of the United States
was fixed by its charter at thirty-five millions, of which
Government subscribed seven; but Government having,
as in the former instance, no money, the Bank granted it
a credit to this amount.

The remaining twenty-eight millions of stock were
subscribed for by individuals. On each share of the
stock, they were, agreeably to the terms of charter, to
pay five dollars in gold or silver coin at the time of
subscribing; at the expiration of six months the further
sum of ten dollars: and at the expiration of twelve
months, the further sum of ten dollars. At each of those
three periods, twenty-five dollars more were to be. paid,
oh each share,, either in United States stock, or in gold
and silver coin; at the option of the subscribers.

No more or very little more, than the first instalment
of five dollars on each share, was paid in gold or silver
coin. The Directors, indeed, proceeded on the principle
that no more was necessary. "It is clear," says one of
them, "that having commenced business, and put its
paper in circulation, it (the Bank) could not enforce
the specie part of the second and third instalments of the
capital. in new acquisitions of specie. * 	 " " The Direc-

tors acted wisely in discounting the notes of the stock-
holders, payable in specie, sixty days after date, for
the payment of the second instalment."2

It is contended by the founders of these institutions,
that this mode of forming Bank stock, is perfectly cor-
rect. It is stock may be created to almost any amount.
The Bank risks nothing, and does not increase its cir-
culation; for the notes which it pays out at one counter
in discounting stock notes, are paid in at another counter
in subscriptions. The subscribers pay a certain sum to
the Bank as borrowers: but they receive back the same
amount as stockholders. The whole business, is nothing
but a paper transaction between the Bank and its stock-
holders.

Many of the present owners of stock have paid their
hundred dollars' worth of property, or perhaps given
an advance of twenty per cent for the shares they hold:
but what they paid, never went to form capitals of the
Banks. They paid it to the original subscribers or to
those who bought script from the original subscribers.

1 Paragraphs on Banks, Philadelphia, 1811. Dr. Bollman was
a zealous advocate for the renewal of the charter of the Bank.

2 "A Friendly Monitor," Philadelphia, published December
15. 1819, and re-published September 17, 1822.


