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The paper money issued by North Carolina and the
other colonies in the 17th and 18th Centuries was unique in
that it was the first time that a nonmetallic money was
issued as a legal tender by a western government.

The colonists did not look on the emission of paper
money as a fiscal experiment, but rather saw it as a solution
to the problems of the moment. Always with the solutions
came successively more complex problems which were dealt
with using the same pragmatic approach. Through the
process of trial and error the colonists tried to make each
new solution fit each new problem. The paper money
emissions of North Carolina were a result of this practical
approach to problems.

It is necessary to examine the conditions in North
Carolina prior to 1712 that set the stage for the first
emissions of paper money. In 1709 Rev. William Gordon
wrote of North Carolina, "In this as in all other parts of the
province, there is no money; every one buys and pays with
their comodities, of which corn, pork, pitch, and tar are the
chief." This trade in commodities or "country pay" was
used in North Carolina because the mercantilist policies of
Great Britain had drained all metallic specie from the
colony with an unfavorable balance of trade that had to be
made good with hard currency. Any metallic currency that
came into the colony from other overseas trading was
hoarded by merchants to use in their foreign transactions.

Paper Money

Since "country pay" was the medium of exchange used
most in the colony, the legislature made it legal. It
periodically issued lists of legal tender commodities and
their official trading values.

These rated commodities failed to act as a satisfactory
medium of exchange for several reasons. The most
important reason for the failure was that the value of the
commodities fluctuated greatly with the quality of the
commodity and the constantly changing market prices.
Also large transactions were almost impossible due to the
sheer bulk of most barter money, the commodities
depreciated rapidly in relation to sterling, and they were
subject to damage and deterioration. Despite these

Above: 20 shilling note issued
under act of October 19,
1722. Right: 10 issue of the
March 1, 1734(5) act.
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deficiencies, commodities continued to be used for lack of
a better medium.

A second condition in North Carolina that led to
emission of paper currency was the precarious state of its
budget. Each year the total collections made in the colony
would barely cover the expenses. As a result there was no
money left over for public works or emergencies if they
arose. Such an emergency came about in 1711 when the
Tuscarora Indians launched their war to drive the white
men from their lands.

In order to meet the expenses of the Tuscarora War the
colonial assembly voted to issue £4000 of paper currency
to finance the war. The notes bore interest, although how
much is not known, and they were to be redeemed at stated
times out of taxes collected specifically for that purpose.
The notes were made legal tender "for all payments". The
Lords Proprietors, because of this clause, had to take the
bills of credit in payment for quitrents and fees. They
complained that they suffered financial inconvenience by
taking the notes, but "it was answered that they were to
defray the Expense of the War to save their Lordships
Country from a great danger, and which they had nothing
contributed to defend".

The assembly promised to redeem all of these bills by a
sinking fund which would call them all in and put an end to
paper money in North Carolina. To this end the "Publick
Faith was pawn'd". However, it was soon apparent how
much the legislature valued its promise. The taxes to sink
the bills were lessened and new issues were voted.

The pledge of public faith was broken in 1713 when a
new emission of £ 8000 was issued to meet the continuing
expenses arising from the Tuscarora War. Thus the issue of
1712 was not redeemed as promised, and the debt
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represented by the bills was tripled in size. This breach of
promise by the assembly caused the people to distrust
paper money so that the issues of 1712 and 1713 quickly
depreciated about forty percent.

The emission of 1713 was made along the same terms as
the one before except that the bills were made legal tender
only for those things for which commodities were
receivable. This provision was probably made so the Lords
Proprietors would not have to accept them in payment. The
bills bore interest and were to be redeemed by a tax for
that purpose.

In 1715 a third issue of 24,000 was ordered. Of this
amount £ 12,000 was to be used to retire the issues of
1712 and 1713, the rest was to be applied to the public
debt. The holders of the old notes had until March 25,
1716, to exchange their bills for the new issue because after
that date the old notes would "be of no value". Two years'
interest was paid on the old notes at the time of their
exchange. The interest was, of course, paid in the new
paper.

The Currency Act of 1715 made this emission legal
tender "for any of the rated Commodities of the Country
or other Money allowing fifty percent between the same
and sterling". This clause made the paper money equal in
value to the barter currency of the colony. This depreciated
value was about what the 1712 and 1713 issues were
passing for. Since the bills had their value by grace of a
legislative proclamation, it came to be called Proclamation
Money. The act went on to make it a crime to refuse to
accept the paper in payment, and the legislators were
forbidden to speak publicly against the bills. Finally, it was
made a crime to counterfeit the bills with a conviction
punishable by death.

No time was set for the redemption of this issue, and it
bore no interest. Later that year the assembly passed an act
that pledged to issue no more bills of credit and to levy a
tax of £2000 per year until the new issue was retired. This
second pledge of public faith was not well taken, and so the
issue depreciated rapidly. In 1717 it was reported to be
circulating at "a vast discount".

The tax provided to retire the emission of 1715 was
collected for a few years, and many bills were redeemed.
Then in 1722, "the Faith was afterwards broke in upon,"
and the poll tax to sink the bills was reduced from 15
shillings to 5 shillings. At that time there were still £
12,000 outstanding. The same year the assembly voted to

issue £12,000 in new bills to exchange for the outstanding
notes which were said to be torn and defaced. These bills
had their values proclaimed to be legal tender at fifty
percent advance on sterling in all transactions in which
specie was not required. The bills were to be redeemed by a
poll tax, but the legislature "usually ordered them to be
pay'd-out again". It seems to have been the intention of
the assembly not to cancel any of the notes.

The last issue of paper currency in North Carolina under
the Lords Proprietors came in 1729. It has been said that
this emission was brought about by the inflationists in the
assembly who, realizing that the government was about to
change, used the opportunity to issue a large amount of
bills of credit.
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All the photographs in this article were taken from Eric P. Newman's
book, The Early Paper Money of America.

Left: Indented handwritten Bill of Credit for the value of Three
Pounds, issued under the November 27, 1729 ACT. Below: Twenty
Shilling Lawful Money Bill, without legal tender status, authorized on
March 1, 1735.
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The act passed on November 27, 1729, called for the
emission of the sum of £40,000 paper bills of credit. The
sum of £ 10,000 was appropriated to exchange as much of
the old currency as possible ( £ 2000 of which being then
supposed to be lost) and the other £30,000 was let out on
land security for 15 years at the rate of 6s 4d percent
interest; with one-fifteenth part of the principal to be sunk
as the payments were made so the whole would be sunk in
15 years. The money was to be divided among the counties
in proportion to the population and loaned out to the
residents who offered their land as security. The land had
to be worth twice as much as the amount borrowed.

Thus was established a land backed currency. This
system had been tried previously in several other colonies
with some success, However in North Carolina the issue
quickly depreciated so that by 1731, the rate of exchange
was seven or eight for one sterling.

The reason for this depreciation was that shortly after
the royal governor arrived he let it be known that the issue
was illegal since the act was passed after the colony came
under royal rule. The assembly argued that "the Laws made
in 1729 are not Void or at least ought to remain in force till
his Majesty's Pleasure be known thereon". As a result of
their legal status being uncertain, the value of the bills
quickly depreciated. The legislature's argument was backed
up by the fact that the bills were already in circulation.
Since there was no practical way to call them in, they were
allowed to remain in use. Another reason for the rapid
depreciation was that frauds were committed in assigning
values to the lands mortgaged. Many times lands were
mortgaged that were worth less than the loan. The
knowledge of this fraud, which left the currency with less
backing than it should have had, caused further lack of
confidence in the bills.

At the 1734 session of the assembly, Governor Johnston
called attention to the large amount of counterfeit bills in
circulation. Although Johnston's instructions forbade him
to approve new issues of paper, he allowed an act to
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exchange the old bills for new. To rid the colony of
counterfeits was the outward reason for a new emission,
but in truth there were other more important reasons. First,
there was no other way to pay the quitrents and fees due
the Crown, and second, the colony had fallen behind in
redeeming the 1729 issue. The payments due under the law
of 1729, could be postponed by changing the law.

To remedy these problems the Act of April 30, 1734,
called for "All money then due by virtue of the Act in
1729 as well as what should become annually so should be
let out at Interest of 6 percent [per] annu: (the Principal to
be kept entire) for the space of Ten years at which time the
£ 40,000 Act Expired". A subsequent act called for an

additional £ 2500 to defray the costs of printing. This act,
which was passed in 1735, was the first time a printing fee
had been needed as before this issue all bills had been hand
written by persons employed by the colony. The 1735 act
went on to call for £ 10,000 of bills of credit to pay "the
Debts of the Province". These bills of credit were to be
sunk by a poll tax of 5s and a duty on imported liquor.
Thus the laws of 1734 and 1735 provided North Carolina
with a debt of £ 52,500.

Except for the £ 10,000 in bills of credit, the acts made
no provision for the bills to pass as legal tender, thus
skirting the King's instructions. Also the bills had no fixed
values. The assembly was to set the official values yearly in
accordance with their depreciation. And, since the bills
were to be re-issued as they were redeemed, the entire
emission would come due at once. It was hardly likely that
the legislature would be able to redeem such a large amount
of bills at one time, so the acts of 1734 and 1735 made new
issues almost certain.

These issues, like the ones before, depreciated greatly. In
1739 the legislature set "The Exchange at a 1000 per ct."
That is to say that the new issue had depreciated to
one-tenth of its face value.

In 1744, one year before the 1735 issue came due, the
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Right: This new Three
Pounds Bill of Credit,
issued under the April 4,
1748 Act. Old bills could
be redeemed for new at
the rate of 71/2 to 1.

governor called on the legislature to provide for the public
debt. The assembly drafted a bill to emit a new issue of
paper, but this bill was vetoed by the council largely
because a clause in the act called for their salaries to be paid
in the new paper. Later the same year a similar bill was
rejected for similar reasons. Finally, in 1745, a bill was
passed levying a tax to sink the bills, but this tax did not
accomplish its purpose due to corrupt and inefficient
administration.

By 1747 nothing had been done about the debt. The
public was ready for a new emission of paper money
because the old was so depreciated that it was almost
worthless. Also the Spanish had sent out expeditions from
St. Augustine which had plundered along the coast. Paper
money was seen as a way to finance forts for protection
against the Spanish. The Act of April 4, 1748, which the
governor approved despite his instructions, provided for all
current bills to be redeemed at a rate of 7 1/2 old currency
for 1 new. The act also set £ 6000 aside for construction of
four forts. The rest of the £ 21,350 issue was to go for
paying the public debts. The new issue was made legal
tender at new proclamation rates of three-fourths the value
of sterling. The tax law of 1745 was repealed, and a new
law, which outlawed payments in commodities, was passed.
Thus the law of 1748 left the public debt unpaid, but it had
been greatly reduced by devaluation.

North Carolina had not redeemed any of the notes
issued between 1712 and 1748 with the exception of a few
cancelled between 1715 and 1722. The debt that the notes
represented had been cut by 86 percent of its original value
by inflation and devaluation.

The early paper money experiment in North Carolina
had not provided a stable means of exchange, and thus it
failed. There are many reasons for the failure, all of which
are at least partially responsible. Some of the reasons that
the bills depreciated are that the taxes to redeem them were
too far in the future, interest was sometimes not provided
to the holders, and the sums issued exceeded the sums paid
in to the colony each year in taxes. Other reasons are that
the currency was not regulated according to the value of
the metal which was declared to be standard, in some cases
the issuing authority was not clear, and there was no plan

for converting the bills to a standard metal. Finally, the
colony made no efforts to gain the public's confidence in
its paper money. For these reasons the bills were subject to
the instability which made them unsuitable for commerce.

The results of the early currency experiment in North
Carolina showed that restraint and sound governmental
policies were necessary in order to obtain a stable medium
of exchange.
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