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ALABAMA
a four-part article

A Brief History of the Bank of the
State of Alabama

by BOB COCHRAN

BACKGROUND

What is now Alabama was originally a part of the Missis-
sippi Territory. The first bank chartered in the territory
was the Bank of the Mississippi, in Natchez. The bank had
been founded in 1809, and was very successful; the only
time specie payments were suspended was during the
War of 1812, in order to keep the "hard money" out of
the hands of the invading British.

Mississippi became a state in 1817, leaving what was to
become Alabama as a separate territory. There were
three banks chartered in the Alabama Territory—The
Planters and Mechanics Bank (later the Planters and Mer-
chants Bank) of Huntsville, chartered in 1816; the
Tombeckbee Bank of St. Stephens, chartered in February
1818; and the Bank of Mobile, chartered in November
of 1818.

THE FIRST ATTEMPT TO ESTABLISH
A STATE BANK

w HEN Alabama became a state on December 14, 1819,
the constitution provided that the state could become
involved in a banking business that would benefit the

citizens of the state. When the first legislature convened, they
were certainly aware of the success of the Mississippi bank, and
they figured that all they had to do was to pass the right laws and
there would be plenty of money for everyone in the new state.
On December 21, 1820, a law was passed authorizing the Bank
of the State of Alabama.

As an example for their proposed bank the legislature used
the second Bank of the United States. The U.S. government
owned one-fourth of the stock in this once profitable bank, and
the dividends paid to the other stockholders had been quite
large. The Alabama lawmakers proposed a bank with a capital
of $2 million, of which $800,000 would be reserved for the
state. The remainder was to be subscribed by the citizens. The
original subscriptions offered totaled $500,000, which had to be
paid for in gold or silver coin. This last requirement killed the
bank before it ever opened, because there was probably not that
much specie available in the whole state at the time.

Another nail in the coffin of this proposed bank involved the
three existing banks, and state politics. The banks chartered
during the territorial period were not doing well at this time; their
currency was heavily discounted, and they wanted the state to

take over their responsibilities. LeRoy Pope, president of the
Planters and Merchants Bank of Huntsville, thought that if he
could influence the new State Bank it would be able to render fi-
nancial support to his troubled bank. He backed one Henry
Chambers from North Alabama as a candidate for Governor.
The Governor in office was Israel Pickens; he had been presi-
dent of the Tombeckbee Bank and had also served as an officer
of the Bank of Mobile. He saw through Pope's scheme and de-
feated Chambers in the election. Once re-elected, he discour-
aged the formation of a state bank.

THE SECOND ATTEMPT TO ESTABLISH
A STATE BANK

The citizens of Alabama were determined to have their own
bank, and the legislature passed another law on December 20,
1823, Remembering the problem with the initial attempt (lack of
hard money), the legislators devised a plan to develop invest-
ment potential and issue circulating notes. The capital of this
new bank was to be provided by the State, from the following
sources:

1. Sale and rents of University lands. The state had set aside
land for a University, and the legislature decided that investing
the funds of the University in stock of the State bank would be a
good idea.

2. Funds on hand from the sale of 1,620 acres of land which
had been donated to the state by Congress; the land was to
have been used to establish a seat of government for the state.

3. Proceeds from the lease of certain salt springs, and all
other public moneys which might come into possession of
the state.

4. Sale of state bonds. These bonds, which were not to ex-
ceed $100,000 in amount, were to be redeemable in 10 years,
and would pay not more than 6% interest. The Governor and
five commissioners (later three) would be responsible for issuing
these bonds.

THE PRESIDENT AND DIRECTORS OF THE
BANK OF THE STATE OF ALABAMA

With this as an official name, the bank began operations in
Cahawba, the state capital at the time. State funds were trans-
ferred to the bank as described above. Over the years, several
branches were established: each time the state issued bonds to
secure operating capital for the new banks. The chronology of
the branches, as well as the bond issues, is as follows:
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December 20, 1823 	  $ 100,000
January 23. 1828  	 100,000
January 21, 1832 (branch at Montgomery) 	 300,000
November 16, 1832 (branch at Decatur) 	  1,000,000
December 4, 1832 (branch at Mobile) 	  2,000,000
December 12, 1832 (increase capital at

Montgomery)  	 500,000
January 10, 1835 (branch at Huntsville)  	 500,000
January 9, 1836 (increase capital at

Huntsville)  	 500,000
January 9, 1836 (increase capital at Mobile) . 	 1,000,000
January 9, 1836 (increase capital at

Montgomery)  	 500,000
June 30, 1837 (enable bank to resume specie

payments) 	  5,000,000
December 23, 1837 (further aid to banks) 	  2,500,000

The bonds issued varied as to conditions. Some were payable at
the discretion of the state, others had a term of 20 years, and
some had a term of 30 years. In addition to the bond issues,
$1,300,000 in proceeds from the sale of lands donated by Con-
gress for schools was paid to the bank, and $500,000 received
from the sale of additional university land was invested in stock
of the bank.

OPERATIONS OF THE BANK OF THE
STATE OF ALABAMA

The bank was empowered to deal in real and personal prop-
erty, do a general banking business, and to issue circulating
notes. The amount of circulating notes to be issued was left to
the discretion of the president and directors of the bank. Notes
were issued by the parent and branch banks in denominations
ranging from 6 1/4 cents to $1000. The fractional notes were re-
deemable when presented in sums of $5 or more.

The president and 13 directors were elected annually by the
state legislature. A quorum to conduct business consisted of the
president and five directors. They had the power to appoint and
remove the cashier and other officers, but they were not allowed
to endorse notes for each other, any bank officers. or any out-
side parties. The officers and directors were required to post
bonds to guarantee the performance of their duties, and they
were prohibited from betting at any "gaming table such as cards,
dice, billiards, or any table known as ABC or EO, or any faro
bank. or any other table of like description ." The total personal
indebtedness of the officers and directors to the bank was limited
to $10,000 at each of the banks; the Mobile branch was appar-
ently more liberal, where the limit was $20,000.

The statement of the central bank at Tuscaloosa in 1826
shows that the bank was in sound condition after three years of
operation:

Capital 	  $253,000
Notes in circulation 	  273,000
Deposits 	  164,000
Notes discounted 	  449,000
Cash on hand (includes $141,000 in specie) 	 250,000

MANAGEMENT OF THE BANK

The biggest problem that contributed to the eventual failure of
the Bank of the State of Alabama was the process by which its of-
ficers and directors were chosen. The members of the state legisla-
ture elected them annually, and by the time all of the branches
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were established this amounted to between 60 and 70 persons.
The members of the legislature were quick to realize that this
offered them enormous power in getting elected and re-elected.
The bank's charter required the loans from the bank to be dis-
tributed among the existing counties in the state, and the legisla-
tors became the channel through which loans were secured by
their constituents.

The positions of officers and directors of the various banks
were eventually sought by all kinds of individuals hoping to
further their own purposes. They promised to give the members
of the legislature advantageous discounts on loans in order to
get elected to the position of director. The legislators, in turn,
often sold their votes to the highest bidders, in order to pass
along bank favors to influential constituents. They were the sub-
ject of much "preferential treatment" by candidates for director;
in one instance when an election of bank directors was up-
coming, one of the members of the House of Representatives
died. As was the custom, the other members wore a black arm-
band for 30 days. This "badge" signified a person who was to be
accorded great hospitality by the candidates. One man de-
scribed as a "backwoodsman" visiting Tuscaloosa noticed this,
put a black band on his arm, and was treated royally for several
days before his deception was discovered.

The candidates with the best chance of being elected were
those not afraid to make broad promises. One man who oper-
ated a hotel in Tuscaloosa believed that if he was a director of
the State Bank it would greatly enhance the business of his
hotel. He was elected and his business boomed. His actions
were copied by the other hotel-keepers in town, and soon five
innkeepers were directors of the central bank in Tuscaloosa;
according to a paper read before the Alabama Bankers' Associa-
tion in 1891, these men often "controlled with absolute and
imperious sway the destiny of the bank."

This group was dubbed the "Culinary Sanhedrin" (an obvi-
ously derogatory comment of their abilities, as a literal transla-
tion is "cook's court"). On one occasion, these five men were in
a majority present at a meeting of the board of directors. The
president of the bank, John Tindall, was known for his quiet
humor. A large number of bills were presented for discount, and
were approved by one or another of the five. A small note was
presented, and no one seemed to know who the maker was.
The note was about to be rejected, when Tindall looked curious-
ly in turn at the five hotel-keepers and remarked "This man must
have camped out last night."

The directors, put in the position of placating their legislative
sponsors, were also virtually forced to discount the notes of per-
sons recommended by these legislators. In 1832 one such indi-
vidual received discounts amounting to $24,000 on fictitious
notes. When the fraud was discovered he escaped to Texas, but
repaid the money in 1839.

Business in the state prospered until 1837. Up to that time
money for investment and speculation was available. Cotton
was bringing good prices in Europe, and the value of land in-
creased. However, the practices of the bank's directors and the
legislature did not go unnoticed. Several laws were passed
limiting the amount of loans to directors and legislators, but they
were just as quickly annulled by other laws.

THE PANIC OF 1837

The United States had been importing great quantities of
materials from England in the 1830s. As of January 1, 1837,
the balance of trade with England reflected a deficit of over $130
million. Most of the imports had been purchased on credit.



Paper Money Whole No. 139

When the Bank of England was forced to lower its gold reserve
in April, 1836, English creditors began to call in their outstand-
ing obligations in the United States.

Beginning in 1836, the price of cotton in Europe, primarily
England, had dropped disastrously, seriously affecting banks in
Mississippi. There were several banks in that state that had been
speculating in cotton, and the second Bank of the United States
had been active as well. By March of 1837 several banking
houses in New Orleans were in trouble. The crisis reached New
York, resulting in over 100 failures and losses exceeding $15
million.

As seen in the table earlier, the State of Alabama averted a ca-
tastrophe by issuing bonds in the amount of $7.5 million in
order to keep the Bank of the State of Alabama and its branches
open. By 1841 the tales of fraud within the State Bank had be-
come so widespread that a bill was introduced in the legislature
calling for an investigation into the affairs of the bank. A special
joint committee of the House and Senate was formed, and a
special act of the legislature gave this committee full access to
the records of the bank.

The members of the committee from the House of Repre-
sentatives reported that they had "discovered the existence of a
disgraceful league to plunder the banks and swindle the people
of the State. Men in high office, members of the legislature, and
bank directors are supposedly to be implicated. With all these
facts before them the Senate has seen fit to dissolve their portion
of the committee. This renders it impossible for us to act effi-
ciently and we therefore tender our resignation." The full report
of the joint committee, along with supporting records, was
turned over to the Governor and given by him to the Secretary
of State for secrecy. The report was supposedly destroyed in a
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fire in the Capitol building in 1849. Knox states "This was a
confession that men were involved of too great power in the
State to be safely punished by ordinary methods."

END OF THE BANK
The branches of the Bank of the State of Alabama were

ordered closed by the legislature in 1842-1843. The charter of
the parent bank expired on January 1, 1845 and it was placed
in liquidation. As seen in the table earlier, the closing of the bank
left the State of Alabama with a debt of $14 million for the bonds
it had issued to capitalize the banks; the interest on these bonds
amounted to almost $17 million before they were liquidated. (It
is interesting to recall that the original plan for raising capital for
the bank was a bond issue "not to exceed $100,000" — in four-
teen years and three days the state had exceeded this amount
by a mere $13,900,000.) The State was also required to pay
annual interest on the property of the university and schools
which the bank had absorbed.

Even though the losses by the state from the Bank "experi-
ment" amounted to some $35 million, the citizens of Alabama
did benefit from it in one way. For a period of approximately ten
years, the bank paid for the expenses of the state government:
consequently, the citizens paid virtually no taxes during that
time. Knox estimated the amount of taxes saved by the citizens
of Alabama to be approximately $40 million during the period.
so he felt that the people did receive some compensation for the
expenditures. In 1848 a large number of the bonds used to fi-
nance the State Bank were coming due, and the legislature re-
stored direct taxes so that the state could meet its financial obli-
gations. The books on the Bank of the State of Alabama were
finally closed in 1868.

Part 2

Newly Discovered Proofs and Notes from
the Huntsville Branch of the Bank of the

State of Alabama

T w0 unlisted denominations of notes issued by the Hunts-
ville branch of the Bank of the State of Alabama have
been recently "discovered." They are the $1 and $100

denominations.
The $1 denomination, along with several other notes issued

by the bank, resides in the Eric P. Newman Collection in St.
Louis. They were made known to the author by Gene Hessler;
the illustrations of the $1 proof and issued note, the $5 issued
note, and the $10 issued note that accompany this article are
made available through the courtesy of Mr. Newman and Mr.
Hessler. These notes are perhaps being seen by the collecting
public for the first time.

The $100 denomination is a proof of a post note, payable at
the Bank of Louisiana in New Orleans.

As related by Steven Whitfield in his article "Present Home
Town, Huntsville, Alabama," the Huntsville branch of the Bank
of the State of Alabama was organized in early 1835. A commit-
tee was formed by the bank to secure a permanent home, and a

Greek revival structure was built on the west side of the Court-
house Square in Huntsville.

The new building was occupied by the Huntsville branch of
the Bank of the State of Alabama in 1840. As detailed by Knox,
the branches were closed by the state legislative session of
1842-1843; the final settlement affairs of the Huntsville branch
were not completed until 1857.

The main reason for the rarity of surviving notes of the Bank
of the State of Alabama and its branches was the Act of January
25, 1845 passed by the state legislature requiring the directors of
the various banks to destroy all of their redeemed bills, along
with all of the unissued notes in their possession. The following
list contains the denominations of surviving proof and issued
notes from the Huntsville branch of the Bank of the State of
Alabama, as compiled by the author:

$1 —proof, issued note; $5 — proof, uncut sheet (proof),
issued note; $10 —proof, issued note; $20 —proof;
$100 — proof.
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