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A Brief History of

Free Banking in
Minnesota

by STEVE SCHROEDER

Minnesota Territory was established on March 3,
1849 and statehood followed on May 11, 1858.
During most of this short, territorial period Minne-
sotans opposed what is now called free banking—
banking accompanied by the issue of state bank
notes as currency. Free banking was never au-
thorized in Minnesota Territory and the area had to
use the currency of banks in other states. The first
state legislature authorized free banking in 1858,
but the system was an expensive failure until 1862.

B ANKING and currency did not go together in Minnesota
Territory. In 1849 and 1853 the public's attitude was
soured by fraudulent issues of the Bank of St. Croix and

the Merchants and Mechanics Bank of St. Anthony Falls. Two
legitimate banking firms, which proposed issuing currency,
found strong opposition from lawmakers and businessmen. In
1853 Richards, Clarke and Company opened a banking house
in St. Paul under the name Central American Bank. When they
issued bank notes local merchants condemned the bank's at-
tempt "to impose upon us an illegitimate and irresponsible
paper currency" (Patchin 128). In February 1854 the Central
American Bank closed. At about this time (January 1854) Bor-
up and Oaks announced that they would issue "certificates pay-
able in (bank notes) or in coin, or exchange on the east at cur-
rent rates." The legislature responded on March 4, 1854, by
making the certificates illegal.

The Democratic party controlled Minnesota during most of its
territorial history. The Democrats' attitude toward banks was ex-
pressed by Governor Gorman to the legislature n 1854: "No
law, creating a bank within this Territory for circulating a paper
currency, can receive my official sanction" (Patchin 129). There
were no wildcat banks in Minnesota territory, but there was only
one instance of a sound local currency. Since Minnesota did not
sanction banks it had no control over paper money and became
a haven for wildcat issues from other states. The illegal but
sound certificates of Borup and Oakes (who defied the 1854 law
until 1856) circulated with legal but doubtful notes from
Georgia, Maine and elsewhere beyond Minnesota's control.
When the legislature outlawed payments of debt with unau-
thorized currency in 1856 Borup and Oakes withdrew their
notes from circulation, reducing the supply of good paper
money in the territory.

The years from 1855 to 1857 were boom years for Minneso-
ta. New settlers came by the thousands, raising Minnesota's
population from 40,000 in 1855 to over 150,000 in 1857 and
filing claims on 5.2 million acres of government land. Real es-
tate values doubled and doubled again. Thirty private bankers
were in business in the territory earning profits by making loans
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and by discounting and redeeming out of state bank notes.
Since there was not enough gold and silver (specie) for com-
merce, Minnesotans depended on the currency of other states.
In the fall of 1857 there was a general financial panic, which
made Minnesota businessmen want a sound locally regulated
currency. The Democratic legislature and governor refused.
Bank failures across the nation and a shortage of specie caused
a money shortage, particularly on the frontier. On November 3,
1857, Ramsey County authorized and began issuing county
scrip. There were other city and county issues, none authorized
by the legislature. On January 29, 1858, the first state legisla-
ture authorized its own scrip. The Chicago Tribune is supposed
to have described Minnesota's money during this troubled time
as the "paradise of the feline tribe" including the wild cats of
Pennsylvania and Georgia along with the red dogs of Nebraska
and Indiana and the shinplasters of Michigan (Patchin
147-148).

Minnesota government was not effective in the late 1850s.
The legislators of 1857 and 1858 were schemers, not planners,
and their schemes showed a lack of character and judgment.
The first state legislature convened in December 1857, five
months before Congress and the President granted Minnesota
statehood. Since it did not have legal status to tax or to borrow,
it passed a law authorizing the issue of state scrip in January
1858. Over $180,000 was issued but no accounts were kept
until after statehood was granted. The quality of this legislature's
judgment is shown by two bills that passed near the end of the
session. As adjournment neared, the legislature found that it
had spent less than it would receive in taxes. It appropriated
$6,000 to itself for stationery. Since there was still money re-
maining, it appropriated the balance, $3,500, to itself for post-
age for all that stationery (Folwell II, 30-33).

Railroad development was an important Minnesota issue in
1858. In March the legislature approved a scheme called the
"Five Million Loan." This amendment to the state constitution
called for a "loan of public credit" to Minnesota's four railroad
companies for the construction of railroads. The amendment
was approved by the voters on April 15, 1858, and provided for
up to $5,000,000 in seven percent Minnesota State Railroad
Bonds backed by a pledge of the state's full faith and credit for
interest and principal. These bonds were to be issued to the rail-
roads in return for railroad bonds as the railroads built roads and
laid track. For each ten-mile section of road built $100,000 in
bonds were issued with another $100,000 to be issued when
rails were in place and in use (Folwell II 46). The Minnesota 7s,
as they were called, were to be sold in New York to provide cash
to the railroads for railroad construction. Railroad operating rev-
enues paid to the state would allow Minnesota to pay off the
Minnesota 7s.

Minnesota's railroad companies had no credit in 1858 and the
Five Million Loan was a scheme to create credit for them. In
1857 Congress had provided railroad land grants for Minneso-
ta. The legislature approved routes and land grants. Railroad
franchises were given to the St. Paul and Pacific Railroad, The
Transit Railroad Company, the Root River and Southern Min-
nesota Railroad Company, and the Minneapolis and Cedar
River Railroad Company. Money was tight in 1858, the firms
had no operating assets or credit history and they could not raise
money by selling their land grants because there was a surplus of
railroad land for sale farther to the east. The Five Million Loan
was a typical frontier scheme to do the impossible, but in this
case it failed. When these bonds were tied to the state banking
system they caused serious financial problems.
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The Five Million Loan was an amendment to the state consti-
tution. Minnesota statehood did not occur until May 11, 1858,
when the state constitution became law by Congressional ap-
proval. As a matter of fact, the constitution was amended before
it was approved. The legality of the loan was doubtful at best,
and for nearly a quarter of a century there was spirited public
debate about the wisdom and legality of this "loan of public
credit."

On June 3, 1858, Minnesota's first state governor, Henry H.
Sibley, said a few words about bankers in his opening address to
the first Minnesota state legislature. Governor Sibley, a Demo-
crat, urged great caution in designing banking laws for the state.
He was less than complimentary. "Banks are, at best, but a ne-
cessary evil," he said.' But Sibley and other Minnesota Demo-
crats were finally ready to bow to necessity. On July 26, 1858, a
carefully written law was passed. The statute contained forty-
five sections, twenty-four of which regulated currency. This act,
as originally passed, provided a system that might have worked
despite such weaknesses as a lack of reserve requirements on
deposits and failure to require that capital be paid in full in gold.
Unfortunately the law was fatally weakened by an amendment
nineteen days later allowing currency to be backed by the Min-
nesota Railroad Bonds.

The first 1858 Minnesota banking law authorized the issue of
paper money by Minnesota's state banks. The auditor was re-
sponsible for printing, accounting for, countersigning and issu-
ing notes to the individual banks. Each bank had different plates
and note designs varied widely. Denominations were $1, $2,
$3, $5, $10 and $20. Section 5 of the act provided:

Whenever any person or association of persons formed for
the purpose of banking under the provisions of this act shall
duly assign or transfer in trust to the Auditor of this state any
portion of the public stocks issued or to be issued by the
United States, or the stocks of any State of the United States,
on which full interest is semi-annually paid, said stocks to be
valued at a rate to be estimated and governed by the average
rate at which such stocks have been sold in the city of New
York, within the next six months preceding the time when
such stocks may be left on deposit with the Auditor of State,
such person or association of persons shall be entitled to re-
ceive from the Auditor, an amount of such circulating notes of
different denominations, registered and countersigned, equal
to and not exceeding the amount of public stocks assigned
and transferred as aforesaid. .. 2

The bank act was approved July 26, 1858. On August 14,
1858, an amendment was passed which changed this section of
the original act. The amendment may have been intended to
make the Minnesota Railroad Bonds more liquid, but instead it
undermined the banking system. The amendment is as follows:

Section 1. Section five of (the Act to authorize and regulate
the business of Banking, approved July 26, 1858) is hereby
amended so as to read as follows: Whenever any person .. .
shall duly assign or transfer in trust to the Auditor of this State,
any portion of the public stocks issued or to be issued by the
United States or the State of Minnesota, at their current
value, . such person or association of persons shall be enti-
tled to receive from the Auditor, an amount of such circulat-
ing notes of different denominations, registered and counter-
signed, equal to and not exceeding the amount of public
stock assigned and transferred as aforesaid . .. 3

The amendment to the banking law meant the railroads could
convert Minnesota 7s to cash by using state banks. The state
banks could pledge Minnesota 7s to the auditor and receive
state bank notes in return. In 1858 the auditor allowed the issue
of $1,000 of currency for each $1,000 bond, reducing the ratio

to 95% in 1859 ($950 in notes for $1,000 in bonds). If the Min-
nesota banking system had had enough capital all the bonds
might have been absorbed this way without the necessity of go-
ing to the New York markets at all. This was not the case, and
currency issues were excessive for several, thinly capitalized
banks. For example, the Exchange Bank of Glencoe with
$25,000 in capital, received $25,000 in bank notes in 1858 and
another $55,502 on May 17, 1859, for a total of $80,502 at its
maximum circulation. Currency backed by the railroad bonds
was attacked in the press and discounted by merchants and
bankers. To make matters worse, certain newspapers (especially
the Daily Minnesotian) urged that the railroad bonds be repudi-
ated. The market for the bonds was never good, and collapsed
when the railroad companies suspended construction in the
spring of 1859.

The state banking department was busy in the first year of the
bank act. The auditor's records show that thirty-four banks re-
corded articles of incorporation with the auditor from August
16, 1858 to July 6, 1859. Sixteen banks opened for business.
In the spring of 1859 the railroads suspended operations and
bankers wanted no connection with the railroads. This is seen in
the auditor's correspondence. On March 29, 1859, Auditor W.
F. Dunbar, sent this order for engraving currency plates to his
agent in New York:

March 29, 1859
Mr. S. J. Dennis, Esqr.
Dear Sir:
Please find enclosed order for the engraving of the Minnesota
Valley Bank. Also drafts on Winslow, Lanier and Company
for two hundred dollars in part payment for the engraving-
and please forward the bill for the balance and the parties say
the amount will be forthcoming. The parties want a good first
rate plate well guarded against counterfeiting and desire your
honour to select vignettes, etc. They say anything you think
proper (except r.r. cars). They are anxious to get the bills as
soon as possible. They would send the whole amount for the
engraving but did not know the amount. I believe the parties
responsible.

Respectfully yours,

W. F. Dunbar, State Auditor'

TABLE I

Date
Face Value of Good
Notes Outstanding

Face Value of
Notes of Closed
Banks Outstanding

Dec. 1, 1859 $206,336 $135,236
Dec. 1, 1860 $106,004 $ 31,675
Jan. 1, 1862 $ 81,236'
Jan. 1, 1863 $198,107
Dec 1, 1863 $412,398
Dec. 1, 1864 $496,234
Dec 1, 1865 $350,678
Dec. 1, 1867 $ 31,378
Dec 1, 1868 $ 14,777
Dec. 1, 1872 $	 9,950 $ 13,182

'Of this total, $29,873 was issued by the LaCrosse and Lacrescent
Bank and $29,500 by the Bank of Chatfield. These notes only circulat-
ed in Wisconsin. In addition the auditor reported $8,283 in notes out-
standing from four banks that closed in 1861.
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In 1860 the legislature amended the constitution, repudiating
the Minnesota State Railroad bonds. The amendment was rati-
fied by the voters and the market value of the railroad bonds fell
to sixteen cents on the dollar. The banks using the railroad
bonds as security were ruined. The private bankers made a prof-
it by purchasing state banks notes at a discount and redeeming
them for gold. In May 1860, after the state banks could not re-
deem their notes for specie, the auditor sold the bonds he held
as security for the notes. These bonds were mostly Minnesota
Railroad bonds, which secured 95 cents of currency per dollar
of bond value, and sold for as little as 16 cents. There were also

some University of Minnesota bonds, which had been received
by the auditor at par; they sold for 36 cents.

Tight money made it impossible for the state banks to oper-
ate. Their currency was presented for redemption in gold as fast
as it was paid out. Twelve banks closed and nine of these were
broken by the collapse of the railroad bonds. Strong local re-
sentment of out of state ownership of several of these banks (see
table III) contributed to the rush to liquidate the currency. Of six-
teen banks, which opened in 1859, four were open at the end
of 1861 and only one, the Winona County Bank, maintained a
specie reserve as required by law. This bank had $3,863 in
notes outstanding.
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TABLE II

State Bank Notes Outstanding--Failed Minnesota Banks

Name of Bank Security
For

Date
Bank

Discount
on Sale

Currency Redemption Public
Outstdg 	 Rate 	 Loss

Currency
Outstdg

Currency Failed of Bonds At Close in 1891

Exchange Bank 24 Minn 7s 5/9/60 18,908 22,435 21.25X 17,668 3,168

Bank of the 6 Minn 8s 6/1/60 3,000 10,000 70.00% 3,000 1,357
State of Minn 4 U of M 10s

Chiaago County 10 Minn 7s 5/23/60 7,839 8,626 19.25% 6,965 1,797
Bank

Bank of 13 Minn 7s 5/23/60 10,360 9,590 20.75% 7,600 1,550
Owatonna

Bank of 13 Minn 78 5/23/60 10,372 12,175 16.25% 10,197 1,925
Rochester

Fillmore 4 Minn 7s 5/23/60 3,147 3,265 20.O0X 2,612 230
County Bank

Bank of 30 Minn 7s 10/4/61 23,502 5,100 98.00X 102 450
St. Paul

Nicollet 9 U of M lOs
County Bank 10/15/60 5,860 9,000 35.00% 5,860 1,799

Central Bank 7 Minn 7s 4/30/62 5,390 4,200 30.00X 2,940 863

Totals 88,378 84,391 56,944 13,139

The column showing the redemption rate indicates the value of $1
of currency. 35.00% indicates the notes redeemed for 35 cents per dollar.

The column showing discounts on sale of bonds shows the difference
between what the bonds were sold for, net of selling expenses,
and the rate at which they had been accepted for deposit by the
auditor. In general the University of Minnesota Bonds (U of M 10s)
and the regular Minnesota state bonds (Minn 8s) were received at
par (01,000 in currency was released for each $1,000 bond deposited).
The railroad bonds (Minn 7s) were accepted by the auditor at 95%
of par in 1859 (0950 in currency was released for each $1,000 bond).
The U of M lOs were sold for 25 cents and 36 cents on the dollar, but
were eventually redeemed in full.

The estimate of the public's loss on these notes is based on the
currency outstanding when the banks were closed. It does not take into
account losses due to discounting of these notes by bankers and merchants
or losses which occurred because the notes were never redeemed.
The total loss due to bank failure and failure to redeem notes was
$60,918.79.
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TABLE III

CERTIFICATES OF INCORPORATION OF BANKS RECORDED IN AUDITOR'S JOURNAL
MAJORITY

NAME OF BANK 	 LOCATION 	 OWNERS' CAPITAL DATE
RESIDENCE FILED

1 STATE BANK OF 	 AUSTIN 	 MILWAUKEE 25,000 8/16/58
MINNESOTA

2 BANK OF FARIBAULT 	 FARIBAULT 	 MILWAUKEE 25,000 8/16/58
3 BANK OF ST PAUL 	 ST PAUL 	 MILWAUKEE 25,000 8/18/58
4 THE EXCHANGE BANK 	 GLENCOE 	 MILWAUKEE 25,000 8/23/58
5 THE FARMERS BANK 	 GARDEN CITY 	 FOX LAKE WIS 25,000 8/28/58
6 BANK OF OWATONNA 	 OWATONNA 	 MILWAUKEE 25,000 9/8/58
7 BANK OF MANKATO 	 MANKATO 	 MILWAUKEE 25,000 9/8/58
8 BANK OF THE CAPITOL 	 ST PAUL 	 MILWAUKEE 25,000 9/8/58
9 BLUE EARTH COUNTY BANK 	 MANKATO 	 MANKATO 25,000 9/11/58
10 MORRISON COUNTY BANK 	 LITTLE FALLS 	 NEW YORK 25,000 9/21/58
11 BANK OF SOUTHERN MINN 	 NEW ULM 	 NEW YORK 25,000 9/21/58
12 BANK OF AUSTIN 	 AUSTIN 	 CHICAGO 25,000 9/21/58
13 CHISAGO COUNTY BANK 	 TAYLORS FALLS CHICAGO 25,000 9/21/58
14 BANK OF THE STATE OF 	 ST PAUL 	 ST PAUL 25,000 9/22/58

MINNESOTA
15 GOODHUE COUNTY BANK 	 CANNON FALLS 	 ST PAUL 25,000 9/24/58
16 ST ANTHONY FALLS BANK 	 ST ANTHONY 	 NEW YORK 25,000 10/1/58
17 WINONA COUNTY BANK 	 WINONA 	 CHICAGO 100,000 10/1/58
18 THE NORTHERN BANK 	 LITTLE FALLS 	 CINCINNATI 25,000 10/6/58
19 NICOLLET COUNTY BANK 	 ST PETER 	 ST PAUL 100,000 10/23/58
20 RAMSEY COUNTY BANK 	 ST PAUL 	 NEW YORK 110,000 11/27/58
21 BANK OF ROCHESTER 	 ROCHESTER 	 JOLIET, ILL 50,000 11/24/58
22 CITY BANK OF ROCHESTER 	 ROCHESTER 	 WARREN OHIO 25,000 12/9/58
23 MARINE BANK 	 ST PAUL 	 ST PAUL 25,000 1/25/59
24 MISSISSIPPI RIVER BANK 	 ROCHESTER 	 (NOT STATED) 50,000 1/17/59
25 BANK OF NORTHFIELD 	 NORTHFIELD 	 NORTHFIELD 25,000 3/25/59
26 FILLMORE COUNTY BANK 	 PRESTON 	 GALENA ILL 25,000 3/31/59
27 THE PEOPLES BANK 	 ST PETER 	 FT SNELLING 50,000 3/23/59
28 BANK OF AUSTIN 	 AUSTIN 	 CHICAGO 25,000 9/21/58
29 BANK OF RED WING 	 RED WING 	 RED WING 25,000 5/6/59
30 WINONA CITY BANK 	 WINONA 	 WINONA 25,000 5/16/59
31 BANK OF CHATFIELD 	 CHATFIELD 	 BOSTON 50,000 5/14/59
32 LACROSSE & LACRESCENT 	 HOKAH 	 MILWAUKEE 50,000 1/1/59

BANK
33 CENTRAL BANK 	 NEW ULM 	 FT SNELLING 50,000 5/27/59
34 LA CRESCENT BANK 	 LA CRESCENT 	 MILWAUKEE 25,000 6/27/59
35 STEARNS COUNTY BANK 	 ST CLOUD 	 ST PAUL 100,000 7/6/59
36 BANK OF SOUTHERN

MINNESOTA 	 WINONA 	 WINONA 25,000 2/18/63
37 BANK OF WINONA 	 WINONA 	 MILWAUKEE 25,000 4/16/63
38 FARMERS BANK 	 MANKATO 	 FOX LAKE WIS 25,000 5/7/62
39 BANK OF MINNESOTA 	 ST PAUL 	 ST PAUL 25,000 7/1/62
40 BANK OF HASTINGS 	 HASTINGS 	 HASTINGS 25,000 7/13/63
41 THORNES BANK	 HASTINGS 	 HASTINGS 27,500 9/1/63
42 THE MINNEAPOLIS BANK 	 MINNEAPOLIS	 MINNEAPOLIS 60,000 2/26/64

BANK OF ISSUE FOR WHICH NO ENTRY WAS FOUND: BANK OF STILLWATER (1863)
NO ENTRY FOUND FOR THE MINNESOTA VALLEY BANK, NEW ULM, BUT PROOFS EXIST.
(SOURCE: MN HISTORICAL SOCIETY, 	 AUDITORS RECORDS, 	 BOX 43F 5.4F)
Notice how many banks were owned by out of state interests.
Such out of state ownership was attacked often in the local press.
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TABLE IV

TOTAL NOTES DATE 	 NOTES OUT REDEMPTION

BANK NAME 	 LOCATION 	 ISSUED OF LAST IN 1872 	 VALUE

ISSUE

State Banks organized and operating during the period of free banking:

Bank of the State of Minnesota St. 	 Paul 35,004 4/2/59 1,367 70.00%

Exchange Bank Glencoe 80,502 5/17/59 3,174 21.50%

Farmers Bank* Shakopee 25,016 9/16/65 480 100.00%

Farmers Bank Mankato

Farmers' 	 Bank Garden City 25,000 1/20/59 ***

Nicollet County Bank St. 	 Peter 40,000 5/24/59 1,799 35.00%

Bank of St. 	 Paul St. 	 Paul 29,262 6/21/59 450 98.00%

Bank of Owatonna Owatonna 44,600 4/14/59 1,555 20.75%

Chisago County Bank Taylors Falls 36,561 5/23/59 1,807 19.25%

Central Bank New Ulm 24,832 12/28/60 865 30.00%

Fillmore County Bank Preston 25,000 6/2/59 230 20.00%

La Cross and La Crescent Bank Hokah 75,512 8/18/64 2,440 100.00%

Winona County Bank Winona 38,710 12/10/64 663 100.00%

Peoples Bank St. 	 Peter 41,049 4/21/65 1,620 100.00%

Bank of Rochester Rochester 49,400 5/24/59 1,935 16.25%

Bank of Chatfield Chatfield $154,355 2/8/65 $929 100.00%

Bank of Red Wing Red Wing 70,056 8/23/62 864 100.00%

State Bank of Minnesota Minneapolis 59,229 6/30/65 784 100.00%

State Bank of Minnesota Austin H **

Bank of Minnesota* St. 	 Paul 99,997 3/16/63 929 100.00%

Marine Bank St.	 Paul 39,261 	 12/2/65 423 100. 00%
Bank of Hastings Hastings 25,000 10/7/63 441 100. 00%
Bank of Southern Minnesota Winona 40,356 1/21/64 636 100.00%

Bank of Stillwater Stillwater 35,640 1/21/64 490 100.00%

Thorr,es Bank* Hastings 36,900 1/13/65 622 100.00%

Bank of Winona Winona NONE 0

Minneapolis Bank Minneapolis 40,000 1/21/64 660 100.00%

------------ -----

Circulation issued and outstanding $1,171,242 $25,163

*Specie withdrawn and circulation assumed by a national bank. Not included in 1872 totals.

**See State Bank of Minnesota at Minneapolis *** Included in Farmers Bank of Shakopee

From 1859 until 1862 the Minnesota state banks were virtual-
ly inactive. The Civil War disrupted the economy which, since
1837, had relied on state bank notes. Secession made the bank
notes of all Southern banks doubtful. The value of notes from
some northern banks, especially in Wisconsin and Illinois, were
doubtful since they were backed by bonds of southern states
(Patchin 159). The demand notes of 1861 and greenbacks of
1862 filled this void. In 1862 the Minnesota state bank system
was revived. Seven new banks were formed and several older
banks reopened. State banking worked now because the econ-
omy could support the banks, federal expenditures for the war
found their way to Minnesota and federal greenbacks provided
liquidity. The auditor's records show changes in the level of cir-
culation of the Minnesota state bank notes.'

The auditor recorded certificates of incorporation for forty-
one state banks, as shown as Table III. It appears that two other
banks, the Minnesota Valley Bank of New Ulm and the Bank of

Stillwater, were also legally established, making a total of forty-
three state banks chartered during this period. According to the
auditor's reports, twenty-five state banks operated during the
free banking period and twenty-four issued currency. Table IV
shows the amounts issued and outstanding. In addition, proof
notes are known for a number of other banks (See Table V).
These banks filed certificates of incorporation with the auditor
but were not reported open for business in any of the auditor's
annual reports. If any of them opened, they closed without issu-
ing notes or reporting to the auditor.

Several factors hurt the state banking system in its first year.
The amendment to the bank act weakened the security of the
currency. The press, especially the Republican St. Paul Minne-
sotian, damaged confidence by attacking the railroad loan, the
companies and the banks. There was resentment against the
owners of several banks living in Wisconsin and elsewhere out of
state. The railroad companies were dishonest, working to profit
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TABLE V

Other state banks for which proof notes are known:(Numbers

25 Bank of Austin
	

Austin

26 Goodhue County Bank
	

Cannon Falls

27 Bank of Faribault
	

Faribault

28 La Crescent Bank
	

La Crescent

29 Morrison County Bank
	

Little Falls

30 Northern Bank
	

Little Falls

31 Bank of Mankato
	

Mankato

32 Blue Earth County Bank
	

Mankato

33 Minnesota Valley Bank
	

New Ulm

34 Bank of Southern Minnesota
	

New Ulm

35 Bank of Northfield
	

Northfield

36 City Bank of Rochester
	

Rochester

37 Mississippi River Bank
	

Rochester

38 St. Anthony Falls Bank
	

St. Rnthony

39 Stearns County Bank
	

St. Cloud

40 Bank of the Capitol
	

St. Paul

41 Ramsey County Bank
	

St. Paul

on the bonds rather than by running railroads. Auditor Dunbar
and Governor Sibley were at fault for allowing banks to substi-
tute railroad bonds for better security. When these substitutions
were publicized bank runs followed. Private bankers conspired
against the note issuing banks in 1858 and 1859, converting
notes to gold as fast as the state bank paid out currency. The
system worked after 1862 because the Minnesota railroad bonds
were out of the picture, federal currency provided liquidity, and
Republican control of Minnesota politics brought with it some
cooperation by the Republican press and others who had op-
posed the "easy money" from state bank notes. Several new
banks were locally owned and had better relations with their
communities.

The period of free banking ended in 1866. In his report to the
1866 legislative session the auditor wrote, "All the banks of this
State are voluntarily relinquishing the banking business under
State laws, and most of them are reorganizing under the laws of
the United States."' He added that the banks had agreed to re-
tire their circulation by May 1, 1866, in order to avoid the feder-
al tax on state bank notes. Legal notices were properly pub-
lished and by the end of 1868 the required notice period expir-
ed relieving the auditor of further responsibility. In 1872 the au-
ditor transferred the reserves to the banks for redeeming their
currency. The auditor was responsible for the currency of the
failed banks until the legislature transferred this duty to the office
of the public examiner in 1887. In 1891 the auditor transferred
there funds and accounts to the public examiner. Table II shows
the amounts outstanding in 1891 and the redemption rates in
effect for the currency of the failed banks. Only $43 of the cur-
rency of failed banks were redeemed from 1872 until 1891.

The end of free banking left one unsolved problem. The State
of Minnesota had $2,275,000 of repudiated 7 percent bonds
outstanding. These bonds caused difficulty for over twenty
years. The railroad work done in 1858-59 was appraised in
1867 at a value of $2,803.42 per mile, for which the railroad
companies had received $10,000 per mile in bonds. Some poli-
ticians righteously objected to paying in full for the shoddy work
done while others urged that the bonds be redeemed to repair
the state's reputation. The U.S. Supreme Court ruled that the
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bonds were a valid obligation of Minnesota but could not be en-
forced because of the sovereign immunity of the state. Finally, in
1881, after years of political debate, several lawsuits and five
failed statewide referendums, Minnesota redeemed the Minne-
sota 7s with bonds styled as "Minnesota State Railroad Adjust-
ment Bonds." The owners of the defaulted bonds received ap-
proximately $1,800 for each old $1,000 bond. The debate did
not end there, for the politicians claimed that they had paid off
the old bonds in full with 2.5 percent interest, while others
claimed that the old bonds had been redeemed at only half of
their value.'

FOOTNOTES

1 Folwell, W.W. (1924). A History of Minnesota, II. St. Paul: Minne-
sota Historical Society, p. 23.

2 General Laws of Minnesota for 1858. Chap. XXXII, Sec. 5, pp.
69-70.

3 Ibid., Chap. XXXIII, pp. 80-81.

4 Correspondence Register of the Auditor, State of Minnesota. Ar-
chives of the Minnesota Historical Society, p. 109.

5 Source: Compiled from annual reports of the Minnesota State Audi-
tor to the Legislature of Minnesota, 1860 through 1868; auditor's cur-
rency register for 1872.

6 Annual Report of the State Auditor to the Legislature of Minnesota,
Session of 1866 (St. Paul, 1866), p. 18.

7 Folwell, Vol. III, appendix 9, contains the complete story of the 1881
Minnesota Railroad Adjustment Act.
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Confederate (Continued from page 41)

4 The original note is printed in black ink on light blue paper. The Up-
ham counterfeit is printed in blue ink on light blue and possibly white
paper. There is reason to believe that the white paper may be faded
light blue paper, and thus there might only be one variety of the coun-
terfeit.

5 Black printing on blue paper.

6 Paper for both counterfeit varieties and real note is buff. There are two
distinctly different designs on counterfeit notes. Upham imprint is
known on first design, second design misspells "VIRGINLA." ■
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