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AN
THE P

THER NEW HIGH
WER OF AMERICAN CAPITALISM

Where Diki Come From?

by NED DOWNING

Today's booming American capital markets are the
direct result of the genius of our Founding Fathers
and the Framers of our 1787 Constitution. Unlike
other countries, the United States has a uniquely
articulated form of government in our 1787 Con-
stitution. The Constitution is the law of our land—
a flexible framework for a constantly evolving
government designed to preserve American free-
dom and accommodate the changing needs of the
"people." In the natural order of mankind, the
framers of our Constitution believed that all pow-
ers of government should be derived from the
"people," thus the Preamble of the Constitution
begins, "We, the People of the United States, in
order to form a more perfect Union . . ."

N early 1787 the tiny American capital markets that
existed were illiquid and depressed, reflecting the de-
faulted-on Revolutionary War debt securities (trading

occasionally at 10-15 cents on the dollar) and an Articles of
Confederation government poorly constructed to deal with the
huge problems the debts caused. Since 1782 the Confedera-
tion government was so inept to the task at hand that they
mostly wasted energy promoting a legislatively unenforceable
and even illegal economic agenda. Their revenue gathering plan
lacked the active support of our nation's most influential lead-
ers. The United States' capital markets were in roughly the same
position as many of the world's emerging countries' markets
are today.

America's comparative advantage—the ultimate power of
American Capitalism and the source of today's amazingly pow-
erful capital markets—is a long-term outgrowth of our fair and
flexible 1787 Constitutional plan of government. The plan was
created by an intellectually gifted and inspired group of our
nation's citizens called together in Constitutional Convention
in Philadelphia when a new revolution (Shay's Rebellion)
threatened the Confederation government. The new Constitu-
tion was hammered out in secret negotiations over an eight-

month period by the best and brightest classic scholars, entre-
preneurs, scientists, merchants, mechanics, lawyers, doctors,
and educators that our nation could offer. When the finished
product, our 1787 Constitution, emerged almost no one
thought it was perfect (protected slavery of blacks was its Achil-
les heel), but enough thought it was the very best plan pos-
sible under the circumstances so that all states' delegations
attending unanimously recommended its transmission to the
states for formal adoption. The Constitution attempted to bal-
ance the rights of large states versus small and Southern states
versus Northern. It provided a series of checks and balances
between the legislative, judicial, and executive branches of
government to further protect those rights. It provided a built-
in system designed to accommodate changes should the vot-
ers demonstrate their desire to make changes.

But the 1787 Constitution still was only a framework for
adoption. It remained for that group of most interested and
leading citizens to get the new Constitution adopted, elect new
representatives, assemble in NYC, flesh out the new system
and revenue-gathering process, and solve the previously un-
solvable problems of the emerging debt-ridden American
economy. It was a massive undertaking. Men of great vision
and ability stepped forward to meet the challenge. They placed
the irrevocable stamp of an inspirational beginning to our new
government in the first Federal Congress—probably the most
important-ever session of government, surely so as respects
the American capital markets. The Constitution was only a
framework, but it positioned the United States for time there-
after to uniquely harvest the genius of its free and enterprising
people.

The new government started slowly in 1789. The world and
capital markets were still skeptical, but gained momentum af-
ter George Washington was elected President and he chose
Alexander Hamilton to be the secretary of the treasury. Con-
gress immediately asked Hamilton for a plan to solve our
nation's financial woes—the root of the cause of failure of the
Confederation government. The choice of Hamilton, whose
agenda was known or at least strongly suspected, as the financial
leader within the new more flexible form of Constitutional
government provided a beacon for knowledgeable men world-
wide to see past the country's current problems to a brighter
American future. Indeed, when the I louse asked Hamilton to
formally prepare a plan to restore the public credit, those same
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men not only saw the brighter future, but actively sought out
investment opportunities in the new country, driving prices of
the Revolutionary War debt securities higher in the beginning
phase of our nation's first bull market. If one views time peri-
ods classically in terms of the history of nations as the framers
of our Constitution did, that first bull market is still booming
today! The framers should be justly proud of their handiwork.

New investment capital poured into the United States as
details of Hamilton's 1790 Plan to Restore the Public Credit
leaked. Securities prices jumped again when James Madison's
unexpected plan (called discrimination) to pay the original
holders of the war debt, the soldiers and their families, at the
expense of speculators and investors, who were mostly the
current holders of the war securities, was soundly defeated on
February 22, 1790. The Hamilton-led Federalist forces won
this key first test of strength in the new government. Hamilton
and the Federalists believed in the sanctity of contracts freely
entered into and in upholding the rights of security holders as
a foundation for their new financial order, Madison's defec-
tion from Hamilton's camp over the issue of discrimination
created division in Congress. Hamilton was forced to walk the
legislative tightrope for five more months before the historic
compromise (placing the capital of the United States in Phila-
delphia for 10 years and then on the Potomac for perpetuity
in exchange for enough votes to pass Hamilton's federal as-
sumption of state debts plan) allowed Hamilton to legisla-
tively complete the original elements of his plan to restore the
public credit.

Fewer skeptics remained as they watched Hamilton tirelessly
and effectively lord-over both the legislative creation and physi-
cal implementation of the new economic order of the Consti-
tutional government. Monied men were welcomed, their
support encouraged, their interests guarded, and their dollars
lured by Hamilton's pro-business policies to boost the value
of the nation's capital—basically the three classes of stock in
the public funds of the United States created by Hamilton to
exchange for the Revolutionary War debt in his recapitaliza-
tion plan. Hamilton reasoned, rightly, that he could marshall
the young nation's assets and pay off the war debt over a 25-40
year time frame given the breathing room provided by his re-
capitalization plan. Even with this long time horizon most
didn't believe his plan would work in 1790. Shockingly, within
a month of the initial July, 1791, public offering of another
key element of Hamilton's plan, the $10,000,000 Bank of the
United States, Hamilton's initial goal was all but achieved as
far as the public debt was concerned. Holders of the settled
Revolutionary War debt securities saw the dollar value of their
securities soar back to 100 cents on the dollar from the 1786-7
10-15 cents on the dollar. Securities in the bank initially of-
fered at $25/share rocketed to over $300/share in the first
month of trading! The continuing bull market had discounted
the bright future of the country and made Hamilton's plan an
almost immediate success well before the 20-40 years
Hamilton envisioned to pay off the accumulated war debts.
His plan was the first recipient of the miracle of the American
Capitalism—a way to turn promise into hard cash, to instantly
capitalize a future vision and reward the enterprise of the
American people.

The key to Hamilton's success and the ultimate competitive
edge of the American capital markets was, and is, our long-

term confidence inspiring a flexible and fair form of Constitu-
tional government with its built-in system that allows change
when dictated by the people. This unique experiment in gov-
ernment provided a solid base and launching platform for
Hamilton to brilliantly implement his Federalist vision.

In the 200+ years since Hamilton and the first Federal Con-
gress implemented the Federalist system, a continuous flow of
new governments have been elected, each with their own no-
tion of the will of the people combined with their own agen-
das. Their ideas have been supported, thrown out, adopted
and rejected in an ever-emerging pattern that ultimately re-
flects the will or lack thereof of the people. The American capi-
tal markets reflect a similar, constantly evolving, Darwinian
process that each cycle of the market seems to strengthen as
participants learn more about what works and what doesn't.
Inextricably joined, our capital markets and our government
are American Capitalism.

Today the American capital market itself has a unique and
highly evolved several-stage venture capital incubation to pub-
licly owned company development process in place. For the
first time in the 1990s the American capital markets contain
seemingly all of the elements necessary for the American
economy to constantly reinvent itself in response to ever-chang-
ing economic conditions. This is a triumph for the American
economic system best demonstrated by the increased capitali-
zation value of the American market today, much as the prom-
ise of the new 1787 Constitutional government was reflected
in the increased value of the settled Revolutionary War debt
securities back to 100 cents on the dollar in August of 1791.

As much as other nations and their emerging economies
attempt to replicate the success of the American system, their
capital markets will continue to meet spotty success. That is
until they, too, implement governmental systems that derive
legitimate powers from the ever-changing will of the governed,
and give a constant and fundamental respect to the free and
unencumbered rights of security holders which is basic to the
foundation of the American capital markets. Even then it will
be harder for investors to enthusiastically embrace companies
and securities issued within borders less secure than those of
the United States and by constituencies who might prove less
reliable than the electorate of the United States.

The victory of the American capital market system, so dra-
matically played out in today's world marketplace, is a victory
for freedom, our brilliantly conceived Constitutional govern-
ment, and the enterprise of the American people blessed with
these huge long term competitive advantages. Today's market
is saying "We, the people" can instruct our government to meet
changing economic conditions and overcome the barriers of
greed and embedded constituencies so resistant and harmful
to other countries' systems. Our nation's comparative advan-
tage is so basic to our country's inspirational beginnings, and
our capital market is so highly evolved and difficult to repli-
cate, that American Capitalism is well positioned to long domi-
nate the free world marketplace. Our system of government
and its capital markets, unlike other countries', were designed
to embrace change and even promote it—a vital element in a
constantly changing and competitive world marketplace.

More citizens will be forced to question and recognize the
nature of the American comparative advantage by the insis-
tency of present-day booming American capital markets. Per-
haps this is a good time to demand that our children learn
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more ahout our unique advantages. Hopefully we then could
reestablish pride in the foundation our country and its Con-
stitution, as well as healthy respect for its framers' principles

and the power of American Capitalism. An educated popula-
tion will make informed choices at the ballot box, and on this

the long-term future of our country relies.
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• The 1787 Constitution forbade
paper money. Hamilton's strat-
egy was designed around creat-
ing demand for and increasing
the value of the three classes of
stock he proposed to exchange
for the defaulted-on war debt.
He correctly reasoned that, if he
was successful, monied men
would learn how to use the in-
creased value of their capital to
the advantage of the American
economy. So when the Federal
Government offered land in the
Ohio country or elsewhere at
inexpensive prices the three

classes of stock were acceptable in payment at a premium. The same was true for payment of subscription offerings of the Bank
of the United States, the Philadelphia and Lancaster Turnpike Company, and most, if not all, of the first companies and banks
to sell stock to the public after the 1787 Constitution. So for a brief time at the origin of our Federal Government, before bank
notes became widespread, these three classes of stock took the place of forbidden paper money in financial transactions that
drove the economy.

• The decisive and lasting rally in the prices of American securities (up as much as 100% in four years before August 1791), led
by these three classes of stock and the execution of Hamilton's plan, created a gilt-edged aura of investment quality around
these securities. They thus became the foundation of the American capital markets and fuel for the growth of the American
economy.

• The stock is made to and signed by ledediah Morse who wrote the first American Geography book in 1784 and fathered Samuel
F.B. Morse, the man most responsible for inventing the magnetic telegraph and the technologically-driven information high-
way—the origin of the most powerful driving force in our economy today.

• Morse's endorsement on the verso shows a 1796 sale to Thomas Jackson, Boston broker, showing the workings of the American
capital markets in 1796 on a certificate that predates the NYSE's founding date of May 17, 1792. 	 ■
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