
To all Persons to whom these Presents shall come.
The v7710 	 (4,-,4 641011 Gve.4,,,aJsfia. a banking corporation estab.

lished by the Geneafl Assembly of the State of Rhode Island and Provideptce Plantations,

and located in t.,% MV:14-; /— 	 in the County of (../7 41,41-7-
herepy acknowledges to have received of cifott-hlv	 Governor,

;ea Gi+vy 	 ouweii3 	 Secretary, and J 041,, 0-E4--4,-0
General '*easurer, Commissioners appointed by an act of thkGeneral Assembly of said
State, at the session thereof, on the last Yonday of October, one the sand eight hundred
and thirty six, the sum of e.,,,f)	 a-e, 	 541-2,(Azeti

v 4yz	 -	 in Deposit, under and in conformity with,the provi-
sions sif the aforesaid act, entitled "an act to provide for the disposition of the proportion
of the money of the United States to be deposited with this State, by virtue of an act of
Congress, entitled an act to regulate the Deposites of the Public Money, apprcved June 2S,
1836 ; and also to provide for the appropriation of the interest arising from said money."

And the said Corporation by their corporate name aforesaid, do hereby covenant and
agree to and with said Commissioners and their succesors, to pay an Interest at the rate
of Five per cent. per annum for the use of said money, at the time and in the manner
specified by said act ; and to pay over said amount so deposited, or any part thereof, to
the order of said Commissioners or their successors, whensoever required, in conformity
with the provisions of said act.

In Testimony whereof the President of said Corporation, being thereunto authorized
by the Board of Directorp, has subscribed his name, and affixed the seal of said Corpora-
tion hereunto, this ..0&72-,4, day of
Signed sealed and delio- )

and in presenca of 5

924 A. D. 183/7
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When the National Debt
Was Actually Paid

By Forrest W. Daniel

T HE NATIONAL DEBT WAS ACTUALLY PAID -- ONCE!
And not only that, the remaining surplus was distributed to the
States in the form of a deposit which could be reclaimed at the
pleasure of the federal government. That was in 1837. Congress

finally decided a recall of the $28,000,000 would do little to alleviate the debt
of nearly a trillion dollars which had accrued since 1837, so on December 28,
1980, President James E. Carter signed a bill to confirm the distribution and
cancel the deposit clause of the original act. The money finally belonged to the
states, which was the idea in the first place.

In addition to the regular borrowing necessary to maintain the day-to-day
business of the United States at its inception and early years, there were two
massive loans which greatly expanded the public debt. The first was the fund-
ing of the domestic debt amassed during Revolutionary and Confederation
years. The assumption of that inflated debt by the Act of August 4, 1790, even
when reduced to its specie value, (about $1 for $100) amounted to
$64,456,963.90. And loans to finance the War of 1812-1815 brought in only
$34,000,000 specie value for more than $80,000,000 of indebtedness, plus
interest.

The funds to pay federal obligations came principally from import duties,
levies on the tonnage of ships and in later years the sale of public lands. The
only direct taxes levied to finance the War of 1812 were enacted too late to pay
any of the costs while the war was being carried on. The nation was so pros-
perous, despite repeated temporary setbacks, during the post-war period 1816-
1836 that the entire national debt was retired and the surplus was so great that
something had to be done about it.

As early as 1816 it was suggest-
ed that the yearly estimated surplus-
es of between $2 and $6 million, be
distributed to the states, with inter-
nal improvements -- roads, canals,
railroads and the like-being a sug-
gested use for the funds. Twenty
years later the debt was virtually paid
by January 1, 1835, so in 1836, with
a projected surplus of $50,000,000 at
the end of the year, Congress, passed
a bill on June 23 to distribute the
January, 1837, surplus to the several
States in proportion to their repre-
sentation in Congress.

The suggestion that the gov-
ernment, itself, spend the money on
internal improvements was rejected.
The Democratic administration of
President Andrew Jackson was firmly

Certificate of Deposit issued by the
New England Commercial Bank,
Newport, for funds received on
deposit from the State of Rhode
Island. The money was part of the
second installment of Treasury
deposits under the Act of June 23,
1836.
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At a meeting of the Directors of the
toted, that we will accept in behalf'

of said Bank our proportion of the Public Money, in Deposit, under the provisions of
the act of the General Assembly passed in October last, entitled " An act to provide for
the disposition of the proportion of the money of the United States to be deposited with
this State, by virtue of an act of Congress, entitled An act to regulate the Depositcs of
the Public Money, approved June lid, MO; and also to provide for the appropriation
of the interest arising from said money."

Voted, That the President of this Bank, be and he is hereby authorized and directed
to execute all necessary instruments therefor, and affix the Seal of the Corporation thereto,

True copy—witness:

Cashier.

opposed to any federal funding for internal
improvements. It was the duty of the
States, alone, he believed, to finance their
own internal development. Congressmen
opposed to the distribution felt that
although $5,000,000 was reserved as a nor-
mal carry-over, at least some of the money
might well be needed again sometime in the
future. They were strong enough to modify
the form of the distribution into a deposit
of the funds, subject to recall when needed.

The form of the required certificates
of deposit and terms for recall of the money

were set out in the Act, although no one really believed that would ever hap-
pen. The deposits with the States were to be made quarterly beginning in
January 1837. The supposed $50 million surplus dwindled to $42,000,000 by
December 1, and to $37,468,859.97 when it was divvied the first of January.

Although some believed the funds should have been divided according to
population, the amounts were based on each state's Congressional delegation:
New York, with 42 members, was to receive $5,352,694.28; Arkansas,
Michigan and Delaware each had three members and anticipated $382,335.31.
The amount to be divided among the States was $37,468,859.97; the initial
installment was $9,367,214.98.

The first two payments were made in specie or its equivalent; but when
the third payment fell due on July 1, the States were offered, and gladly accept-
ed, depreciated paper. The Treasury was short of funds for the October
installment, so payment was delayed until January 1, 1839; but when that day
arrived again no funds were available, and never since until recent years has

there been a surplus. While the final total $28,101,645 of deposits could
have been recalled, they never were.

The deposit of funds was the last of a number of massive transfers of
public funds in the 1830s. The Bank of the United States, as financial agent
for the Treasury, was responsible for having the required funds, specie or its
equivalent, in place when and where it was needed to make payments. That
process could involve massive purchases of internal or foreign exchange and
often the transfer of specie between distant markets, all at the bank's
expense. The movement could, and did on several occasions, cause serious
disruption of regular mercantile operations. While the liquidation of the
national debt was spread over several years, it left the Treasury's balance at
the Bank of the United States at a lowered total.

In consequence of President Jackson's opposition to the Bank, on
September 26, 1833, the Treasury began to deposit its receipts in seven pri-
vate banks rather than the Bank of the United States, while it continued to
make regular withdrawals from that bank. Only one of the seven banks
receiving deposits was not solidly Jacksonian; the number of "pet banks"
increased later. Until the Act of June 23, 1836, however, no standards
defined the requirements necessary for a state bank to qualify for Treasury
deposits. Thus, when the Treasury surplus deposits were made to the States
(under the same Act) in January, 1837, it was the eighty-eight pet state banks
which were called upon to produce those funds in specie, in large amounts,
in short order.

Many of those banks and bankers were unacquainted with that type of
business, but they were able to make the first two installments in specie,
padded the third with depreciated paper and flunked the fourth payment.
Most of the banks were forced to suspend specie payment in the spring; only
five or six continued to redeem their notes in specie and to remain deposit

Uncompleted second page of the
New England Commercial Bank
Certificate of Deposit.

Memorandum of receipt upon repay-
ment of deposit, endorsed on back of
the certificate.



Amounts Deposited with the States in
1837

Alabama $ 	 669,086.79
Arkansas 286,751.49
Connecticut 764,670.60
Delaware 286,751.49
Georgia 1,051,422.09
Illinois 477,919.14
Indiana 860,254.44
Kentucky 1,433,757.39
Louisiana 477,919.14
Maine 955,838.25
Maryland 955,838.25
Massachusetts 1,338,173.58
Michigan 286,751.49
Mississippi 382,335.30
Missouri 382,335.30
New Hampshire 669,086.79
New Jersey 764,670.60
New York 4,014,520.71
North Carolina 1,433,757.39
Ohio 2,007,260.34
Pennsylvania 2,867,514.78
Rhode Island 382,335.30
South Carolina 1,051,422.09
Tennessee 1,433,757.39
Vermont 669,086.79
Virginia 2,198,427.99
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banks. Even had the banks been able to produce specie to pay the final install-
ment, the Treasury did not have sufficient funds to cover the account. The
surplus was gone. The distribution of funds to the States was the ultimate rea-
son the Treasury had to the issue $10,000,000 of Treasury Notes to cover its
normal obligations in 1837.

Just what the States did with their windfall would require a great deal of
research, and it appears an accurate account would be difficult to find. Even
John Jay Knox, writing in 1885, was uncertain how the states treated the
deposits:

The data for a full investigation of this subject are not at hand, but it is known
that the States of Massachusetts, Connecticut, New York, New Jersey,
Pennsylvania, Delaware, Maryland, North Carolina, Illinois, Indiana,
Kentucky, Ohio, and Missouri appropriated a considerable portion of the
income from this fund to the support of public schools; ... In some instances
the States used the funds for internal improvements ...

And there were other designs on the money. In January, 1861, Secretary
of the Treasury John A. Dix wanted to withdraw the deposits from the States,
but according to authorities there was no way it could be done. In 1883 and
1884 the States of Arkansas and Virginia petitioned the Secretary of the
Treasury under the Act of June 23, 1836, for payment of the fourth install-
ment, again without success.

When the second $127,445.10 installment of the deposit was received by
the State of Rhode Island, a commission appointed by the General Assembly
disbursed the funds into deposits in various state banks. Governor John Brown
Francis, Secretary Henry Bowen and General Treasurer John Sterne assigned
$1,069.66 to The New England Commercial Bank in Newport and received a
certificate of deposit bearing five per cent interest dated April 3, 1837, signed
by Geo. Bowen, president, and blind sealed with the bank's monogi am on yel-
low paper. The certificate was cashed with interest in full on
May 27, 1840, and the funds put to some other use for the benefit
of the state.

While it is believed many of the states disbursed the
deposited funds for various uses during nearly century and a half,
several carried the deposit accounts into recent time. The
Associated Press reported the effect of the release of funds in
New Jersey where $764,670.60 was still in the trust fund. New
Jersey had withdrawn interest on the account annually and placed
it in the general fund or invested it; since 1978 the interest had
been transferred to the New Jersey Cash Management Fund.
The state bureau of accounting was unable to calculate the total
interest which had accumulated over the years but the amount
was $47,911 for 1979 and $54,273 for 1980. Officials said the
$764,670.90 would be a nice addition to the general fund, but it
was a long way from solving New Jersey's fiscal problems.
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