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VERYTHING IS BIGGER IN TEXAS, INCLUDING
inflation.  This is the story of the inflation, associated
with the “Red Back,” that occurred in the Republic of
Texas under its second president, Mirabeau B. Lamar.

During and following its War for Independence, the Republic of Texas
emitted land scrip for purposes such as the purchase of supplies. However, by the
spring of 1837, the value of this land scrip may have fallen to under 10¢ an acre.
At this point, the Republic of Texas issued a new form of currency, Treasury
Notes, the first emission of which came to be known as “Star Money” for its
prominent display of the five-pointed Star of Texas.

Sam Houston, the first President of the Republic, gave a qualified
endorsement for this new form of indebtedness, receivable not merely for land
sales, but for taxes as well. Houston insisted that the quantity of these notes
should not exceed the normal circulating medium of the country. With this limi-
tation, he hoped to maintain the notes near par in terms of specie.

The Star Money was placed into circulation beginning in November
1837. This money was merely printed (to speed delivery), rather than engraved.
Then, beginning in January 1838, Texas emitted engraved Treasury Notes, oth-
erwise identical to the Star Money.  The notes of this second emission were
sometimes referred to as “Promissory Notes” (which term was sometimes used to
refer to all of the issues of money of the Republic of Texas) and also as “Engraved
Ten Percents” (since they, like the Star Money, paid 10 percent interest for one
year). Shortly after being introduced, the notes exchanged near par within Texas,
although outside Texas their value remained uncertain until May 1838. 

Inflation and Repudiation in Texas, 1837-1842
by Gary M. Pecquet, PhD & Clifford F. Thies, PhD

Over-issue of “Red Back” Treasury
Notes with dual imprints of Rawdon,
Wright, Hatch & Edson, New
Orleans, and Rawdon, Wright &
Hatch, New York created an infla-
tionary spiral for the new nation of
Texas.  Show is the back of CR TXA8
(courtesy of Don C. Kelly)
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Texas Treasury Notes got off to a shaky start in New Orleans. For
one thing, they had to overcome the poor reputation of Texas due to its land
scrip becoming nearly worthless. Moreover, the acceptability of the notes for
customs duties was in doubt (in spite of an inscription on them). Houston and
his Secretary of the Treasury disagreed over whether the notes would be
receivable for import duties. The Texas Congress did indeed make the notes
receivable for customs duties in December 1837, however, also in that month,
the Texas Congress debated a resolution calling for the abolition of all tariffs.
The resolution failed, but the status of the notes became uncertain.

In early 1838, a correspondent for the Houston Telegraph in New
Orleans reported that the value of the Texas Treasury Notes had been 50 per-
cent a few weeks ago, but had risen substantially as correct knowledge of the
status of the notes became widespread. On April 10th, the New Orleans
Picayune reported that the notes traded at a discount of only 25 percent while
other papers, presumably slow, placed their value at discounts of 50, 60 and 70
percent. 

On May 1st, the editor of the Picayune assured his readers that the
value of the Texas Treasury Notes would soon advance, saying that the Texas
Congress would make its currency acceptable for customs duties, and that only
$650,000 Treasury Notes had been authorized. One week later, the value of

The first Treasury Notes of the
Republic of Texas bore the Texas
Republic five-pointed star.  Shown
are CR H4 and CR H7 (courtesy of
Heritage Auctions)
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the notes stabilized in New Orleans, and the New Orleans papers began to
include them in their currency tables. In that month, the New Orleans Price
Current put their value at 60 to 65 (cents per dollar of par value), and the Picayune
at 65 to 70.

From early 1838 to early 1842, Texas Treasury Notes were quoted regu-
larly in the New Orleans papers. Based on these quotations, we have constructed
the time series shown in Figure 1. As is evident in the figure, Texas Treasury
Notes tended to fall in value relative to the U.S. Dollar throughout the period.

Houston and Lamar

The Texas Constitution established a two-year term for its first president
and three-year terms for successive presidents; moreover, presidents were prohib-
ited from succeeding themselves. The first and the third president of the
Republic of Texas, serving from October 1836 to December 1838, and again
from December 1841 to December 1844, was Sam Houston, a Jacksonian, hard-
money man. He championed fiscal balance and understood the potential danger
of paper money. Houston also promoted peaceful relations with the Indians and
minimal military expenditures. 

During his first administration, Houston fought with the Texas Congress
to restrain expenditures and restrict the issue of Treasury Notes. On May 12,
1838, he vetoed a bill that would have increased the authorization of Treasury
Notes to one million, but then agreed to a compromise measure. With this com-
promise, it was thought that continued growth of revenue, coupled with restraint
on expenditure, would enable the government to achieve a balanced budget and
arrest the budding inflationary trend.  This picture suddenly changed. 

After serving as Vice President during the first Houston administration,
Mirabeau B. Lamar was elected the second President of Texas, serving from

FIGURE 1.  Quotations on $100 in
Texas Promissory Notes in New
Orleans (in current banknotes of that
city) – Spliced-together Weekly
Series.
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December 1838 to December 1841. In his Inaugural Address of December 21,
1838, Lamar announced very ambitious plans. He pledged to drive the Indians
from Texas, reversing Houston’s policies. He also hoped to annex parts of north-
ern Mexico, and establish Texas as a world power. Lamar also embraced a larger
role for the government in education and internal improvements.

During Houston’s first term, the government began to collect substantial
revenue from customs duties, direct taxes and other sources. While projections
varied, revenues were expected, through early 1839, to increase rapidly. The
Morning Star projected total revenue of $1.1 million based on first quarter cus-
toms duties and prior year collections.

Texas stiffed the printer of its second
series of notes, Draper Toppan &
Longacre of Philadelphia and New
York.  Shown are CR TX16-18.  (cour-
testy Heritage Auctions)
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But, upon assuming office, Lamar shifted taxation from customs duties to
direct taxes. Tax revenue fell instead of increasing. In particular, the government’s
system of direct taxation collapsed amidst bankruptcies and foreclosures. During
August and September 1839, the Morning Star devoted about two of its four pages
to tax delinquencies and sheriff’s sales. While revenues were falling, expenditures
were increased from $900,000 per year under Houston, to $1.5 million in 1839
and to $2.1 million in 1840, resulted in large deficits to be financed by lots of new
paper money.

With increased expenditures and a fall in revenue, the Texas Congress,
on January 16, 1839, authorized a new issue of Treasury Notes that came to be
known as “Red Backs” for the color on their back side, although the nickname
might be taken as denoting the deficits they financed. These notes did not pay
interest, but could be converted into bonds bearing 10 percent. The new law
placed no limitation on their issue.

Soon after receiving authorization, Lamar began placing Red Backs into
circulation. In April 1839, the government of Texas received blank forms totaling
$750,000 in face value from its new printer, Rawdon Wright & Hatch, New York
City.  (The Republic had to quick find a new printer since it stiffed its first print-
er, Draper Toppan & Longacre, Philadelphia & New York). These Red Backs
ranged in denomination from $5 to $500, with about half of the dollar value being
$500’s.

As is shown in Figure 2, commodity prices in Galveston and Houston,
which had been fluctuating about an upward trend, began to rise sharply. By June
1840, commodity prices were about three times their level of July 1837. Following
this, commodity prices were no longer quoted in Red Backs, but in specie, with
conversion to Red Back prices based on New Orleans exchange rates.

The Texas Congress first attempted to halt the depreciation of its curren-
cy with its funding act of February 5, 1840. This act was intended to reduce the

FIGURE 2.  Monthly Commodity
Price Index – Galveston-Houston
Market (July 1837 = 100) (Following
7/1840, prices are quoted in
specie.)  For an explanation of the
method see above.
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supply of Red Backs by encouraging the holders to exchange them for bonds.
Under the act, Red Backs could continue to be swapped for 10 percent bonds
until June 30, 1840.  After that date, the Red Backs could only be converted into 8
percent bonds. Texas subsequently issued $813,000 of the 10 percent bonds,
absorbing about one-third of the outstanding Treasury Notes. But, since the
bonds were also receivable for taxes, the act merely converted one form of paper
acceptable for taxes for another, and the value of the notes did not stabilize.

In February 1841, the disappointed Texas Congress repealed the funding
act of 1840, terminating convertibility of notes into 8 percent bonds as of March
1, 1841. The focus of speculation in the liabilities of Texas turned to the possibili-
ty of a foreign loan.

The Foreign Loan Bailout Plan

During the brief War for Texas Independence, the provisional govern-
ment sought foreign loans, but found few takers. Efforts for foreign loans contin-
ued during the first Houston administration, and were a major feature of the
financial plans of the Lamar administration. From early 1838 to late 1841, news,
rumors and even misinformation regarding foreign loans affected the value of
Treasury Notes in the New Orleans currency market. Lamar held out the possi-
bility of a foreign loan throughout his administration, even though he was aware,
from the onset, that the prospect of a foreign loan was poor. According to one his-
torian, his promotion of foreign loans was to encourage the Texas Congress to
endorse his extravagant plans and to induce speculation in Texas securities.

In May 1838, as part of the compromise measure to which Houston had

Most of the Texas “Red Back” notes
were $500s.  Shown are CR TX8a
and 9a.  (courtesy of Heritage
Auctions)
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agreed, the Texas Congress authorized a new loan which came to be known as the $5 million loan. Texas hired
agents, most notably General James Hamilton of South Carolina, to negotiate this and other loans with bankers in
the United States and Europe. An attempt was made to obtain a loan of five million dollars from the United States
Bank of Pennsylvania. But the bank demanded that its notes be receivable for Texas taxes and public dues up to the
amount of the loan, and this provision was not acceptable.

Marketing of the $5 million loan shifted to Europe. Efforts to procure a French loan began in January
1839. In the aftermath of their short “Pastry War” with Mexico, the French seemed to be sympathetic to Texas.
The French sent an agent to Texas who was the brother-in-law to the French Minister of Finance. News of his
arrival in New York reached New Orleans by January 1840 and the market for Red Backs briefly appreciated. 

In April 1841, it was announced that a French loan had been secured. The manner and other circumstances
of this announcement indicate that the announcement might have been no more than an attempt to manipulate the
market. On April 7, 1841, the New Orleans Bee reported that a loan had been negotiated in Paris. The Bee carried a
letter written by Hamilton while in Paris to the editor of the New York Herald dated February 14, 1841, and pub-
lished in the Herald on March 26, 1841: 

As commissioners of the loans of the Republic of Texas were instructed by his Excellency, President
Lamar, in the event of their effecting a negotiation of a loan for that republic, to make a public
announcement of the fact, that meritorious holders of the securities of the government may not be vic-
tims of speculation of those acting under secret information, I would thank you to state in your paper
…that I have this day concluded in this city a contract with the bank of Messrs. J. Lafitte & Co. for the
Texas loan.” 

The same issue of the Bee included an acknowledgement by a Texas official of the successful negotiation of
the loan dated March 27, 1841. Curiously, the Bee did not mention the terms of the loan, but the Texas notes and
bonds nonetheless appreciated following the April 7th report. Beginning in April, the Bee (and also the Courier)
began to misreport the market value for Texas Treasury Notes by inverting the discount from 75 to 25 percent,
while the other papers continued to correctly report the values of Texas securities.

Two weeks later, the editor of the Bee again vouched for the veracity of the French loan:
The letter from General Hamilton giving the terms upon which the Texas loan was effected; has

been submitted to our inspection, and we can from our personal knowledge speak of its contents. There
can be no doubt that seven millions of dollars will be available, in this city, on the 1st of July. The reason
why the exact terms upon which those bonds were sold cannot be made public, is not of a character to
reflect discredit upon the faith of Texas or upon those who are acquainted with all of the facts. 

Information was gradually gleaned concerning the terms of the loan. It was learned, for example, that the
Texas agent agreed to certain trade concessions. Moreover, the French were supposed to pay “95, if it is not 55,
with an average of 60” for Texas bonds paying 6% on their face value. While stated in a confusing manner, the
bonds were to be sold at a discount of 40 percent. 

As the unfavorable terms of the loan were becoming known, a new rumor started circulating that had
emanated from within Texas. A ship brought a letter to New Orleans from Austin, indicating that Lamar and his
cabinet were prepared to ratify the loan. Houston, likely to soon return to the Presidency, was also reported to be in
favor of it. On June 4, 1841, the prices of Texas securities advanced in New Orleans, as those knowing of the letter
apparently traded on its contents. Five days later, the letter was reported by the Picayune, along with a skeptical
comment, and prices resumed their downward spiral. 

On June 30, 1841, the Telegraph reprinted a letter dated May 18th from London and published in the New
York Herald on June 12th reporting, “three days before the Lafitte company was to open the books with a powerful
subscription… the French Minister of Finance, came out in the Paris Monitor, with a semi-official notice hostile to
the loan …” Following the certain collapse of the deal, the next issue of the Telegraph published the terms of the
French loan. They were not advantageous to Texas. They included the following terms: One fourth of the loan was
to be deposited at the French Treasury until that amount had been retired. Another fourth would be held by the
Lafitte Company and invested in treasury securities. Texas would, therefore, realize only half of the proceeds from
the loan, at a discount of 40 percent, and yet would pay interest on the full amount. Texas would also become oblig-
ated to receive up to half of its customs duties and half of the price for public land sales with the French loan bonds,
at their face value. France would also obtain a mortgage on 5 million acres of the public lands of Texas at a price of
40¢ per acre. 

Later in the year, certain people attempted to again revive the prospects for the French loan, claiming to
have received favorable news that the difficulties between the Lafitte Company and the Minister of Finance had
been resolved. On September 1, 1841, an official explanation for the collapse of the French Loan was published in
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the Austin City Gazette. Supposedly, the loan deal fell through because of a personal
pique of the French agent. Then, a report was received in New Orleans that
Hamilton was to soon leave Europe with the proceeds of the loan. The editor of the
Bee, on October 25th, quoted the October 12th issue of the New York Evening Post as
follows: 

We are gratified to be able to state for the information of those
interested in Texas funds, that a letter has been received in this city from
General Hamilton, announcing the agreeable intelligence of his inten-
tion to leave Europe for this country early this month, bringing with him
the proceeds of the Texas Loan in gold.  This will be good news to the
holders of Texas Bonds and Treasury Notes, and we anticipate a speedy
advance in price.

By this time, the Bee, which had previously promoted the loan, had become
skeptical, and added to this news item, “It is not pleasant to throw cold water on
such apparently excellent news; but we advise dealers in Texas money to wait awhile,
and ascertain whether the intelligence be confirms. (sic) They have been deceived
once – it should teach them caution.”

By the end of 1841, news of a foreign loan came to be received with skepti-
cism in the press and had no discernable effect on the market. The New Orleans Bee
of November 3, 1841 greeted such news thusly, “Some northern newspapers make
mention of the arrival of Hamilton in the Columbia, with the amount of the Loan for
Texas, in gold. The intelligence needs confirmation, as several of the most
respectable papers say nothing on the subject.” The Commercial Bulletin of
November 13, 1841, was less discrete, “Since the last Hamilton pure gold importa-
tion humbug, Texas notes are prostrate.”

Shortly after Houston began his second term as President, he submitted a
proposed Belgian loan, similar to the previously described French loan, to the Texas
Congress without comment. The Texas Congress not only did not ratify the loan, it
repealed all laws or parts of laws authorizing the negotiation of the $5 million loan.

The Texas Congress subsequently stripped the notes and bonds of the
Republic of their acceptability for all taxes and public dues. Beginning February 1,
1842, only gold or silver or a new currency called Exchequer Bills would be received
for customs duties, direct taxes or license fees. The Red Backs were only good for
land sales and certain tax arrears. Red Backs fell to 4¢ per $1 of face value in New
Orleans, and in May, ceased being quoted there.  In Texas, they fell to 2¢.

In late 1843, the liabilities of the Republic of Texas were suddenly revived
upon talk of annexation of Texas by the United States, as it was understood that
annexation would imply the assumption of these liabilities by the U.S. federal gov-
ernment. Trading resumed in New Orleans and then began in the north, first in
New York and then in Philadelphia. Twelve years later, after two more repudiations
and revivals, and a great many twists and turns in value, they were paid off by the
federal government, at 73¢ on the dollar.                                                                   v

A new issue of Exchequer Notes
was printed for Texas by Rawdon,
Wright, Hatch & Edson, New
Orleans.
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