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THE CONFEDERATE STATES
OF AMERICA

1861-1865

CHAPTER 1
THE FINANCIAL LEGISLATION OF 1861-1862

INTRODUCTION = ORGANIZATION OF THE CONFEDERATE GOVERNMENT —
FINANOIAL MzAsURES — DoNatioNs — THE FirTEEN-MILLION Loax
— TreasURY NorTe Issues — Probuce Loax — Rerier or CorrTON
PLANTERS.

TaE Civil War is to the student of our country’s history
primarily the inevitable culmination of a great political move-

ment, a turning-point in the development of our form of );4 a /4.1.77};/‘

government; or it is the subject of an important chapter in
the science of warfare, and treats of the great tactical and
technical problems worked out in that memorable conflict.
This book neglects both of these points of view almost en-
tirely. It aims to treat the war primarily as a chapter in the
economic history of our country, as four years during which
the financial and industrial phenomena, affected by the ab-
normal conditions of the war, were peculiar and worthy of
study in throwing light on the working of social forces under
similar and also under normal circumstances.

No claim of originality is made for such a mode of treat-
ment. Others have written the history of the finances and
industries of the North during the war. The South has
heretofore been neglected, owing to the paucity of reliable
material upon which to base the complementary story. Paper
and ink were scarce in the South during the war, and con-
temporary records are correspondingly rare. The meagre

1
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2 THE CONFEDERATE STATES OF AMERICA

means of communication prevented the newspapers from be-
coming the storehouse of authentic information that those in
the North became. Moreover, the memory of surviving
Southerners, especially of those at the time in positions of
authority, to whom we turn for enlightenment, leans to re-
calling the military events of the war.

The following pages are based on an examination of all the
accessible material. This consists of the published and un-
published records of the Confederate government, especially
the correspondence of the various executive departments in
Richmond and the proceedings of the Congress. To these
should be added the similar but much less complete material
covering the action of the individual State governments.
For a knowledge of current events in the legislative assem-
blies as well as in the markets, we turn to the files of the
newspapers, of which those published in Richmond, Charles-
ton, and the other centres are the fullest and most trust-
worthy. The large number of existing memoirs, diaries,
biographies, and similar publications helps considerably to fill
the gaps that must always perplex the student of Confederate
history.!

To an economist the history of the Confederate States cen-
tres about the government’s attempts to secure the material
means with which to carry on the war. The wealth of the
South consisted chiefly of land and slaves, and its industries
were almost exclusively agricultural. Mines and manufac-
tures hardly existed. Its means of transportation were far
behind those of the North, and its cities, with the exception
of New Orleans and Charleston, of comparatively slight im-
portance as trade centres. The States against which the
South waged war comprised, roughly speaking, two-thirds of
the country’s population. The North was industrially much
more advanced, its manufactures were vastly more extensive,
its urban population was more numerous, its trade more
advanced, its transportation system more highly developed,
—in a word, its resources were far superior to those of

1 See list of authorities in Appendix IL



THE FINANCIAL LEGISLATION OF 1861-1862 8

the South, and were the cause of the final overthrow of the
Confederate government. We shall leave untouched the
question of how much of the South’s industrial weakness as
compared with the North was due to the adoption and per-
petuation of the slavery régime and the consequent discour-
agement to a more advanced industrial organization.

The Southern Confederacy was rapidly organized ; its Con-
stitution was adopted, and the machinery of its government 5 |

was in full workmg order, before the North had been aroused - ¢

to the meaning of the movement, and before the XXXVII.
Federal Congress had met and taken any measures in view
of the impending conflict. Six weeks after the election of
President Lincoln the State of South Carolina seceded from
the Union ; Mississippi, Alabama, Florida, Georgia, and Lou-
isiana followed suit in January, 1861; Texas, on February 1;
Virginia, Arkansas, Tennessee, and North Carolina held back
till later.

On February 4, 1861, the Provmonal Congress of the Con-
federacy met in Montgomery, and in a few days drew up and
adopted a Provisional Constitution. On February 9 Jeffer-
son Davis of Mississippi was elected President, and Alexan-
der H. Stephens of Georgia, Vice-President, and on the 18th
they were inaugurated. : By

¢ All the States of the prospective Confederacy were repre-" SRTERERS
1’ sented at the opening of the Montgomery Convention, except *:, 2% 17
Virginia, Arkansas, and Tennessee. The delegates included
many who had been prominent in Washington, and who
later took a leading part in the fortunes of the Confederacy.
Among them were C. J. McRae and J. L. M. Curry of oo
Alabama, Robert Toombs, Howell Cobb, A. H. Keg_llan, f st
B. H. Hill, and A. H. Stephens of Georgia, C. M. Conrad
and D. F. Kenner of Louisiana, W. W. Boyce, R. B. Rhett,
R. W. Barnwell, and C. G. Memminger of South Carolina,
J. A. P. Campbell of Mississippi, J. H. Reagan and J. Oldham
of Texas.!

1 The personnel of the Confederate Congresses, 1861-5, and of their com-
mittees, also the names of the leading government officials, are given in Off"l Rec'ds

"
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4 THE CONFEDERATE STATES OF AMERICA

The Convention was at once organized with R. W. Barn-
well as temporary, and Howell Cobb as permanent chairman.
On February 12, the Provisional Constitution having been
adopted, Congressional committees were announced. The
Finance Committee comprised Robert Toombs (chairman),
R. W. Barnwell, D. F. Kenner, W. S. Barry of Mississippi
and C. J. McRae; the Military Committee, F. S. Bartow of
Georgia (chairman), W. P. Miles of South Carolina, G. S.
Sparrow of Louisiana and A. H. Keenan of Georgia; the
Committee on Foreign Affairs, R. B. Rhett, E. A. Nesbit of
Georgia, James Perkins, Jr., of Louisiana, R. W. Walker of
Alabama, and L. M. Keitt of South Carolina.

The election of Davis and Stephens had been unanimous,
though the latter, as well as Howell Cobb, Rhett, and Toombs,
were mentioned as possible candidates for the Presidency.!

The President at once appointed his Cabinet. Rhett and

, Barnwell were mentioned as available for the treasury port-
’Dzu' /{ "%l folio. * Barnwell was the President’s choice for the position,
.«41- 7).~ but he yielded to the wishes of the South Carolina deleg'ttlon
}t:xm n‘z"'”‘- Tt and appointed C. G. Memminger Secretary of the Treasury.
He i JEASCH oM g Memminger, a German by birth, had been brought up
wr/( M(“”{ * in the family of Governor Thomas Bennett of South Caro-
%7 lina, and had studied and practised law in Charleston. For

{M ’f' many years a member of the State legislature, he had inter-
544 /"ﬁ"““‘f fested himself partlcularly in questions of popular education,
”:::‘b g and had also given some attention to financial and banking

lee. 1 a. ’ matters. He had displayed no peculiar fitness for the posi-

“‘F" ““" <f‘ H‘Q tion of organizer and head of the Confederate finances; and,
%ok Zf ,sz.wj it must be said, while holding that position, his leadership
3 1 «<) evoked much hostile criticism and little commendation. His
y,,(,,\ é‘? A.7L rival in the management of the Federal finances, Salmon P.

% W M Rebellion, 4th S., ITI1, 1183 & 8s.; N. Y. Herald, Feb. 4, 1861 ; Charleston Courier,

“j o Feb. 12, 15, 1861 Feb. 19, 20, 25, 1862; May 18, 1864; Capers, Memminger,
lmus a 301-2 (§ passim); Moore, Rebellion Record, IV, 191; Moore, Hist’y N. C., II,
. 247; N. C. Standard, Jan. 19, June 10, 1864 ; Richmond Ezxaminer, Dec. 8, 1863 ;

Jones, Diary (passim).
1 Davis, Davis, 42-3; Pollard, Davis, 98-9; Rhodes, Hist'y U. S., III,
202-3. L e
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THE FINANCIAL LEGISLATION OF 1861-1862 5

Chase, entering upon his office with a like lack of prepara-
tion, rose to greater eminence as a financier, notwithstanding
his blunders. Other Southern statesmen might have been
selected for the responsible position, but judging from the
financial history of the United States since Colonial days,
and from the peculiar conditions that prevailed in the South,
it is doubtful whether any other Secretary of the Treasury
would have handled the Confederate finances in any very

different or more successful way.! The financial history of A,

the South, which it is the purpose of this work to set forth,
we are confident will bear out this conjecture.

The first session of the Provisional Congress lasted till
March 16, 1861. Various acts were passed to organize a
Confederate army by calling out 100,000 volunteers to serve
one year unless sooner discharged. The State militia forces

were called upon for six months’ service; and, in general, the .

machinery of the State governments was relied upon. As
early as March 6, 1861, the term of enlistment was length-
ened to at least three and at most five years, — a strikingly
far-sighted measure, — and the organization of a navy pro-
vided for.?

The financial measures concern us more directly. At the
outset the Congress was confronted with the necessity of pro-
viding ways and means. The newly established Confederacy
was about to begin a war the dimensions of which none
could foresee. However, the need of a large revenue was
patent to all. The individual States could not be expected
to supply it. An independent Confederate revenue system
had to be devised by providing for foreign and domestic
loans and for taxes. It will be seen that, in" keeping with
the practice during most wars, the latter means of securing
funds was pushed into the background, and the usual em-
phasis was put upon public loans. We shall attempt in this

1 Capers, Memminger ; Craven, Davis, 138 ; DeLeon, Rebel Capitals, 34 ; Pol-
lard, Davis, 175; Alfriend, Davis, 246, 375, 481; Richmond Eraminer, Aug. 8,
24, 1864 ; Feb, 15, 1865 ; Charleston Courier, Nov. 27, 1861; Mch. 6, July 12,

1864.
2 Acts Feb. 28, Mch. 6 (ch. 26, 29), Mch. 11, 14, 16, 1861,

{



6 THE CONFEDERATE STATES OF AMERICA

chapter to give a concise account of the financial legislation
of 1861 and 1862. By a resolution passed on February 8,
1861, the Congress accepted the gift or rather the loan of
the State of Alabama, amounting to half a million dollars.
Other States donated considerable funds to the Confederate
treasury. In the case of Louisiana over half a million was
offered,! which represented the amount of United States
funds seized by the State government in New Orleans.

Numerous donations by individuals, corporations, and
churches are mentioned during 1861, consisting of money,
food, and clothing for the army. These continued during
the war, and were particularly frequent during its closing
months. Women figured prominently among the contribu-
tors. One of these patriotic Southern women even proposed
that the entire Confederate debt be paid by securing the
donation of the hair of all women in the South. This, it
was calculated, could be sold abroad for forty millions of
dollars in specie, —equal at the time, March, 1865, to two
billions of dollars in paper currency. It is interesting to
recall that one instance, at least, of women’s selling their
hair and devoting the proceeds to the support of the govern-
ment when in distress actually occurred, — during the War
of Liberation in Prussia.?

Of course, no great dependence was put upon donations as
a source of government revenue. The Provisional Congress
at once authorized the first Confederate loan, the so-called
15-million loan of February 28, 1861. This act authorized
the Secretary of the Treasury to issue bonds to that amount
bearing 8 % interest, payable in ten years, and redeemable
in five at the discretion of the government by giving three
months’ public notice. After August 1, 1861, an export
duty of } of 1 cent a pound was levied upon cotton, payable
in specie or in the interest coupons of this loan, the proceeds

1 Resol'n Mch. 14, 1861.

2 Newspaper files; Confed. Archives: Memminger to Congress, July 24, 1861;
Jones, Diary, I, 81,84, 114 ; Resol’n, July 30, 1861; Mch. 13, 1865; Act Aug.

31, 1861; May 19, 1864; Pollard, First Year of War, 219; Lynchburg Virginian,
Mch, 25, 1865; Oncken, Zeitalter der Revol'n, II, 581-2 (note).



THE FINANCIAL LEGISLATION OF 1861-1862 T

of this tax being specifically pledged to the payment of the
interest and the principal of the issue, and the tax was to
expire when the bonds were eventually cancelled. The Sec-
retary was also authorized to create a sinking fund. This
last provision was presumably not carried out; the other
provisions, however, were faithfully adhered to. The small
revenue from the export duty was not diverted to other pur-
poses, and, partly as a result, these 15-million bonds were
consistently quoted at a higher figure than those of later
issues. Another and a paramount reason why these bonds
were preferred by investors was that they were issued before
any treasury notes had been authorized, and no subsequent
issues of notes were made exchangeable at par for the bonds,
which “funding ' provision we shall see was applied to later
loans, and helped to keep the quotations of such bonds near
par in currency, or far below that figure in specie as the gold
premium increased. The bonds of the 15-million loan were
quoted at par, in currency, till the middle of 1862; then
they rose to 200, and ranged between 125 and 200 till
January, 1865. In specie, the quotations were between 80
and 90 till the second quarter of 1862; then they fell to 33
by the winter of 1862-3, and to 20, 17, 10, 7, and 6 during
successive quarters.

The Secretary at once arranged to float the 15-million
bonds at par and obtain specie in payment. Commissioners
were appointed in each State to stimulate subscriptions.
Intending subscribers were assured that the export duty
would supply a sufficient revenue to meet the interest charge
and supply one million dollars annually for the sinking fund.
Subscriptions were opened in all the large cities, and met
with a hearty response, especially in New Orleans and
Charleston, where over $5,000,000 were taken in the first
day. A serious difficulty, however, soon arose. Subscribers
could not easily obtain the specie with which to meet the
5% payment called for at the time of subscription and
the 95% due on or before May 1, 1861. The general
suspension of the banks, especially in South Carolina, called

—



8 THE CONFEDERATE STATES OF AMERICA

for action by the Secretary. At the end of March he directed
the Commissioners to accept banknotes at their specie value.
This could not have helped matters. On the other hand, he
could not allow the acceptance of banknotes at their face
value for fear that the large subscriptions by parties in New
Orleans and Mobile, where the banks were still solvent,
would be made in the depreciated banknotes of other States;
nor could he refuse to accept payment of subscriptions in the
notes of suspended banks.

Fortunately for the success of the loan the suspended
Charleston banks early in April agreed to redeem in specie
as many of their outstanding notes as were used in paying
for the bonds. Other banks followed suit, and the Secretary
continued to accept such banknotes, which he then redeemed
for specie at the banks’ counters.

On the whole the loan was a success. Some of the sub-
scriptions must have been allowed to lapse before the 95 %
fell due; but by November, 1861, practically the entire
amount had been subscribed, half indeed during the months
of May and June, and over 8 millions before July 19,
1861. Of the entire amount, nearly two-fiftths were sub-
scribed in New Orleans, less than one-fourth in South
Carolina, less than one-fifth in Georgia, and less than one-
tenth each in Virginia and Alabama.l

Beside offering to redeem such of their notes as were
presented to the government in payment of the bonds, the
banks materially assisted the loan by themselves subscribing
for large amounts. In either case, as a result of the loan,
the banks lost a large part of their specie to the government,
as did the Northern banks under Secretary Chase’s financial
régime. The specie was presumably sent abroad, or soon
found its way there as the gold premium increased.

1 Act May 11, 1861; Confed. Archives: Memminger’s letters, Mch. 18, 27, 28,
Apl. 5, 13, 23, June 6, 25, July 20, 1861, W. B. Johnson to Memminger, Mch. 21,
1861, Comm’rs to the same, May 27, 1861; Rep’ts Secr’y Treas’y; Charleston
Courier, Apl. 1, 6, 8, 11, 12, 15, 17-20, June 22, Dec. 30, 1861 ; Jan. 4, 1862 ; New-

dern Frogress, Apl. 17, 1861 ; Ofl Rec'ds Rebellion, 1st 8., LII, p. 53; Va. ord.
July 1,,1861.
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The issue of Confederate treasury notes began with that / ) S

authorized on March 9, 1861. By this act one million dol-
lars in interest-bearing notes were created; a later act of
August 8, 1861, doubled the amount. They bore ‘annual
interest at the rate of 8.65 %, that is, a one hundred dollar
note yielded one cent a day. They were intended as a tem-
porary expedient, and fell due in one year, but could be re-
issued when received by the treasury until March 1, 1862.
Their size — the smallest denomination was $50 — and thei
being transferable only by endorsement indicate that thea
were not intended for general circulation, but as an invest
ment. The notion that holders of interest-bearing notes
would find it to their advantage to hold them as an invest-
ment and withdraw them from circulation and so prevent
their redundancy prevailed in the South as well as in the
North, and was a repetition of the similar experience in
France seventy years before.!

The Confederate government at once began issuing these
interest-bearing notes, and by July 19 had exceeded the limit
set by the act of March 9. As a result, the limit was raised
as has been noted. By November 16, 1861, the new limit,
$2,000,000, had been passed, but thereafter the issue of these
notes was superseded by others for which they were ex-
changed, but on January 1, 1868, nearly one million were
still outstanding.

On May 10, 1861, the Secretary presented a comprehensive
report with recommendations for future fiscal legislation.
Up to May 1, 1861, the revenues of the Confederate gov-
ernment had amounted to something over a million dollars,
practically all of it being funds seized from the United States
mints and custom houses in the South. The Secretary antici-
pated no large revenue from import and export duties in the
immediate future, and looked to loans and direct taxes as
the chief sources of revenue. For the purposes of direct
taxation he advised depending on the States’ tax machinery
to raise at most $15,000,000. 'We shall see 2 how effectively

1 White, Fiat Money in France, 10; Palgrave, Dict’y Pol. Econ., I, 63.
2 See pages 284 & ss.



PO O—

10 THE CONFEDERATE STATES OF AMERICA

and promptly the recommendation was carried out by the
Congress. Turning to loans as the chief source of revenue,
the Secretary expressed his doubts of being able to float
another beside the 15-million loan before the next crop was
harvested, and had provided intending investors with the
necessary funds. He recommended, however, a provision for
a 50-million 8 % bond issue, the government to accept from
investors the tender of any resources available as a means
of credit, —a suggestion pointing toward a produce loan. In
view of the difficulty of providing an immediate revenue by
any form of taxation or by the issue of bonds, the Secretary
urged the issue of three-year treasury notes in anticipation
of such revenue, and proposed that they should be issued of
two kinds: of small denominations, — $5 and $10, — bearing
no interest and evidently intended to serve as a circulating
medium; and some of larger denominations, to bear interest,
and intended to appeal to the investor.

The last suggestion regarding interest-bearing notes was
not at the time acted upon by the Congress. But the other
treasury notes and the bonds recommended were author-
ized by the act of May 16, 1861. This act provided for
50 millions in 20-year 8% bonds, of which more below.

In lieu of 20 millions of these bonds that amount in non-

interest-bearing treasury notes was authorized, in denomina-
tions of at least $5, and redeemable in specie in two years.
These “two-year notes ”” were receivable by the government
in payment of all taxes except of the cotton export duty,
and also in payment of subscriptions for the 20-year 8%
bonds. Moreover, they could be re-issued and —a very
important provision — they were made exchangeable at par
for 10-year 8 % bonds, an issue of which for that purpose
was authorized. As a result of this funding provision tho
market price of the bonds could not rise appreciably above
par. The notes instead of being raised in value by the
bonds, as it was hoped would be the case, in point of fact
dragged down the bonds to their level. This result might
naturally have been apprehended.
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It is evident in this early Confederate loan act that the
Congress already scented the popularity of a paper money
policy, and willingly started the ball rolling with an issue of
20 millions in notes. The Secretary’s tax recommendation
was easily disposed of by pledging the faith of the Confed-
eracy to provide a revenue with which to cancel the bonds
and notes and calling upon that official to collect information
about methods available for raising $10,000,000 —a third
less than he had suggested — by means of taxation.

Great difficulty was found in securing the services of
skilled engravers and a supply of paper, and, as usual under
similar conditions, assistants were provided for the particu-
lar government officials in signing the notes.! By Novem-
ber 16, 1861, $17,847,955 in two-year notes, out of a total
of 20 millions authorized, had been issued. Large amounts
were exchanged for other issues or for bonds during 1862,
and on January 1, 1863, not quite 11 millions were still
outstanding.

The two-year notes had barely begun to be issued, —in
fact, owing to the delay in their manufacture, the banks had
advanced nearly two millions in banknotes in anticipation of
their issue, — when the Secretary intimated to the Congress
on July 29, 1861, that bonds were neither popular nor avail-
able, and advised further issues of notes. He still held to his
recommendation of interest-bearing notes in large denomina-
tions, which were also recommended at a bank convention
held in Richmond at that time. The standing committee
of this convention even reported that a further issue of
100 millions in notes could be safely undertaken by the
government.?

The Congress followed up these suggestions on August 19,
1861, by authorizing an issue of non-interest-bearing notes to
the amount of 100 millions and in $5 and larger denomina- |
tions. They were made tax receivable, like the former issues,
as well as fundable in the 8 % bonds provided by the same

1 Capers, Memminger, 336 ; Act July 24, 1861.
2 Rep’t Secr’y Treas’y, July 29, 1861 ; Charleston Courier, July 29, 1861.

i



12 THE CONFEDERATE STATES OF AMERICA

act. The redemption of the notes was pushed off indefi-
nitely to “six months after the ratification of a treaty of
peace between the Confederate States and the United States,”
On December 24, 1861, the limit of 100 millions was fur-
ther raised to 150 millions. On the same date an issue of
6% bonds or call certificates was authorized and made
exchangeable for treasury notes, which could again be con-
verted into 6 % bonds. This issue aimed to combine the
requirements of an investment with those of the circulat-
ing medium. By August 1, 1862, 874 millions of these call
certificates, and by the end of 1862 a further 22 millions, had
been issued. The holders evidently preferred to use them as
currency, and exchanged only a small part for bonds, for
in January, 1863, 56} millions, and in April 1, 1864, 40}
millions were outstanding.

To return to the issue of bonds under the act of May 16,
1861, the amount was first put at 50 millions, but increased to
© 100 millions on August 19, and to 150 millions on December
24, 1861. The bonds became known as the 100-million loan,
and represented a wide departure from the first, the 15-million
loan. The latter was aimed at the banks and the commercial
community ; the 100-million loan was especially directed at
the planters. The bonds bore 8 % interest, fell due in 20
years, and were to be sold for specie, military stores, or for
the proceeds of the sale of raw produce or manufactured
articles to be paid in specie or in foreign bills of exchange.
The Secretary counted on half the loan’s being a ¢ produce
loan,” the planters virtually turning over their food products
and cotton to the government in payment of 50 millions of the
bonds. A further part of the issue he expected would go to
noteholders who wished to fund their notes in bonds. The
rest of the issue was open for subscription in treasury notes
or banknotes current at par in the commercial centres. The
difficulty of obtaining specie in payment of the 15-million
bonds, and the increasing currency disorders due to the paper
money policy, drove the government to devise these means of
floating the new loan. By making it at least in part a prod-
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uce loan, the government aimed to secure the needed sup-
plies without the intervention of the deranged currency.
Notices of the loan were published in the newspapers solicit-
ing the contribution of crops. Cotton, corn, flour, bacon, pork,
beef, and similar produce were desired, — the food articles
by the commissary, and the cotton by the treasury depart-
ments. Agents were appointed in the various States, and
tried to impress the planters with the profitableness of the
proposed investment if the Confederacy succeeded; and if
the government should collapse, the planters’ property would
have no value-at all.!

In order to raise the value of the bonds given in exchange
for produce, a part of them fell due and were payable every
six months beginning January 1, 1864, which engagement
was apparently adhered to, though it could not have improved
the standing of the bonds, as the redemption was necessarily
made in depreciated treasury notes.?

The agents who solicited subscriptions to the produce loan
were reasonably successful in their efforts. By the end of
1861 over 400,000 bales of cotton had been offered, 1000
hogsheads of tobacco, 5000 bushels of wheat, 270,000 bushels
of rice, 1000 hogsheads of sugar and molasses, and about
81,000,000 worth of other produce ; also $1,000,000 in money,
that is, in treasury notes or banknotes.? The preponder-
ance of the cotton subscribed —in value more than nine-
tenths of the total subscription — is noticeable, and indicates
the leading motive in the introduction of the produce loan,
namely, the relief of the cotton planters, who were largely in
debt, and were shut out of a market for their staple by the
efficiency of the Federal blockade.

1 Rep’t Secr’y Treas’y, Mch. 14,1862 ; Charleston Courier, July 4, 1861 (Mem-
minger to D. F. Drayton); Jan. 8, 25, 31, 1862; Confed. Archives: letters of
J. A. Jordan, June 27, 1861, C. Mason, July 16, 1861; Of"l Rec’ds Rebellion, 4th
S, 1, 689-91 (Memminger to Comm’rs) ; Economist (London), XIX, 1261 (Nov.
16, 1861).

3 Richmond Examiner, Dec. 22, 1864; Charleston Courier, Jan. 3, 1862 ; Jan.
25, 1865 ; Act June 13, 1864.

8 Confed. Archives : Rep’ts to Memminger, Jan. 16, 1862, Jan. 9, 1863.
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Pollard claims that President Davis originated the idea of
a produce loan.! This, however, is not likely, as the notion
that the government should secure the cotton by making
advances to the planters was very widely expressed and dis-
cussed. In June, 1861, a correspondent of the Treasury
Department? urged the government to pay for the cotton it
secured under the produce loan of May 16, 1861, in 8%
treasury notes instead of in bonds. The latter were not
desired by the planters; the notes, on the other hand, would
enable them to cancel their debts. ¢ Relieve private indebt-
edness and you relieve the government” was the writer’s
advice. This plan involved making the notes a legal tender,
which was also proposed by another correspondent.3

From all sides came proposals that the government should
buy the cotton crop outright with an issue of treasury notes
as a means of saving the planters from bankruptcy and sup-
plying a ready currency based on the foreign scarcity value
of cotton and tobacco. It was the old device of converting a
form of capital having at the time and under the peculiar
conditions only a fictitious value, into some other form in
which it could be used for paying debts. The issue of paper
money based on the security of the confiscated land of the
émigrés during the French Revolution offers a striking parallel.
The notion prevailed that the government was converting
into available form a valuable asset. A large debtor class
had arisen, its nucleus being the persons that had bought the
confiscated land from the government, and these persons were
interested in further issues of notes. The Southern planters
were in the position of speculators, heavily in debt for the
purchase of land which they are anxious to realize upon at a
time when the real estate market is disorganized, and no
buyers on any terms can be found. At some of the conven-
tions of cotton planters held to devise means of relieving

1 Pollard, Davis, 173.

3 Confed. Archives: W. C. Bibb to Memminger, June 16, 1861.

3 Confed. Archives: W. C. Smedes to Memminger, July 10, 1861 ; cf. Rich-
mond Whig, Nov. 14, 1861 (corresp.).
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their distress, resolutions were offered and sometimes passed
calling upon the government to issue notes and buy at least
a part of the cotton crop.!

Others had in mind the relief the banks could and should
offer the planters by making liberal advances to them on the
security of their crops. Some wished the banks to supple-
ment the relief offered by the government, and urged a policy
of banknote extension and a suspension of specie payments to
meet the demands of the situation; others urged that the
government should not be drawn into straining its credit in
order to make advances to the planters, but should leave the
matter to the brokers and bankers.?

Secretary Memminger’s attitude toward the policy of gov-
ernment advances to the cotton planters was rather equivocal.
In his report of May 10, 1861, he hinted at the planters’ put-
ting their cotton at the government’s disposal as a means of
credit, that is, in exchange for bonds issued on their security.
This he soon saw met the wishes of the planters, and he wrote
to a correspondent in South Carolina in July, that he was
thinking out a plan of lending the government’s credit to
planters by advancing treasury notes at the rate of 5 cents
per pound of cotton offered, the notes to bear interest. He
claimed such a plan would offer all the advantages without
the evils of a bank. On further consideration of the subject,
however, he tried to shift upon the Congress the responsibility
of inaugurating some relief measures, and assured the planters
in a circular, dated September 5, of the department’s sym-
pathy with their difficulties. A month later he had become
convinced that such government aid was inadvisable, and
strengthened his position by maintaining that it would be

1 N. O. Price Current, June 22, 1861, quoting Mobile Register & Advertiser ;
Charleston Courier, July 22, 1861, Feb. 26, Mch. 3, 1862 (Convention, Richmond,
Feb., 1862); Confed. Archives: L. P. Blackbourn to Memminger, Oct. 2, 1861;
DeBow’s Rev., Oct. & Nov., 1861, p. 462 (Convention, Macon, Oct., 1861); Pol-
lard, Davis, 178-9; Richmond Ezxaminer, Nov. 4, 1861; Charleston Mercury,
Jan. 16, 1862 (Convention, Ouachita County, La.).

2 Richmond Whig, Nov. 14, 1861 ; Charleston Courier, July 29, Oct. 16, 17,
Dec. 9,1861; N. 0. Delta, Oct. 5, 1861.
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clearly unconstitutional. However, he suggested that the
Constitution might be amended to meet these objections. On
the other hand, his arguments against the practicability of
either purchasing the entire cotton crop or making advances
on a large part of it were convincing. Such a scheme in-
volved the issue of from 100 to 175 millions in additional
treasury notes, and would wreck the government’s finances
by destroying its credit at the outset of what promised
to be a gigantic war. The value of its currency would be
doomed, and the government would be in no way benefited
by holding the planter’s note or his cotton, neither of which
the government wanted.!

At the time it looked as if the Congress had taken the same
stand that the Secretary had finally taken, and had determined
against any legislation for the relief of the planters? But
the seccd had been sown in providing for a produce loan,
which gave the planters a taste of what they might expect in
the way of relief from the government, and provided the
government with a large supply of cotton, which at first and
as late as the fall of 1861 Mr. Memminger looked upon as a
white elephant, but which he soon learned to use as a means
of speculation, especially by issuing bonds upon its security.
This phase of the Confederate finances we shall present
under the head of the foreign loans attempted and effected.?

The relief measures which the Confederate Congress re-
fused to the planters the individual State legislatures freely
provided. Mississippi led the way during the first year of the
war. On August 2, 1861, the State legislature memorialized
the Congress, urging that body to declare the Confederate
treasury notes a legal tender. It represented also *the
expediency of affording the planters a market for their cotton

and tobacco crops by the purchase of the same or liberal

1 Rep't Secr'y Treas'y, May 10, 1861; Charleston Courier, Sept. 19, 1861
(Memminger to subscribers of produce loan); Oyf'l Rec’ds Rebellion, 4th S., L
689-91 ; Capers, Memminger, 352; Moore, Rebellion Record, 1, 206-8; Confed.
Archives : Memminger to W. W. Harlee, July 9, 1861 ; Pollard, Davis, 178-80.

8 Newbern Progress, Dec. 7, 1861 ; DeBow’s Rev., Dec., 1861, p. 558.
8 See pages 252 & ss.
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advances to them, by the Government, of Treasury notes for
those commodities, in order to afford to the Government a
basis for the redemption of the notes so issued, and to afford
the necessary moneyed facilities to the planters and others
to pay their individual liabilities and carry on their business
without interruption or material embarrassment during the
war.” The memorial added that such a policy would put
a powerful lever —in the shape of a large supply of cotton —
in the hands of the government with which to coerce the
Federal government into peace ; and at the close of the war
the Confederate States would be most free from foreign in-
debtedness, and its inhabitants most wealthy of any nation,
because the money was spent among their own people, — the
latter a familiar protectionist argument that had never ap-
pealed to the South. This memorial did not convince the
Congress, and in the winter of 1861-2* the Mississippi legis-
lature authorized large amounts of State treasury notes in
denominations as small as one dollar to be advanced on cotton
at the rate of 5 cents a pound,—roughly one-half of its
market value at the time, —the cotton being left on the
plantations. With specie driven out of circulation, people
welcomed the new currency. One newspaper praised it
because it was “based on our productions, which at present
is dead capital.”? It was again the case of the *“land poor”
speculator welcoming a paper money inflation and the market
it created.

In Louisiana a similar scheme was proposed in the legis-
lature. At first it was planned to issue 10 millions in State
treasury notes for the relief of the cotton planters; the
amount was reduced to 7 millions, but the bill was never-
theless vetoed by the Governor, to the disgust of the planters
and with the approval of the bankers and cotton factors in
New Orleans.®

The fifth session of the Provisional Congress closed on

1 Miss. acts Nov. 29, Dec. 29, 1861 ; Jan. 29, 1862 ; 22 Wallace, 479.
2 Vicksburg Eve. Citizen, Dec. 24, 1861.
8 Charleston Courier, Jan. 29, 31, 1861.

2
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February 18, 1862, and with it the first year of the Confed-
eracy as an organized government. The financial measures
of this first year may be summarized as follows: An issue of
15 millions of dollars in bonds had secured for the govern-
ment’s use a large part of the available specie held by the banks.
This went abroad for the purchase of supplies. A further
issue of 150 millions in bonds had largely been subscribed for
in produce, especially in cotton, which had opened the way
for an agitation in favor of relieving the cotton planters by
government advances on the security of their product, and
which also laid the foundation of the government’s later
policy of hypothecating the cotton at home and abroad by
issuing cotton bonds. This loan was in part also paid for in
treasury notes, large issues of which had been authorized.
Attempts were made to borrow the capital of the people
without disturbing the circulating medium. Some of the
notes bore interest, and most of them were fundable in bonds,
in the hope that they would be taken out of the circulation
and treated as an investment, thereby obviating a redundancy
of the currency. But the seeming impossibility of obtaining
any revenue from taxation and the difficulty of floating any
bonds after the first issue drove the authorities irresistibly to
relying more and more upon a forced loan in the shape of non-
interest-bearing notes. Before the beginning of 1862 the
Confederate government was irretrievably committed to a
paper money policy, which became the chief reliance of its
treasury. The total expenses of the first fiscal year were
over 165 millions; the receipts, 139 millions; the difference
remaining in the treasury in the shape of treasury notes to
the credit of disbursing officers. Of the total receipts,
105} millions, or 76 %, were derived from the issue of
treasury notes; 31 millions, or 22%, from the issue of
bonds; and the remainder, from the seizure of United States
funds and from an insignificant customs revenue.

It is important to notice that apart from customs duties
taxation was not resorted to for the purpose of raising a
revenue.

-



CHAPTER 1II
THE FINANCIAL LEGISLATION OF 1862-1868

Tee Fmsr PERMANENT CONFEDERATE CONGRESS — FURTHER IssUES OF
BoNps AND NOTES — INTEREST-BEARING NoTES — NOoTES OF SMALL
DEeNOMINATIONS — PrODUCE LoANS — CorTOoN LoOANS — FoREIGN Sup-
PLIES — ERLANGER ForeioN Loax.

THE Permanent Constitution went into effect on February
18,1862. It had been ratified by the various State legisla-
tures during the previous spring. Davis and Stephens, who
had been re-elected on November 6, 1861, entered upon their
six-year terms on February 22, 1862, and the Senate and
House of Representatives convened four days earlier. The
Senators included, among others, C. C. Clay, Jr., and W. L.
Yancey of Alabama, B. H. Hill and H. V. Johnson of
Georgia, W. E. Simms of Kentucky, W. T. Dortch, and
George Davis of North Carolina, R. W. Barnwell and J. L.
Orr of South Carolina, R. M. T. Hunter of Virginia, G. A.
Henry of Tennessee, and L. T. Wigfall and W. S. Oldham of
Texas. The important Finance Committee comprised Sena-
ators Barnwell, Hunter, Davis, and Henry. Of the 26
Senators, 14 were former members of the United States
Congress ; of the 106 Representatives, 33 had similarly repre-
sented the South in Washington. T. S. Boocock of Virginia
was elected Speaker. The personnel of the important House
Committees was as follows.: the Ways and Means Committee
comprised D. F. Kenner of Louisiana, G. W. Jones of
Tennessee, M. L. Bonham of South Carolina, M. R. H.
Garnett of Virginia, J. McRae of Mississippi, F. S. Lyon of
Alabama, W. B. Machem of Kentucky, H. Holt of Georgia,
R. MacLean of North Carolina; the chairman of the Com-
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mittee on Military Affairs was W. P. Miles of South
Carolina; of the Committee on Foreign Affairs, H. S.
Foote of Tennessee; of the Judiciary Committee, L. J.
Gartrell of Georgia.

The new Congress had to face a serious crisis during its
first session. After the Federal inactivity during the second
half of 1861, the spring of 1862 brought a succession of Con-
federate reverses. Forts Henry and Donelson fell early in
the year. General Johnston retired from his position at
Manassas, the hopes centred in the ¢ Merrimac” were
shattered by the “ Monitor,” important seacoast towns were
captured, and the brilliant Federal operations on the lower
Mississippi followed. These reverses were reflected in the
stringent measures adopted at Richmond. The writ of
habeas corpus was suspended by the Congress during the first
days of the session, martial law was declared in various cities,
and the first conscription act was passed soon after.!

The fiscal legislation of the session followed Mr. Mem-
minger’s report of March 14, 1862, — he had been re-appointed
Secretary of the Treasury. In this report he reviewed the
operations of his department during the past year. He
pointed out the difficulties attending the issue -of bonds,
owing to the wholesale suspension of the banks, which, how-
ever, he did not bring into connection with the government’s
paper money policy ; and indicated that the produce loan had
aimed to avoid these difficulties, and had supplied the gov-
ernment with cotton as a basis for credit. He still counted
on the efficacy of notes being “fundable” in bonds in *re-
lieving any redundancy in the currency, by withdrawing a
part of the circulation,” though he was obliged to confess that
the currency was already redundant.

The Secretary’s estimate of government expenses during the
coming nine months was 215 millions. To meet this amount
he counted on 18 millions in bonds still available of the
100-million loan, and on 20 millions as the proceeds of the
direct war tax, levied on August 19, 1861, and collectible

1 See pages 186, 193.
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during 1862,' the amount of which he overestimated by
several million; the remainder, or 176 millions, he proposed { &
to raise by new taxes, and by the issue of bonds and of notes.
He was not very urgent about establishing a tax revenue,
and only proposed a tax of sufficient size to sustain the pro-
posed loan, that is, to pay the interest on the additional
bonds. More than this could not be expected, he thought. He
proposed to issue bonds to the amount of 164 millions, and
make subscriptions payable in produce. Intending sub-
scribers, he said, had property in abundance, but not in the
shape of money. They should be accommodated, and tho
government should accept farm produce, clothing and other
manufactured articles, railroad transportation, coal, and iron
for its bonds. Moreover, he recommended devising a plan by
which the government might use this produce, — other than
the part of it available for army use, — for remittance abroad
with which to purchase the necessary foreign supplies. He
had distinctly in mind the possibility of the government’s
taking the place of the planters in hypothecating their staple
or shipping it abroad and drawing against it. * The cotton
and tobacco crops have usually furnished the means of mak-
ing foreign payments, and they can probably now be used
with advantage for the same purpose.” As to the issue of
treasury notes, the Secretary granted that it was a most
dangerous method of raising a revenue, and that 108 millions
were then outstanding, a fifth more than the entire currency
of the South before the war, and 8 millions more than he had
in a previous report deemed a safe limit. Still, he recom-
mended an additional note issue of 50 millions, 10 millions of
. which were to be held in reserve by the treasury and issued
to holders of deposit certificates on any sudden and unex-
pected call, and to be returned to the treasury as soon as
possible, —a futile proviso on the face of it.

The Congress soon acted upon the Secretary’s recom-
mendations, and adopted those regarding the issue of bonds
and notes, but did not attempt for the present to add to

1 See pages 286 & se.
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the war tax levied in 1861. The act of April 12, 1862,
sometimes dated April 18, 1862, authorized an issue of
165 millions in 8% bonds payable in 80 and redeemable
at the option of the government in 10 years. The same
act also provided for additional treasury notes to the
amount of 50 millions, of which, as desired by the Secre-
tary, 10 millions were to be held in reserve for sudden
emergencies. These notes, as heretofore, were made ex-
changeable at par for bonds. For this purpose a part of
the 165 millions in bonds were to bear 6 % interest and to
run 10 years,! and they were made reconvertible into notes
at the holder’s pleasure. This desire to make notes and
bonds interchangeable had its peculiar attractions. Though
aimed in theory at preventing a redundancy of the currency
by encouraging note-holders to exchange notes for bonds
and presumably to their advantage, in practice it did not
materially reduce the amount of notes in circulation, but
simply enabled those who advanced their produce to the
government to exchange the bonds they received in pay-
ment, for notes with which they paid their debts or made
their ordinary purchases. Or, if the subscribers to the prod-
uce loan could not conveniently make the exchange, they
sold their bonds, thereby depressing their value, and thus
obtaining the desired notes.

The confusion between bonds as an investment and notes
as a circulating medium, and the futile attempts to make
a bond as attractive as a note and still keep it out of circu-
lation and prevent its adding to the inflation of the currency,
are further illustrated in the interest-bearing notes author-
ized by the act of April 17, 1862. The previous act of
March 9, 1861, had created 3.65 % notes; a year later simi-
lar notes were authorized and made more attractive by
bearing interest at the rate of 7.30 %. They were issued
in denominations of %100, and were payable six months
after a prospective treaty of peace; they were, as usual,

1 The limit was first put at 50 millions and raised on September 23, 1862, to
100 millions,
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receivable for taxes except for the cotton export duty, and
were issued in lieu of a part or all of the 165 millions in
bonds just provided for. They were evidently planned to
combine the attractiveness of an interest-bearing investment
with the readiness of circulation of a note; and still it was
hoped they would not become generally current, but be kept
locked up by investors. Bankers had advised the issue of
such notes! At first the banks received these interest-
bearing notes willingly. Large amounts were issued; on
August 1, 1862, nearly 23 millions were outstanding; and
on January 1, 1863, 114 millions. The government soon
found that théy were not being held as an investment, but
were largely circulated, — the easier because of the abnor-
mally high range of prices, —adding greatly to the redun-
dancy of the currency.? They continued to be a source of
annoyance to the government, and finally in connection with
the notorious funding act of February 17, 1864, it was
provided that these 7.30 % notes should be no longer tax
receivable, and should be deemed bonds and be payable
two years after a treaty of peace. They continued to circu-
late, notwithstanding, and a final attempt was made on
November 28, 1864, to drive them out of circulation by
making them exchangeable for 30-year 6 % bonds, which
could not have succeeded, for it was generally more profit-
able to circulate the notes than to hold them. As the
inflation of the currency grew, the popular demand for in-
creased issues of notes and the requirements of the gov-
ernment to meet increased appropriations owing to the
growing dimensions of the war and the rapid rise in prices
inevitably led to further issues.

The demand for notes in small denominations was met
on April 17, 1862, by an issue of 5 millions in notes of
denominations of $1 and $2, which did not bear interest
and fell due six months after the ratification of a treaty

1 Charleston Courier, July 29, 1861 (Richmond bank convention); Confed.
Archives : Dendgre to Memminger, Dec. 28, 1861.
3 Rickmond Examiner, July 19, 1862 (edit.),
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of peace. These notes were in great demand, and their
amount was increased to 10 millions in the fall of 1862 on
the Secretary’s recommendation.! By the end of the year
over 6 millions were outstanding. In the following spring
treasury notes in denominations of less than $1 were au-
thorized to meet the demand for small notes, and began to
appear in circulation in June.?

Besides increasing the amount of small notes the act of
September 23, 1862, made a sweeping provision for issuing
bonds and notes, — preferably bonds, — like those already
authorized,® without limit to meet the appropriations of the
Congress. These necessarily grew to enormous proportions
with the general inflation of prices. From February 18,
1862, to the end of the calendar year the Secretary reported
total government expenditures of 417 millions, — about
twice the amount he had anticipated in his report at the
beginning of the period, of which 362 millions were for the
support of the army and navy, and nearly 36 millions for
interest on loans and redemption of notes, all payable in
notes. Of the receipts during this period 85 % were from
the issue of treasury notes and call certificates, — roughly
one-half of them interest-bearing, —and 9% from the issue
of bonds.

Some efforts were made to avoid putting so much reliance
upon the issue of notes by extending the system of produce
loans, but this did not improve matters materially. An act
of April 21, 1862, was passed on the Secretary’s recommen-
dation, authorizing the exchange of bonds for any articles the
government had need of. Subscriptions were invited in cot-
ton, tobacco, —up to the amount of 35 millions in bonds, —
and in any agricultural produce. The Secretary was to obtain
advances on the produce, especially the cotton, by hypothe-
cating it at home or abroad and issuing produce certificates,

1 Rep’t Secr’y Treas’y, Aug. 18, 1862; act Sept. 23, 1862.
2 Act Apl. 27, 1863; Richmond Ezaminer, Apl. 8, June 2, 1863 ; Charlcston
Courier, June 13, 1863.
3 By acts of Aug. 19, Dec. 24, 1861, & Apl. 12, 1862.
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that is, he was authorized to swell the redundant currency
in a roundabout way. Regulations were published describ-
ing the methods of subscribing cotton in kind, subscribers
being allowed to retain the cotton in storage on their plan-
tations, and were even allowed to pay their subscriptions in
treasury notes at any time, which provision was opposed to
the very object the loan was aimed at, and enabled the plan-
ters to profit by a rise in the value of cotton, by holding it
and paying their subscriptions in notes.!

The system of produce loans was further extended by an
act of February 20, 1863, and especially by a secret one
dated April 30, 1863,2 which provided for an issue of
250 millions in 20-year 6 % bonds to be sold for agricultural
produce or for treasury notes at not less than par. Interest
was payable in currency or in cotton at 8 pence a pound.
The principal was payable in specie or at the discretion
of the government in New Orleans middling cotton at 6
pence per pound, the cotton in either case to be delivered
at any one of seven enumerated Confederate ports. So, for
instance, the interest due on June 1, 1864, was payable in cot~
ton declivered at Mobile.? Before that date, however, namely
on February 6, 1864, this secret act had been repealed. At
the time the rise in the value of cotton abroad after the
summer of 1863 made it seem inadvisable to the Secretary
to make loans payable in specific amounts of cotton, and
induced him to make subsequent foreign contracts payable
in money obtained from the sale of cotton which he had
already shippedt While the above loan act was in force
5 millions of the bonds had been floated in July, 1863,
at above par in treasury notes, and another 5 millions had
been placed.

The individual States followed the example of the Con-
federacy in issuing bonds on the security of cotton obtained

1 Charleston Courter, June 3, 5, 12, 1862.

2 Text in Charleston Mercury, July 18, 1863, & Charleston Courier, Oct. 31,
1863.

3 Charleston Courier, May 28, 1864 (Notice, Secr’y Treas'y).
¢ Confed, Archives: Memminger to McRae, July 17, 1864.
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in exchange for the bonds or by the issue of State treasury
, notes. Texas made especially strong efforts to engage in
such speculations. Her cotton bonds were made payable
from six to twelve years after the close of the war, and the
interest of one issue was made cumulative and payable in
specie one year after its close. The State lands were also
hypothecated as security for the eventual payment of these
bonds, — as was done during the French Revolution. This
financial experiment of Texas interfered with the similar
cotton speculation carried on simultaneously by the Con-
federate government through its Trans-Mississippi Cotton
Bureau, and led to a conflict between the two governments,
such as we shall have more examples of. North Carolina
and Mississippi engaged in similar ventures. In the case of
Mississippi the avowed purpose was the relief of the cotton
planters by supplying them with a “sound circulating
medium;” in the case of North Carolina it was to obtain
supplies from abroad in exchange for the cotton bonds based
on the cotton which was bought and stored by the State
governments. The transactions were supervised by a com-
missioner who had gone to Europe in the interest of the
State government as early as the fall of 1861.!

Early in the war the affairs of the produce loan had been
in charge of a special department. This bureau was chiefly
concerned with securing cotton from the planters in ex-
change for bonds and to some extent for notes, and with
shipping it abroad, or using it as collateral security in ob-
taining advances, especially from foreign merchants. In all,
some 430,000 bales were obtained by the government during
the war, most of them before the fall of New Orleans in the
spring of 1862. Less than 20,000 bales were successfully
exported, of which about 19,000 bales reached the foreign
consignees. Some 2000 hogsheads of tobacco were also

1 Tex. acts Dec. 10, 16, 1863; N. C. Standard, Dec. 15, 1863; N. C. acts
July 6-7, Dec. 14, 1863 ; Raleigh Progress, Dec. 18, 1863; Peyton, Am. Crisis, I,
113; N. C. Convention, 1865, Rep’t Treas’r; Charleston Courier, Jan. 15, 1863 ;

Of°l Rec’ds Rebellion, 4th S., II, 251 (Gov. Miss, mess.); 1st S.,, XXXIV,
pt. 3, pp. 730-4. )
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secured in Virginia by the government, of which an insigni-
ficant amount was exported. Of the government cotton that
remained in the country, — generally stored on the planta-
tions, —about a quarter was destroyed on the approach of
the enemy or was captured. Much of it was ruined by ex-
posure or sold to the enemy or to others. As the price of
cotton rose abroad, the planters became reluctant to let the
government have the advantage of speculating in their staple,
and the subscriptions to the produce loan fell off. Sub-
scriptions already made were evaded to a great extent, no
difficult matter when the enormous territory to be covered
by the officials and the inaccessibility of many of the plan-
tations are considered. Toward the end of the war the
government made some efforts to secure more cotton by
impressment or by offering a good price in notes, the cotton
being sold for sterling exchange and shipped. It is evident
that the produce loan had run its course before 1863, and
that later no considerable additions were made to the supply
of government cotton obtained thereby.! Already in 1863
there is shown some unwillingness on the part of the planters
to lose control of their cotton, for during the nine months
ending September 30, 1863, only $2,000,000 in cotton certi-
ficates were issued. Six months later, however, the amount
outstanding had risen to over $8,000,000.

In another connection we shall point out? the extent and
character of the cotton exports undertaken by the Confeder-
ate government. We are here concerned with the govern-
ment’s policy of hypothecating the cotton in its possession
by effecting or attempting loans on its security. The au-

1 DeBow’s Rev., I, 328 & ss. (1866); Rep’t Prod. Loan Off., Nov. 30, 1863;
Rep'ts Secr’y Treas’y; Charleston Courier, Feb. 10, Mch. 13, 1863; Richmond
Ezaminer, Feb. 5, Mch. 10, Dec. 30, 81, 1863; Confed. Archives: Letters to
Memminger, Jan. 9, 30, 1863; Apl. 9, 1864; Memminger to Davis, May 25,
1864 ; to Secr’y Navy, Aug. 5, 1864; Secr’y Trenholm, Nov. 7, 10, 29, 1864 ;
Of"l Rec'ds Rebellion, 1st S., XXXIV, pt. 2, p. 1106 ; LII, pt. 2, p. 507 ; N. C. Stand-
ard, July 1, 1864 ; McRae in London Times, Aug. 6, 1863 ; Jones, Diary, 1I, 382
(Jan. 11, 1865) ; Lynchburg Virginian, Jan. 23, 1865.

2 See pages 252-4.
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thorities were urged, especially in the winter of 1862-3, to
purchase the entire cotton crop, the value of which in the
world’s market, it was seriously maintained, was sufficient
to pay the entire Confederate debt and re-establish the cur-
rency on a specie basis.! The notion prevailed that “no
nation has ever had in its hands so much wealth in a single
article of production.” Similar proposals were constantly
made with a view to the government’s assuming control of
the avowedly valuable monopoly of the cotton supply, in
order to establish an unlimited credit abroad.?

Under similar conditions in 1779 Hamilton had urged
Robert Morris to effect a foreign loan as the only remedy for
the disturbed state of the currency.? In Revolutionary times
the financial condition of the treasury compelled the govern-
ment to obtain the highly prized foreign supplies by placing
loans on the Continent on the security of exported American
products, especially tobacco and cotton,* which it was found
very difficult to get to their destination owing to the watch-
fulness of the English cruisers. Similarly the Confederate
government elaborated financial transactions with foreign
business houses which looked toward the export of cotton
through the Federal blockading fleet. The cotton was con-
signed especially to Fraser, Trenholm, and Company of Liver-
pool, the branch house of John Fraser and Company of
Charleston, and the foreign purchasing agents of the Confed-
erate States drew against it in buying supplies and ships. As
soon as the belligerent rights of the South were recognized
by Great Britain in the spring of 1861, these agents were
despatched. Among them J. D. Bullock was particularly
active in attempting to buy or build men-of-war. Caleb
Huse and C. J. McRae were also active in financing the pur-

1 Petersburg Ezpress, Jan. 7, 1863; Richmond Enquirer, Jan. 20, 1863 (cor-
resp.) ; Richmond Examiner, Apl. 6, 1863.

3 Off'l Rec’ds Rebcllion, 4th S., II, 987-8 (Ass’t Secr’y War to Secr’y War,
Oct., 1863); 18t S., XXVI, pt. 2, pp. 573-5; Richmond Erxaminer, Jan. 2, Dec. 9,
1864 (Gov. Va. mess.) ; Augusta Daily Constitutionalist, Feb. 9, 1864 (corresp.).

8 Sumner, Financier Am. Revol'n, 1, 83.

¢ Ibid,, 1, 161-7, 252—4.
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chase of foreign supplies. Others were stationed in Bermuda
and in the West Indies to superintend the transshipment of
cargoes.

Presumably a large part of the proceeds of the first, the
15-million loan, were sent abroad to these agents. There-
after, when the specie supply of the government was ex-
hausted, an attempt was made to keep them supplied with
funds by shipping cotton, and especially by hypothecating
the cotton owned and held by the government, and floating
Confederate securities, particularly cotton certificates, abroad.
During 1861 and 1862 Major Huse alone bought and shipped
supplies to the value of $4,000,000, half of them consisting
of small arms, and still had on hand over $1,000,000 worth.!

There is evidence of wastefulness in securing the supplies,
the contractors asking and obtaining extortionate prices for
their goods, and even persuading one of the government’s
agents to share in the profits by accepting a commission.?
Similar wastefulness had characterized the securing of for-
eign supplies during the Revolution.?

Within a few days of the establishment of the Treasury
Department it had received the suggestion of a foreign loan,*
and two months later a correspondent offered his services as
European treasury agent to float a loan of 10 to 20 millions.%
The government, however, did not enter into the matter,
until its accumulation of cotton under the operation of the
produce loan suggested the possibility of establishing a large
credit abroad by consigning cotton shipments to foreign bank-
ers and drawing against them. Negotiations were opened
with the New Orleans agents of foreign bankers, but they

1 Case U. 8., Arbitration Geneva Conference, 90-1; Of*l Rec’ds Rebcllion,
4th S, I, 220, 343; II, 3834, 645, 647, 658 ; Confed. Archives: Memminger to
Secr’y Navy, Jan. 5, 1863 ; to A. H. Stephens, Sept. 8, 1862 ; Rep’t Secr’y Treas’y,
Jan. 10, 1863 ; Jones, Diary, II, 47; Bankers’ Ma_ (London), XXIIT, 394 (May,
1863) ; Richmond Ezaminer, Jan. 29, Feb. 27, Mch. 10, 1863; Rhodes, Hist'y
U. S.,1V,377&ss.

2 Off°l Rec'ds Rebellion, 4th S., I, 557, 891, 982-5.

8 Sumner, Financier Am. Revol’n, 1, 183; 1I, 89, 94.

¢ Confed. Archives : C. G. Baylor to Memminger, Feb. 26, 1861

8 Ibid.: W. W. Wright to Pres. Davis, Apl. 22, 1861.
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came to nothing, presumably owing to the capture of that
city.! Other offers to negotiate a foreign loan on the hypoth-
ecation of cotton were made in 1862 by leading foreign bank-
ers and their Southern representatives.?

In the fall of 1862 the London Times® stated that the
Confederate government contemplated collecting a million
bales of cotton and selling them in Europe, but very naturally
. questioned the government'’s ability to get such an amount
of cotton out of the country. Still there were, it said, many
speculators in England and on the Continent, who were
ready to enter into a transaction by which a part of the
cotton would be hypothecated. In fact, the rise of cotton
in the English market from 7 pence during the first months
of 1861 to 12 and 13 pence a pound during the spring of
1862, and to nearly twice that figure by the end of the year,
aroused the European speculators to the possibilities of the
situation. J. G. Gibbes had been sent to Europe in Decem-
ber, 1862, to assist James Spence in disposing of 15 millions
in cotton loan bonds. After some weeks of negotiation
among the bankers, the French banking house of Erlanger
et Compagnie was found most willing to undertake to float
a Confederate foreign loan, and even urged at the outset an
extension of the loan beyond the proposed limit of £3,000,000.
The Confederate agents, however, declined to assume the
responsibility without authority from Richmond. There-
upon M. Emile Erlanger, a member of the French firm, crossed
the Atlantic in the hope of persuading the Secretary of the
Treasury to float a larger loan. In this, however, he failed.
Mr. Memminger insisted upon limiting it to $15,000,000 for
the present, to which he had made up his mind after some
hesitation. The details of the loan were fully discussed, and
a contract was drawn up and signed by the Secretary and
Erlanger on January 28, 1863. The latter at once returned

1 OfF'l Rec’ds Rebellion, 4th S., 1, 846 (Secr’y War, Jan. 17, 1862).

2 Confed. Archives: G. T. Gerding to Memminger, June 21, 1862; E. C.
Cabell to same, Nov. 23, 1862 ; Ol Rec'ds Rebellion, 4th 8., II, 1054-5.

8 London Times, Oct. 23, 1862.
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to Paris to carry out its provisions. In the mean time the
Confederate Congress legalized the contract by the secret act
of January 29, 1863.!

The terms of the contract were as follows: The Secretary
of the Treasury agreed to secure the necessary authority for
an issue of 75 millions of francs or 8 millions of pounds ster-
ling in 20-year bonds. They were to bear 7% interest, pay-
able semi-annually on March and September 1 in gold or its
equivalent, Half-yearly redemptions of one-fortieth of the
face value of the principal (£150,000 annually), commencing
on March 1, 1864, were provided for, the government agree-
ing to remit the amount necessary to meet the charges for in-
terest and redemption to Erlanger and Company two months
before they fell due, the bankers agreeing to disburse the
amounts, charging a commission of 1% thereon. Each
bond was made exchangeable at its face value for New
Orleans middling cotton at the rate of 6 pence a pound,
and at any time not later than six months after the ratifica-
tion of a treaty of peace with the North. Two months’
notice of such proposed exchange was to be given to the
Confederate agents in London or Paris. If such exchange
of the bonds for cotton was desired during the war, the cot-
ton was to be delivered at points within the Confederate
States not more than ten miles from a railway or navigable
stream, and was to be exported by the bondholders subject to
no government charge except the usual export duty of one-
eighth of one cent a pound. If the exchange was postponed
till the establishment of peace, the cotton was to be delivered
to the bondholders in Charleston, Mobile, or New Orleans.
In case cotton of a higher grade than New Orleans middling
was offered, the ratio of exchange was to be determined by a
board of arbitration.

Erlanger and Company guaranteed the subscription to the

1 Capers, Memminger, 357-8 (J. G. Gibbes to H. D. Capers); 359 (Mem-
minger to J. Slidell); So. Hist. Soc. Papers, X1V, 454 (1886); Economist
(London), XXI, 317 (Mch. 21, 1863); Confed. Archives: Memminger to Davis,

Jan. 9, 1863, enclosing contract with Erlanger & Cie; House J'r’l, secret sess.,
Jan. 20, 1863 ; Secret act Jan. 29, 1863.
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loan at 77% of its face value; in fact, they purchased
the bonds from the government at that figure. They were
allowed a commission of 6% on the amount of the loan
placed, and any difference between 77 and: the actual price
received, agreeing to open subscriptjons in London, Paris,
Amsterdam, and Frankfurt. At the opening of the subscrip-
tion they were to pay to the government 750,000 francs, and
the same amount 15 days later; 2} millions one month; 7}
millions two months; 9 millions three months; 11} millions
four months ; 13} millions five months; and 13} millions six
months after the first payment, — a total of 67,750,000 francs.
Any of these payments to the government could be antici-
pated by discounting the amount due at 7% per annum.
Two months after opening the subscription, the bankers
were to report the amount of bonds they had placed, and
if they had not succeeded in placing the entire loan, the
instalments, as stated above, were to be reduced in propor-
tion. In any case, however, 1} millions of francs, the amount
of the first two instalments, were to be held at the disposal of
the government.

The existence of the contract was not generally known for
nearly three months. On January 20, 1863, it was taken up
in the Confederate House of Representatives, and on January
29 the secret act was passed legalizing the contract. A
month later, a formal protest to this act was presented in the
House by eleven Representatives, but went unheeded.! In
March the plan for the loan was announced in London, and
at the same time became known in Richmond. The bonds
were at once put upon the market on March 19, 1863, by
Erlanger and Company in Paris and Frankfurt, by J. H.
Schroeder and Company in London and Amsterdam, and by
Fraser, Trenholm, and Company in Liverpool. They were
offered to the public for subscription at 90. Of the subscrip-
tion (face value), which closed on March 21, 5 % was pay-
able on application, 10 % on allotment, 10 % on the first
days of May, June, and July, and 15% on the first days

1 Confed. Archives : House J’r’], secret sess., Feb., 1863.
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of August, September, and October, — an arrangement which
seemed to insure the bankers against any possible loss from
making advances to the government more rapidly than the
recurring payments by subscribers to them warranted. The
existence of the loan contract had been kept so secret that
not until the advertisements of it appeared in the foreign
papers did the public in the Confederate States and in other
countries know the details of the loan. The London stock
exchange avoided giving it official recognition, and in France
difficulties were put in the way of publicly advertising it.
M. Drouyn de Lhuys expressed wishes for the success of the
loan, but advised Mr. Slidell to rely upon circulars, and re-
fused his consent to advertising it till overruled by the Em-
peror. It is clear that from the outset the loan was looked
upon as a wild cotton speculation, notwithstanding the favor-
able attitude of the London Times and the Economist. The
latter rated these cotton bonds higher than the Federal
securities on the English market.!

Cotton was then selling in England for 21 and 22 pence a
pound. It was thought this price could in no case possibly
sink to 7 pence for several years to come, thus assuring a
wide margin for profits to the bondholders. The Confederate
government was known to hold in its possession over 350,000
bales of cotton, of which 833,000 bales at about £9 a bale —
or 6 pence a pound — would suffice to cancel the entire loan.
Such considerations led to the favorable reception of the bonds.
In two days the loan was reported to have been over-sub-
scribed three times in London alone; and the total subscrip-
tions were said to have amounted to 15 millions of pounds
sterling, five times the face value of the loan The bonds
were at once driven up to 95}, the highest point they ever
reached. A reaction set in, and transactions in the bonds

1 Richmond Ezaminer, Mch. 20, Apl. 10, 27, 1863 ; Jones, Diary, I, 289 (Apl.
9,1863) ; Bigelow, France § Confed. Navy, 151; London Times, Mch. 18-20,
1863 ; Economist (London), XXI, 309, 314 (Mch. 21, 1863).

3 Confed. Archives: Secr’y Treas’y to Secr’y Navy, Aug. 5, 1863; Offl
Rec’ds Rebellion, 4th S., II, 449; London Times, Mch. 21, 23, Aug. 6, 1863 ;
Richmond Dispatch, Apl. 27, 1863; Richmond Ezaminer, Apl. 8, 10-11, 1868.
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became of a very speculative character, in which Erlanger and
Company played a prominent part, as we shall see. There
never was any doubt of the good faith of the Confederate
government, or that it held enough cotton to meet the demands
of the loan. How to get the cotton out of the Confederate
States to the foreign markets was quite another matter. It
was evident at the outset that during the continuance of the
war any attempt to do so would be futile. Small amounts of
cotton evaded the blockade or reached Europe by way of
Mexico, but the Federal fleet prevented any general exporta-
tion! What might happen when peace was established, or
whether the Confederate government would then be in a
position to redeem its pledge, was not seriously considered.

During the month of March, 1863, the bonds were selling
at from 90§ to 95, and then suddenly fell. The full amount
of the loan had been subscribed at 90; 15% of the sub-
scription (face value) had been paid in before May 1; the
subscribers became frightened at the sudden drop in the
price of the bonds, and many thought of forfeiting the
amount already paid in and abandoning the loan. The
Federal agents were said to be bearing the market, and it
looked as if the loan was doomed to failure. At this juncture
J. M. Mason, who was engineering the enterprise, allowed
himself to be persuaded to adopt the following measure with
a view to raising the price of the bonds. He signed an agree-
ment with Erlanger and Company on April 7, 1863, by the
terms of which the latter were authorized to sustain the
market by buying back the bonds with the government’s
funds and for the government’s account, at 90 or below, to
the extent of the face value of one million pounds, Erlanger
and Company to sell them again, if possible at 90 or above,
but not below that figure except with Mr. Mason’s consent.
The real party in the market was not to be disclosed, and
any profits from the transaction were to go to the govern-
ment. The agreement was at once carried out: Erlanger
and Company entered the market as buyers of the Con-

1 See pages 238-9.
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federate bonds, beginning their purchases on April 7 at 87.
The purchases continued till April 24, by which time the
French bankers had bought bonds to the face value of
£1,388,500, the purchase of a further half million having
been authorized on that day. In the mean time the price
of the bonds had been driven up to a fraction above 91;
Erlanger and Company had been able to dispose of a small
batch of £26,000 of bonds for the government at prices be-
tween 89} and 913.!

It appears that the transaction was closed here. About
$6,000,000 of Confederate gold had been squandered in bull-
ing the London market with no lasting effect on the standing
of the bonds. They were quoted at above 90 till the first
week of May, and then declined slowly to 88 by the end of
the month, fluctuating about that figure till the news of the
Federal victories at Vicksburg and Gettysburg broke the
spell in July, 1868, and started the bonds on a rapid down-
ward course. The part which Erlanger and Company played
in the above attempt to manipulate the stock market cannot
be satisfactorily explained. On the face of it, however, it
appears a strange financial transaction; the bankers who were
directly, or indirectly through their clients, interested in sus-
taining the bonds, being authorized to open a way for unlucky
bondholders to rid themselves on favorable terms of securities
which were proving of doubtful value. They are certainly
open to the grave suspicion of having themselves been large
holders of the bonds in question, especially in view of the
presumably large amount of lapsed subscriptions, and of
having quietly unloaded them on the unsuspecting Con-
federate agents when the market showed signs of collapsing.
In any case the profits of Erlanger and Company in placing the
loan must have been enormous, for they retained beside their
commission of 5% of the amount of bonds floated, and
1% of the payments for interest and redemption, the
difference between 77 and the actual price the bonds brought.
The Richmond Sentinel* a year later stated on good author-

1 Bigelow, France § Confed. Navy, 175 & ss.
2 Richmond Sentinel, May 7, 1864.
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ity that the bankers’ profits amounted to 13} millions of
francs, which must have been about the true estimate.

The results of the campaigns in Pennsylvania and on the
Mississippi during the summer of 1863 had a demoralizing
effect on the Confederate finances. The 8 % bonds of the 15-
million loan sold in April, 1863, for $130 in treasury notes,
or $32 in specie; by the end of the year these bonds were
selling for $182 in notes, or 89 in specie. The bonds of other
domestic loans fared much worse. The Erlanger bonds de-
clined with the others, but much less rapidly. The disasters
of July, 1863, drove them down to 65; they rallied, however,
and fluctuated greatly. They fell with frequent rumors of
the fall of Charleston ; they rose, correspondingly, with recur-
ring rumors of repulses of the Federal blockading squadron.
The news of the battle of Chattanooga reached London in
December, 1863, and temporarily depressed the bonds to 37,
the lowest point they reached till the closing months of the
war.

During the year 1864 the Erlanger bonds held their own
and even rose in value. This remarkable rally did not de-
pend upon the price of cotton abroad, which was 28 pence in
January, reached its highest point, 31} pence, in August, and
fell off to 26 pence before the end of the year. Repeated re-
ports of Federal defeats and Confederate victories, a rise of the
gold premium in New York, or a fall in the value of Federal
bonds, or a rumor that the Confederate authorities had sue-
ceeded in shipping some cargoes of cotton to Bermuda or the
West Indies, drove up the price of the bonds. Now and
then reports and stories of the opposite kind depressed the
price, as occurred particularly in September, 1864, when the
bonds fell within a fortnight from 84 — which point they
had reached on the news of General McClellan’s Presidential
candidacy — to 57. The opinion was often expressed that
the South could not be subdued; even McClellan’s defeat
and Lincoln’s re-election had no marked effect on the quota-
tion of the bonds. As late as September, 1864, the London
Times considered the holders of the Erlanger bonds better



THE FINANCIAL LEGISLATION OF 1862-1863 387

off than those of Federal securities. The London Bankers
Magazine! thought the position of the Confederate States
more hopeful at the end of 1864 than at the beginning of the
war. This sanguine hopefulness of the English investors
—among whom were many newspaper editors 2 — lasted well
into the year 1865. The peace conference at Fortress Monroe
carried the bonds to 59, but the news of Federal successes
that reached London a few weeks later led to a great decline,
which was hastened by the closing victories of the Northern
armies.

The hopeful spirit in regard to the cotton bonds, which
lasted till the fall of Charleston, was largely due to the
Englishmen’s mistaken notion of the security offered by the
cotton held by the Confederate government. Their minds
were fixed in the impression that, whatever became of the
government, the chances were good of getting the cotton out
of the country so as to redeem the bonds. The latter were
quoted in the London market till November, 1865, notwith-
standing the fact that Secretary Seward had directed Mr.
Adams eight months before, and again in August, 1865, to
authoritatively undeceive the English public as to the likeli-
hood of any part of the cotton bonds being assumed by the
Federal government.? The quotations of the bonds in the
London market after the downfall of the Confederate States
were, of course, merely nominal, but the public only slowly
realized the meaning of that overthrow. Till the last the
London bankers expected the assumption of the debt by
the United States or by some individual Southern State
government.# Of course, neither of these steps was ever
considered.

The unlucky bondholders met in London in the fall of
1865, and appointed a committee to loek into their rights
and take the necessary steps to enforce them. The question

1 Bankers' Mag. (London), XXIV, 1092-3 (Dec. 1864).

3 N. Y. Times, Sept. 14, 1865 (1-1); Dec. 9, 1865 (1—4).

8 N. Y. Times, Sept. 19, 1865 (1-2); N. Y. Herald, Sept. 19, 1865.

4 Economist (London), XXIII, 1307, Oct. 28, 1865; N. Y. Herald, Sept. 4,
6, 18, 19, 1865; N. Y. Times, Aug. 5, 1865 (4—4).
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of the liability of the individual Southern States was consid-
ered, and some urged approaching the United States govern-
ment with their claims. A report that the bankers who had
placed the loan in 1863 still held some funds to the credit of
the Confederate government roused the bondholders’ hopes of
recovering something, but these were soon dispelled by a state-
ment of Erlanger and Company.! Sixteen years later similar
unfounded rumors that foreign banks, among them the Bank
of England, held large sums to the credit of the Confederate
government aroused a temporary interest in the Erlanger
bonds, and there was an active demand for them on the
London market, which continued some time, notwithstand-
ing the statement by Judah P. Benjamin — then living in
England, and formerly member of the Confederate Cabinet
— that the Confederate government had exhausted their
funds abroad before the end of the war.?

There continued to be some agitation on the part of the
bondholders in favor of attempting to secure the assumption
of the cotton bonds by the individual Southern States, but
it was not taken very seriously, though there was a slight
revival of dealing in the bonds in London during 1881-3.3
As late as ten years after the close of the war the assumption
of the debt by the United States government was suggested,
and its possibility was mentioned during the Presidential
campaign of 1876, even after the election of that year, when
it was vaguely assumed by some of the holders of the
Erlanger bonds that Tilden’s election would mean the re-
demption of all or a part of the bonds out of the United
States treasury. It will be remembered that the *Southern
Claims ” and the alleged intention of the Democrats to pay
them when in power, were also prominently referred to in
the political excitement of 1876.4

1 N. Y. Times, Sept. 18,1865 (1-1) ; Sept. 19, 1865 (1-1), Nov. 6, 1865; N. Y.
Herald, Sept. 4, 18, 1865.

2 London Times, Nov. 8, 1881 (5-1); N. Y. Times, Nov. 6, 1881 (8-3); Jan.
20, 1882 (2-2) ; Sept. 22, 1882 (3-2), quoting Augusta Chron., Sept. 19, 1882.

8 London Times, Nov. 8, 1881 (5-1); July 7, 1883 (13-1, 14-3) ; N. Y. Times,

Oct. 21, 1882 & July 7, 1883 (quoting London Daily News) ; Aug. 1, 1883 (edit.).
¢ Economist (London), XXXIV, 126-7 (Oct. 21, 1876); N. Y. Times, Nov. 8,
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In 1884 again there appear traces of a revival of the hopes
of the foreign bondholders, possibly to be brought into con-
nection with the numerous similar efforts then being made
by the creditors of bankrupt nations like Turkey to obtain
a settlement, and also into connection with the negotiations
then going on between Virginia and the foreign holders of
its discredited State bonds.! In the following year we hear
of activity in buying and selling Confederate bonds. The
revival of this trade, which in the last instance was con-
cerned with domestic as well as foreign Confederate bonds,
is of very little importance. The frequent references to
speculative activity in these securities upon American mar-
kets evidently misinterpret its meaning, or exaggerate its
dimensions. The similar occasional activity in the market
for Confederate postage stamps does not lend itself to a
similar picturesque and effective interpretation.?

To return to the standing of the Erlanger bonds during
the war: one factor which contributed to their strength in
the foreign market were the tolerably regular disbursements
for interest and for the semi-annual redemptions of one-
fortieth of the principal. These payments were made partly
from the proceeds of the sale of the little cotton which the
government succeeded in exporting, and largely from the
proceeds of the loan itself. The last part-payment of
the principal was made on March 1, 1865, under a secret
act of February 3,® appropriating £75,000 toward the re-
demption of one-fortieth of the face value of the loan. The
Economist* figured out that £2,418,800 of the bonds were
still outstanding in the fall of 1865, constituting a loss of
about 10} millions of dollars to the holders, and the enemies
1876 (4-7) ; Nov. 15, 1876 (1-5), quoting Hartford Courant; Nov. 30, 1876 (4-2),
quoting Dundee, Scotland, Advertiser, Nov. 11,1876 ; cf. N, Y. Tribune, Oct. 10,
1871, quoting London Standard, Sept. 26, 1871.

1 N. Y. Times, Feb. 23, 1884 (3-7) ; London Times, 1883—4 (passim).

2 N. Y. Times, June 18, 1885 ; Dec. 9, 1869 (3-1); Sept. 1, 1882 (2-5) ; Sept.
22 (3-2); Oct. 29 (4-6); Nov. 10, 11, 1882 (1-2); Jan. 17, 1883 (2-7); Aug. 1,
1883 (edit.).

3 Text in Confed. Archives.

¢ Economist (London), Mch. 18, Oct. 28, 1865.
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of England would gladly have seen the figure much larger.
A leading Northern newspaper said maliciously at the close
of the war: “It is now greatly to be regretted that the rebel
loan put on the market in England . . . was not greater.” !
The above estimate was obtained by basing the calculation
on the assumption that the entire loan was placed at 90,
that £204,600 were redeemed, and that £376,600 were
exchanged for cotton certificates, the latter being presumably
not redeemed and therefore constituting a further loss of
$1,830,000 to the English investors.

These figures need some correction, owing to the fuller
information available to us. In the first place the entire
three millions of pounds of the loan cannot fairly be said to
have been placed. Of this amount, £1,388,500 were bought
back in the attempt which we have outlined, to bull the mar-
ket, and only a part of these bonds were again successfully
sold. In June, 1863, £1,150,000 were still undisposed of.?
By the fall of 1863 the bankers had floated some more, but
£704,000 still remained on their hands.® They then entered
into a supplementary contract with the government on Sep-
tember 24, 1863, ratified by the Congress on February 17,
1864, which provided for placing £650,000 of the bonds
under similar conditions to those contained in the original
contract. The bankers underwrote this amount at 77 %
of its face value, — considerably above the bonds’ current
value, —and agreed to pay the government the necessary
12,500,000 francs in instalments covering twelve months
from the time of the subscription. With the rapid decline
in the value of the bonds, to far below 77, Erlanger and
Company found it unprofitable to float the bonds, and pre-
ferred to pay the penalty provided for in the contract. The
penalty was reduced from the £140,000 the contract called
for to £100,000 as a compromise, and a new contract was

1 N. Y. Times, Apl. 28, 1865 (4-3).

2 Confed. Archives : McRae to Memminger, June 19, 1863.

8 Confed. Archives: Memminger to McRae, Sept. 15, 1863; McRas to Mem-
minger, Oct. 2, 1863,
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entered into with the bankers on February 22, 1864, the
details of which are unknown to us. The contract of Sep-
tember 24, 1863, was annulled by the Congress in secret
session on January 4, 1865,! by resolution, which, on the
recommendation of the Secretary of the Treasury, authorized
him to float a foreign loan of £15,000,000 on terms to be
agreed upon by the contracting parties. Of course, nothing
more is heard of this new loan. By the spring of 1865 the
amount of Erlanger bonds still on hand and not disposed of
had been reduced to £509,000. Adding this amount to the
sum spent for the semi-annual part payments of the princi-
pal, — namely, £255,200, —and deducting the sum from
the amount of the original issue (£3,000,000), we derive
£2,235,800 as the face value of the bonds outstanding at
the end of the war, which, on the basis of the original sub-
scription at 90, constituted a loss of approximately 9§ mil-
lions of dollars to the foreign bondholders.? The amount of
Erlanger bonds converted into cotton certificates can be dis-
regarded, as the latter also constituted a loss to the holders.

When we come to estimate the amount of profits from the
foreign loan accruing to the Confederate government, we
have a more difficult problem. Mr. John Bigelow estimates
it as follows: 8 He puts the gross amount realized by the Con-
federate government upon its foreign loan at $15,000,000, —
an evident overstatement; the amount lost in the attempt to
manipulate the market in April, 1863, at $6,000,000; the
amount lost in the purchase of ships which were never deliv-
ered, at $5,000,000. The net profits derived from the issue
must have been $4,000,000 according to these figures.

1 Confed. Archives: Memminger to A. H. Stephens, Dec. 15, 1863 (with con-
tract, Sept. 24, 1863): Secret acts Feb. 17, 1864, Jan. 4, 1865 ; Memminger to
McRae, Sept. 15, 1863, Feb. 16, May 24, 1864 ; Slidell & McRae to P. W. Gray
& E. K. Smith, Oct. 26, 1864 ; House J’r'l, secret sess., Jan. 9, 22, 1864 ; Memmin-
ger to Davis, Dec. 15, 1864.

2 Confed. Archives: Memminger to Davis, Dec. 28, 1863 ; to Senate, Nov. 7,
1864 ; to Fraser, Trenholm & Co., Nov. 25, 1864 ; to McRae, Aug. 20, 1863, Aug.
12, 1864, Jan. 23, 25, 1865 ; to House of Rep’s, Feb. 11, 1865; Secret acts June
10, 1864, Feb. 3, 1865; Charleston Courier, Aug. 17, 1864 (McRae to editor Indez,
July 6, 1864).

8 Bigelow, France § Confed. Navy, 188.
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An examination of the correspondence of the Treasury
Department and of all the available material leads to the
following conclusion. The face value of the issue was
£3,000,000. Of this amount £2,491,000 were placed. The
gross receipts from the loan were, say, £1,900,000. Deduc-
tions should be made as follows: The bankers received 5 %
commission on the amouut of bonds placed, and 1% of
the interest disbursed ; the expenses of the agency amounted
to a small sum; the redemptions of the principal as well
as the interest payments were practically met out of the
proceeds of the loan, and should be deducted; and a small
sum for interest on deposits and the £100,000 received from
Erlanger and Company for their failure to carry out the
supplementary contract should be added. On the basis of
this calculation £1,283,930, or say 6} millions of dollars,
are left as the net profits of the loan.

Face valueoftheloan . . . . . . . . « « ¢« ¢ & . £3,000,000
Amount of loan placed (face valae) . . . . . . . . . 2,491,000
£2,296,000at 77% . . . . . . £1,767,920
70000at66% . . . . . . . . 46,200
125,000at60% . . . . . . . . 75,000
Gross receipts of loan . . . . . . . £1,889,120
Add
Interest on deposits (say) . . . . . £10,000
Penalty under contract . . . . . . 100,000
£1,999,120
Deduct
Bankers’ 5%, commission . . . . . £124,550
Expensesofagency . . . . . . . . 7,190
Boudsredeemed . . . . . . . . . 255,200
Interest on bonds, . . . . . . . . 825,000
Bankers’ 1% interest . . . . . . . 38,250
£715,190
Net receipts ofloan . . . . . . . . « . . " £1,283,930

The proceeds of the loan were turned over to Fraser, Tren-
holm, and Company of Liverpool, and were drawn against by
the various Confederate agents making purchases abroad.
The government depositories were also supplied with specie
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from Richmond, and with various kinds of bonds on which
to obtain advances by hypothecating the same with foreign
bankers.!

The financial success of the foreign loan was not great,
when we remember that to gain the 6} millions of dollars
finally received the government had to go heavily into debt
at home, and helped to wreck the currency in order to secure
the necessary cotton on which to base the loan. As early as
June, 1863, the Confederate agents in Europe declared ? that
the loan was more successful as a political demonstration
than as a source of revenue. As a financial measure it bene-
fited largely the shipbuilders and bankers, but it was still
“a moral recognition of the Confederacy by the commercial
world,” and that, though of little practical value, must have
given great satisfaction to the Confederate authorities, who
were so signally unsuccessful in gaining a more substantial
recognition from the European governments.

The “ Alabama ” and other Southern privateers were most
of them secured abroad during the first two years of the
war, and were presumably paid for out of the proceeds of
the 15-million loan transmitted to the European agents of
the Confederacy.3

As we have seen, the 15 millions obtained, largely from
the banks, by floating this loan, constituted the main source
of specie revenue of the Confederate government. To this
should be added the United States funds seized in the spring
of 1861 and the specie seized from the New Orleans banks,
also the above 6} millions of specie secured by the Erlanger

Sonn

—

loan and spent abroad. The total amount of specie thus,

secured could not have exceeded 27 millions of dollars.
This sum constituted the entire specie revenue of the Confed-
erate government during its four years’ existence.

The government was driven to rely for a revenue more

1 Confed. Archives : Memminger to Fraser, Trenholm, & Co., Aug. 2, 16, 1864 ;
Off’l Rec’ds Rebellion, 4th S., 11, 481, 645, 824-6, 845, 887-9, 909.

3 Confed. Archives: Fraser, Trenholm, & Co. to Memminger, June 2, 1863.

8 U. S. Case, Arbitration, Geneva Conference (passim) ; Beaman, Ala. Claims;
Russell, Diary, 170.
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and more upon issues of treasury notes. Its expenses in-
creased prodigiously. By November, 1861, they amounted to
70 millions; by March, 1862, to 160 millions; by August,
1862, to 329 millions, and by the end of 1862 to 582 millions.
The funded and unfunded debt of the Confederate States in-
creased correspondingly from 10 millions in July, 1861, to
59.1 millions in November, 1861, to 139.2 millions in Febru-
ary, 1862, to 313.2 millions in August, and to 567.5 millions
in December, 1862. Notwithstanding the efforts to borrow
by issuing bonds instead of notes, as shown in the funding
features and in the produce loan, the government was irre-
sistibly driven to rely more and more upon forced loans as
represented by the issue of notes instead of the voluntary
loans as represented by bond issues. Of the total Confed-
erate debt on July 19, 1861, 10 % represented outstanding
notes; on November 16, 1861, the fraction had already risen
to over 63 %, and in February, 1862, to 77 % ; and in Decem-
ber, 1862, it stood at 82 %. These figures tell their story.
The government found it difficult, if not impossible, to find
lenders willing to advance capital in any shape in exchange
for interest-bearing bonds. After the first patriotic loan,
which brought the government a large part of the available
specie in the South, had been exhausted, the produce loan
aimed to secure the advance of capital in a shape to suit the
convenience of the lenders, and in a way that took advantage
of their awkward position owing to the blockade, but failed
to obtain a sufficient amount of such farm produce as the
government was most in need of, namely, food products.
The issue of treasury notes was too tempting a means of
overcoming the difficulties of the situation. Lenders were
more ready to accept them than bonds, as they could be put
into circulation. As prices rose, — those of food products in
1862 to four and six times their normal level, — appropria-
tions correspondingly grew, and more notes were issued to
meet the increased expenses.



CHAPTER III
THE FINANCIAL LEGISLATION OF 1863-1864

Tre Fonping Act or MARCH, 1863 — THE STATE GUARANTEE oF CONFED-
ERATE BoNDS — VOLUNTARY AND CoMPULSORY FUNDING OF NOTES IN
Bonps — THE TaxATION OF NoTES — THE FUNDING ACT OF FEBRUARY,
1864 — SECRETARY TRENHOLM SUCCEEDS SKCRETARY MEMMINGER.

THE recommendations of the Secretary of the Treasury
contained in his report to the Congress on January 10, 1863,
centred about available means for the encouragement of the
funding of notes into bonds and thereby reducing the redun-
dancy of the currency. The Secretary still insisted upon
classing the interest-bearing notes and call certificates — of
which over 175 millions were outstanding — with bonds
and as distinct from paper currency, the amount of which
he put at 310 millions, 290 millions of non-interest-bearing
notes and 20 millions of State treasury notes and banknotes.
In reality, the interest-bearing notes and call certificates
should have been added, and a much larger allowance made
for State and local currency of various kinds.! The total cur-
rency at the end of 1862 must have exceeded 500 millions of
dollars. The gold premium at the time was 200 %, or a
dollar in specie sold for $3 in treasury notes. The Secretary
recommended a reduction of the currency to 150 millions,
which figure he thought represented the proper amount in
view of the business stagnation due to the war. This, to his
mind, called for larger amounts of currency than 100 millions
to be kept on hand by individuals and to take the place of the
bills and drafts used under normal conditions and now dis-
carded. The Secretary’s analysis of the situation now seems
thoroughly mistaken.

1 See pages 149 & ss.
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The reduction of the currency was to be accomplished by
stimulating the funding of notes into bonds, which evidently
had not been-done by the noteholders to the desired extent.
During the last five months of 1862 only 17} millions had
been thus converted. The government’s hopes that the
redundancy of the currency would be corrected by their
absorption in bonds proved as groundless as similar hopes in
the North.! In the fall of 1862 an attempt had been made
to hasten this movement of absorption. The act of October
13, 1862, provided that all notes issued after December 1,
1862, should be fundable no longer in 8 %, but only in
T % bonds. As to issues outstanding at the time, the Secre-
tary was authorized to require noteholders to fund their notes
in 8 % bonds within six months of notice given. All notes
not so funded should thereafter be fundable only in 7 %
bonds. This act “to reduce the rate of interest on the
funded debt " distinctly violated the terms of the contract the
government had entered into with the noteholders. Thereby
a foundation was laid for a series of repudiation measures
which eventually wrecked the Confederate finances. This
first funding act of October, 1862, while still a bill under
discussion in the Congress, was given a more severe charac-
ter, but was amended in the Senate before its final passage.?

The Secretary at once circulated notices to the public
embodying the provisions of the act, and fixed upon April
22, 1863, as the date after which outstanding notes could no
longer be funded in 8 %, but only in 7 % bonds.3

It is interesting to note that the Confederate policy was
soon followed by State legislation along similar lines, as we
shall find was often the case. By an act of February 6,
1863, the North Carolina legislature provided that the State
treasury notes heretofore fundable in 8 % should thereafter

1 Rep't Secr’y Treas’y, Mch. 14, 1862; Appleton, Ann. Cycloped. for 1861, 146
(Memminger to Comm’rs Prodace Loan); McPherson, Rebellion, 358-9 (Secr’y
Chase to T. Stevens).

3 Confed. Archives : House J'r’}, Oct. 9, 11, 1862.

8 Charleston Courier, Oct. 31, Nov. 18, 1862,
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be fundable only in 6 % bonds, and should be stamped to
that effect.

To return to the Secretary’s recommendations in January,
1863: He dilated upon the evils of a depreciated currency
and the necessity of meeting the continual rise of prices
with the issue of more notes. He proposed to meet the diffi-
culty by extending the principle adopted in the legislation of
the previous fall, and compel noteholders to exchange their
notes for bonds, thereby reducing the amount in circulation
to the desired 150 millions. The means he proposed were
the simple declaration that notes dated previous to December
1, 1862, should cease to be currency after July 1, 1863,
when they should no longer be fundable. He tried to justify
the proposed measure by claiming that on the basis of the
existing law “six months have already been allowed for
investment in 8 % securities, according to the contract on
the face of the note. Two months more will be allowed
for investment in 7 % bonds, and if, after so long a notice,
the holders do not choose to avail themselves of their
privilege, the good faith of the government will stand clear
of imputation.” So far the government had merely offered
inducements to funding, but these had been lessened in
value by the depreciation of the notes in which the interest
upon the bonds was paid. “It is proposed now to supply
the deficiency by a small portion of constraint.” The grave
objections to such compulsory funding were counterbalanced,
the Secretary thought, by the advantages accruing to the
currency system. Moreover, he held that *the modification
of the contract is substantially for the benefit of both parties
(the government and the noteholder). The object in view
is to increase the value of the whole remaining currency.”
This was a favorite notion, — that the noteholder could not
fairly complain of unjust treatment, in that the notes he
retained would have the same purchasing power after fund-
ing the other two-thirds of his notes; and, besides, he would
gain by having an additional block of bonds into which these
two-thirds had been funded. There was something naive in
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the notion that the noteholder should be compelled to enter
into a transaction, avowedly profitable to himself, which
called upon him to throw away a large part of his notes in
the belief that the remainder would thereby be increased in
value.

The notion that compulsory funding was an infringement
of a contract between the government and the noteholder
the Secretary met by saying that the Congress had already
answered this objection by passing the above Funding Act of
October 13, 1862. Then he justified the adoption of a simi-
lar measure by claiming that “a limitation of time for the
performance of contracts has never been considered an in-
fringement where sufficient opportunity is given to claim
performance. Justice is satisfied by giving to the party full
opportunity to receive the benefit of his contract. Examples
of the same principle are afforded in private matters by the
laws of partnership and for the administration of assets. In
public matters the history of every nation affords like prece-
tents, which will probably find support in the laws of every
State in our Confederacy. . . . The time for the enjoyment
of these advantages [of funding notes in bonds] was no part
of the contract, and every holder [of notes] was bound to
know that such an incident has always been considered within
the control of the law-making power.”

Another objection the Secretary as summarily dismissed,
namely, the fear that the Confederate bonds would decline
in value on the adoption of a policy of compulsory funding.
He admitted that they would depreciate, but claimed that
any loss on this score would be compensated for by a rise in
the value of the notes. If one or the other, bonds or notes,
must depreciate, he preferred that the former should do so.
However, he claimed “whatever may be the amount of
depreciation on the bonds, it cannot exceed the depreciation
in the value of the currency.” If he had gone a step further,
he would have foreseen that such a policy as he proposed
would inevitably and primarily depress the value of the
notes. Moreover, he assumed that compulsory funding was
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practicable and would in a short time, with the assistance of
a general tax, remove from circulation all outstanding notes
and make room for a new issue of 200 millions before the
middle of 1863. It required a more extended experience
with compulsory funding to show the difficulty of compelling
the noteholders to do what they instinctively knew was to
their disadvantage, namely, to exchange their notes, which
they could pass on before they depreciated further, for bonds
which they would have to hold while they shrank in value.

However we may rank Secretary Memminger’s powers as 3"

an advocate, as a financier he certainly did not distinguish
himself.

He used the identical arguments that were put forth in the if
French Assembly in the nineties of the eighteenth century ~. Ml-”’
in favor of similar projects of compulsory funding. The 2

holders of assignats, it was claimed, would not be injured /

by exchangmg some of them for national bonds. The notes ,

remaining in their hands would be correspondingly increased
in value. Such compulsory funding could not be deemed a
breach of contract. Various means of persuading the unwill-
ing holders of assignats to fund them were proposed and
adopted, but they proved of little effect, as one deputy had
anticipated. He had foretold that the notes would not be
funded in “bons,” simply because the noteholder did not
want the latter.!

Another financial device recommended by the Secretary in
his report of January, 1863, at the end of the third session
of the First Permanent Congress, was the guarantee of the
Confederate bonds by the State governments. The experi-
ence with the Confederate war tax,? which proved a failure ,,
owing to its dependence upon State legislation to make it
effective, did not deter him from proposing that each State
should guarantee the payment of the interest and principal

1 Le Moniteur, XXIV, 440, 444 (10-11 mai, 1795); 474-6 (16 mai, 1795);
XVT, 410-11 (19 mai, 1793) ; XVII, 278 (31 juillet, 1793); White, Fiat Money
in France, 59, 68-9.

3 See pages 285 & ss-
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of its quota of the Confederate bonds. This, he held, would
improve their standing, and would enable him to convert the
8 % into 6 % bonds,— at the time about 90 millions in amount,
— issue new bonds at the lower interest rate, and apply the
saving in interest to the reduction of the principal.

This plan did not originate with the Confederate author-
ities. A resolution had been introduced in the Virginia
legislature in May, 1862, and presumably was passed, favor-
ing the State’s guaranteeing the Confederate bonds. A simi-
lar resolution was offered in January, 1863, but was opposed
by a committee, which feared that the Confederate as well
as the State’s credit would suffer by adopting the course
recommended.! The Alabama legislature had also passed a
joint resolution on December 1, 1862, proposing that the
States jointly strengthen the credit of the central Govern-
ment by guaranteeing the payment of the Confederate debt,
each in proportion to its representation in the Congress.
South Carolina followed suit, and went a step further by
authorizing the Governor to endorse the State’s share of 200
millions of Confederate bonds, which was two months later
fixed at about 84} millions.? About the same time the
Florida legislature followed Alabama’s example, and pro-
posed to guarantee the State’s share of the Confederate debt,
provided the other States did the same.? The legislature of
Mississippi also acted upon Secretary Memminger’s sugges-
tion, and authorized the Governor on January 8, 1863, to
endorse Confederate bonds to an amount equal to Missis-
sippi’s share of 200 millions. The Texas legislature did not
go so far, but provided by joint resolution of February 27,
1863, that if the State for any reason were compelled to
withdraw from the Confederacy, she bound herself to pay
her share of the Confederate debt. In Georgia and North
Carolina, where, as we shall repeatedly see, the particular-

1 Rep't Secr’y Treas’y, Jan. 10, 1863; Charleston Courier, Dec. 8, 1862, Jan.
21, 1863; Richmond Dispatch, Jan. 9, 1863.

3 S. C. acts Dec. 18, 1862 ; Jan. 28, Feb. 6, 1863.

8 Fla. resol’n Dec. 15, 1862.
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istic States rights notions strongly prevailed, the attempt to
involve the State in a guarantee of the Confederate debt
failed. In Georgia Governor Brown and the leading news-
papers opposed the policy as calculated to confuse Confed-
erate and State finances and to impair the confidence of
investors at home and abroad, — the Richmond Ezaminer
claimed, from selfish jealousy for Georgia’s State credit.
There was some talk of the legislature’s referring the matter
to popular vote in the fall, but it was after much discussion,
on April 15, 1863, indefinitely postponed.! In North Caro-
lina a similar bill failed of enactment. Opposition to it was
akin to that shown in Georgia, and in addition was based on
true States rights grounds, — that such action by the States
was unnecessary, as the Confederate government was merely
their agent, and the States were therefore without further
legislation bound to pay their share of the Confederate debt.

The Congress took Secretary Memminger’s recommenda-
tions into consideration. A bill was introduced in the Senate
in February, 1863, providing that each State should issue
20-year 6 % bonds in proportion to its representation in the
Congress. These were to be sold only for Confederate treas-
ury notes issued since December 1, 1862; the central govern-
ment was then to issue to the States the same amount of
similar Confederate bonds. The bill did not commend itself
to the Finance Committee and was tabled,? but the Funding
Act of March 23, 1863, of which more below, contained a pro-
vision in line with the Secretary’s recommendations. Bonds
bearing 6 % interest were to be sold at par for treasury notes,
on a guarantee by the States according to a plan to be deter-
mined by the Secretary of the Treasury. Nothing came of
the matter. The military disasters in the summer of 1863
and the refusal of some States to assume their share of the
debt made it impossible to carry out the project,® which in

1 Raleigh Progress, Mch. 27, Apl. 14, 17, 1863 ; Richmond Ezaminer, Dec. 5,
1863 ; Charleston Courier, Jan. 15, 1863 (quoting Augusta Constitutionalist) ; Mem-
phis Appeal (Atlanta), Nov. 9, 1863.

3 Confed. Archives: Senate J'r’l, Feb. 6, 9, 1863,
8 Rep’t Secr’y Treas’y, Dec. 7, 1863.
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no way could have benefited the Confederate finances. It
would have been a case of “the blind leading the blind,” as
a study of the finances of the individual States fully shows.?

The recommendations of the Secretary regarding compul-
sory funding were embraced in an elaborate act dated March
23, 1863.2 Its provisions were as follows: Non-interest-
bearing treasury notes were divided into two classes. Those
dated prior to December 1, 1862, were made fundable in 8 %
bonds till April 22, 1863,8 thereafter till August 1, 1863, in
7 % bonds. After August 1, 1863, they could not be funded,
but were still receivable for charges due the government,
except for the cotton export duty, and were payable six
months after a treaty of peace, as specified on their face.
All non-interest-bearing notes dated between December 1,
1862, and April 6, 1863, were fundable in 7% bonds till
August 1, 1863, and thereafter in 4 % bonds, and continued
to be receivable by the government and payable as the above
first class of notes were. All 8 % call certificates were fund-
able with accrued interest in 8 % 80-year bonds if presented
on or before July 1, 18638. Those outstanding at that time
were to be deemed 30-year 6 % bonds. The Funding Act of
March 23, 1863, further provided that no more call certifi-
cates should be issued, but that notes fundable in 6 % bonds
should be exchangeable for 4 % call certificates, and the latter
should be convertible into bonds bearing the same interest, pay-
able in thirty and redeemable in five years at the pleasure of
the government, as were all the bonds authorized by this
act. Furthermore, an attempt was made to reduce the out-
standing currency by providing that authority to issue notes
in 85 and higher denominations should cease with the expira-
tion of the first Congress after the ratification of a treaty or
at the end of two years. The Secretary was also authorized

1 See pages 302 & se.

2 The legislative history of the bill is given in Rickmond Ezaminer, Jan. 81,
Feb, 17, 1863.

8 The later act of April 30, 1863, allowed the 2-year notes under the act of

May 16, 1861, of which perhaps ten millions were still outstanding, till August1,
1863, to be offered for 8 % bonds.
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to sell 6 % bonds for notes at par up to 200 millions with a
view to reducing the amount of notes in circulation to 175
millions; the notes which were thus obtained by the govern-
ment were not to be re-issued if the amount in circulation
should thereby be increased beyond 175 millions. More-
over, the Secretary was in general authorized to use all dis-
posable means to purchase notes with a view to effecting
contraction to that extent. On the other hand, he was
empowered to issue monthly up to 50 millions of dollars in
non-interest-bearing notes, which were, as usual, to be tax
receivable by the government except for the cotton export
duty, payable within two years after the establishment of
peace and fundable in 6 % bonds if presented within one year,
and in 4 % bonds if presented later. A similar issue of 15
millions in small notes of 50 cent, $1 and $2 denominations,
payable six months after a treaty of peace, but not exchange-
able for bonds, was also provided for. The act of April 27,
1863, made similar provisions for fractional currency. It
was about this time that the Federal Congress also provided
for an issue of small denomination “greenbacks.” !

The provisions of the Funding Act were at once put into
operation. At first there was a decided fall in prices, which
was ascribed to the prospective contraction of the currency
and the passage of the Tax Act of April 24, 1863.2 The
increased confidence in the currency was, however, soon dis-
sipated, and gave way to a popular distrust in the govern-
ment’s promises. The newspapers deplored the *“flagrant
breach of public faith ” involved in the attempt at compul-
sory funding, and questioned the wisdom and justice of such
a policy, which was deemed a virtual repudiation of the
government’s obligations and was upheld by the Richmond
Sentinel alone.®

1 U. 8. act Mch. 3, 1863.

2 Richmond Examiner, Apl. 20, May 7, 9, 1863; Charleston Mercury, Apl. 28,
1863.

8 Richmond Dispatch, June 11, 1863 ; Raleigh Progress, June 23, 1863 ; Charleston
Courier, Mch. 27, June 186, 18, 1863 ; Charleston Mercury, Mch. 26, June 19, 1863 ;
Richmond Ezaminer, July 7, Nov. 12, 1863 ; N. C. Standard, June 30, 1863.
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The attitude of the banks toward the discredited notes
dated prior to December 1, 1862, added to the popular dis-
trust. The banks in Richmond agreed in June not to accept
or pay out such notes, which action aroused much feeling
and urgent demands for legislative interference.! The Vir-
ginia legislature, however, followed the banks’ example, and
sought to protect the State treasury by forbidding sheriffs
and tax collectors to accept the discredited notes. The
North Carolina legislature, on the other hand, refused to
take such action, under the advice of Governor Vance, and
provided that all Confederate notes should be treated alike
and accepted by the State treasury, even after they were no
longer fundable in Confederate bonds.?

It is difficult to determine the extent to which noteholders
funded their notes in bonds, as the new issues of notes more
than displaced those that were exchanged for bonds. Appar-
ently the old notes — those dated before December 1, 1862
— were offered in large amounts for 8 % bonds as long as
they could be, namely, till May 22, 1863; and then for T %
bonds till August 1, 1863, by which time, roughly speak-
ing, 100 millions had been funded together with perhaps 25
millions of notes dated since December 1, 1862. The new
issue of notes authorized in March, 1863, to the extent of
50 millions a month prevented this apparent reduction of the
currency from becoming real, and swelled the circulation of
non-interest-bearing notes from 289 millions at the beginning
of the year to 453 millions in August, to over 600 millions in
October and to over 700 millions on January 1, 1864. This
immense increase in the amount of notes issued and outstand-
ing was made necessary by the extensive military operations
of the summer and fall of 1863, which proved so disastrous
to the cause of the South. Confederate bonds fell to a very
low figure, and the gold premium rose with increasing rapid-

1 Petersburg Express, June 6, 12, 13, 1863; Richmond Dispatch, June 9, 11,
1863 ; Richmond Examiner, May 29, June 1, 5, 11, Aug. 1, 1863.

2 Va. acts Mch. 28, Sept. 14, 1863; N. C. act July 3, 1863; Raleigh Progress,
June 23, July 1, 7, 10, 1863 ; N. C. Standard, June 30, July 3, 7, 1863.
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ity. Gold had been quoted at $3 in currency at the begin-
ning of the war, rose to three times that figure by July and
to 820 for $1 by the end of 1863. Under these circum-
stances the voluntary funding of notes in bonds had presum-
ably come to an end by July. Noteholders continued to
hold their notes instead of exchanging them for bonds, and
thereby destroying their usefulness as a circulating medium
and as a means of speculation. The Funding Act instead
of correcting the redundancy of the currency threw discredit
on the previous issues of notes, which dragged down the
subsequent ones to their own level. The new were no
better than the old notes; both were of equally doubtful
value, and continued to circulate together and carried prices
as quoted in them to still more prodigious heights. As
usual, this called for larger and larger appropriations and
correspondingly increasing issues of notes. Cereals, which
at the beginning of 1863 sold at four times their normal
price, rose to twelve times that figure before December;
meat products rose to a much greater altitude. The army
requisitions, which had footed up to 59} millions in 1861,
reached 398 millions in 1862, 512 millions in 1863, and 670
millions in 1864.!

During the first nine months of 1863 the receipts of the
government had been some 601 millions. Of this amount a
paltry 6 millions had been secured by taxation, — by export
and import duties and by various direct taxes; 153 millions
had been obtained by floating bonds; and 442.6 millions, or
over 78 % of the total revenue, by issuing notes, 417 millions
of them bearing no interest.

The Congress had to face an appalling financial condition
when it met in its session during the winter of 1863—4. At
the opening of the session on December 7, 1863, the Secre-
tary of the Treasury presented his report. The estimates he
offered called for 1500 millions to be provided for by the
Congress during the year 1864. The public debt of the Con-

1 Of°'l Rec’ds Rebellion, 1st S., XLVT, pt. 2, pp. 123940 (Secr’y War to Davis,
Feb. 18, 1865).



56 THE CONFEDERATE STATES OF AMERICA

federate States on September 30, 1863, the Secretary put at
994 millions, of which 293 millions represented bonds, most
of them bearing 8 % interest. The unfunded debt amounted
to 701 millions, of which 617 millions were notes in circula-
tion not bearing interest; 123 millions, interest-bearing notes;
and 26 millions, call certificates.

By January 1, 1864, the total public debt of the Confed-
erate States had increased to 1221 millions of dollars. Of
this amount 298 millions represented outstanding bonds
under the following acts: 15 millions of the 15-million loan
of February 28, 1861; 109 millions of the produce loan, and
$3,612,300 of the loan of April 12, 1862, all of which bore
8% interest. The bonds to meet the requirement of the
Funding Act of March 23, 1863, were outstanding to the
extent of 162 millions, of which 96 millions bore 8%, 64
millions, 7 %, and the remainder, 6 % interest. No 4% bonds
were outstanding, which indicates that no notes were funded
in bonds after August 1, 1863, when those dated after
December 1, 1862, became fundable in 4% bonds. Of the
6% cotton bonds authorized on April 80, 1863, 8} millions
were outstanding. The similar Erlanger bonds did not figure
in this statement of the Secretary of the Treasury. Of the
923 millions of unfunded debt on January 1, 1864, 192
millions represented interest-bearing notes (7.30 %) and call
certificates; the rest, 731 millions, represented non-interest-
bearing notes (10} millions of them in small denominations),
and 336 millions issued under acts previous to the funding
act of March, 1863, and 892 millions of new notes issued
under that act.

In his report of December 7, 1863, the Secretary of the
Treasury pointed out the failure of the tax system. The war
tax established in 1861 had been based on the tax machinery
of the individual States and had been changed by them into
a loan.! The more elaborate tax law of April 24, 1863, had
been inadequate. The Secretary, however, did not present
a practical plan of increasing the revenue from taxation other

1 See pages 287 & sa.
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than to propose a 5% tax on all property to be levied after
the existing taxes had been collected, payment of the tax to
be made one-half in treasury notes, and one-half in specie or
in the coupons of a new bond issue, the proceeds of the tax
to be devoted primarily to meeting the interest charge upon
these bonds. This provision was aimed at making it advan-
tageous to hold bonds.

The Secretary confessed that the voluntary exchange of
notes for bonds, from which so much had been expected,
had proved a failure. He claimed that the plan would have
worked well and the redundancy of the notes been prevented
by their being funded in bonds, if the interest on those
bonds could have been paid in specie. But the supply of
specie had been cut off by the blockade, and to provide
specie, he might have added, no adequate revenue system
had been invented. The funding acts had not reduced the
circulation, as had been hoped. He recommended adding
further compulsory features which would force noteholders
to give up their notes and thereby correct redundancy.
About 700 millions in notes were in circulation; 500 millions
must be retired in order to reduce those outstanding to 200
millions, a sufficient contraction for the time being, which
could be carried further when peace was attained. Taxes
could only be relied upon to a slight extent to cancel these
500 millions of notes; the chief reliance must be put upon
loans, and necessarily upon forced loans. :

In detail his recommendations in this particular were as
follows: An issue of 1000 millions 6 % 20-year bonds should
be provided with a view to eventually consolidating the
entire public debt, and with a view to funding the above
excess of 500 millions of notes and meeting current appro-
priations. Noteholders were to be encouraged to fund their
notes by exempting the new bonds from the above 5% tax,
in whole or in part, according to the promptness with which
their notes were offered for the bonds. Furthermore, note-
holders were to be compelled to fund their notes of denomi-
nations above $5, —to which alone the plan applied, but
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which included almost all the notes outstanding, — by notice
that after April 1, 1864, — or July 1, 1864, in the trans-
Mississippi States, — the notes would no longer be current
or receivable by the government, though still redeemable by
the government as their face indicated. Six months more
were to be allowed within which the notes could be ex-
changed for bonds, then those still outstanding were to be
debarred from any further claim upon the government, that
is, they were to be repudiated. The recommendations of the
Secretary had in view the direction indicated by the two
previous funding acts and pointed at its logical limit. The
currency was to be forcibly reduced by compelling note-
holders to withdraw their notes from circulation and turn
them into bonds, by threatening them with a heavy tax in
addition to eventual repudiation. The Secretary sought to
justify such a measure by the arguments of the year before.
He granted that it would constitute an infringement of the
contract between the government and the noteholder, in that
the original provision regarding the exchange of notes for
bonds would be violated, and also in that the government
would break its promise to accept and eventually pay the
notes. He attempted to minimize such a repudiation of gov-
ernment obligations by claiming that in offering to exchange
within a limited time the notes for the proposed new bonds,
the government had “provided a fund as nearly equal to
specie as is within its power,” that the government would
act as every honest debtor does, would recognize the validity
of the debt, offer the best security it could, and ask for
time; in essence, then, he proposed forcing a compromise
upon the creditors of the bankrupt government. The chief
argument in favor of his plan of repudiation was the familiar
one that unless such a measure were adopted all would be
lost, private as well as public credit would be ruined, and
the noteholders would be still worse off than at present.
Any measure, involving no matter how great a breach of
contract, could be justified if it averted such a calamity.
The continuance of the circulation in its present dimensions
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must be prevented by any means, the currency must be
reduced, prices must be lowered, if the Confederate govern-
ment is to continue. While drawing the strongest picture
possible of the evils of the inflated currency, the Secretary
of the Treasury almost in the same breath states that the
further issue of treasury notes is absolutely necessary in view
of the difficulty of obtaining any revenue by other means,
and he proposed a new issue of notes to the amount of
200 millions of dollars in substitution for that amount of
old ones, — which he planned would all be funded, —
and a pledge that the government would not increase the
issue.

Secretary Memminger, as well as President Davis, had
evidently made up their minds that compulsory funding of
notes was the only way open to the government, by which
the redundant currency could be corrected. The President
seconded his Secretary’s proposals in his message to the Con-
gress.! The similar devices adopted during the French and
during the American Revolution, by which the currency was
scaled, were in the Secretary’s mind.? By various methods
similar to those proposed by him the holders of French
asstgnats had been compelled to fund these notes in bonds.
It was hoped to reduce the amount in circulation with a view
to raising the value of the remainder. They ceased to be
accepted in payment of dues to the government; a new issue
of notes was substituted for the old ones.? The similar
provisions adopted by the Continental Congress, which the
French Assembly had distinctly in mind, were also perfectly
familiar to the Southern statesmen. The famous act of
March 18, 1780, by which the Continental currency was
practically repudiated, was framed along the same lines as
those suggested by Secretary Memminger. The report upon

1 Charleston Courier, Dec. 14,1863 ; Appleton, Ann. Cycloped. for 1863, pp. 205,
795.

2 Confed. Archives: Memorandum in Memminger’s handwriting, Dec., 1863.

8 White, Fiat Money in France, 59, 68-9 ; Palgrave, Dict’y Pol. Econ., 1, 633

Le Moniteur, X VT, 410-11 (19 mai, 1793) ; 587 (7 juin, 1793); XVII, 278-9 (31
juillet, 1793) ; XXIV, 440, 444-5 (10-11 mai, 1795).
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this measure by a committee of the Continental Congress
might have been copied by the Confederate authorities:
“The old money must be called in and cancelled. For until
that is done no regularity can be introduced into the finances,
nor any dependence placed on any requisitions made. For
as the old currency is daily depreciating, and as the same,
by laws of many of the States, is made a standard by which
to value the new money, unless it be speedily destroyed, it
cannot fail to sink the new. It is therefore indispensably
necessary that it be called in without delay.”?!

The plan proposed by Secretary Memminger of correcting
the redundancy of the currency by a variety of provisions
aimed to compel the noteholder to give up all or a part of
his notes dates back much further than to the eighteenth cen-

, tury. We hear of similar funding schemes being put into

operation in China in the twelfth and fourteenth centuries,?
when the paper currency was “scaled” by putting a limit
upon the privilege of funding old into new notes.

The recommendations of the Secretary and the President
not only fell upon willing ears, but were no doubt reinforced
by a popular clamor in favor of compulsory reduction of the
currency which found expression in the Southern newspapers
during the fall and winter of 1863—4, in marked contrast
with the outery raised upon the passage of the preliminary
repudiation measure of March, 1863. The Rickmond Ezam-
tner took the ground in September that “compulsory funding
of some large body of the government’s currency, now out-
standing, is the only cure left our government.” This meant
compulsory reduction of the currency which the paper under-
stood and justified, though it would not fully acknowledge
that such a policy involved a partial repudiation of the Con-
federate debt. Voluntary reduction of the currency was out
of the question; it must be accomplished by force. “No
matter who is to profit by the resumption of a proper basis
for our business transactions — no matter who is to suffer

1 Secret J'r'l Continental Congress, 1, 207 (Rep’t Comm., Apl. 18, 1781).
3 Journal Asiatique, 3° 8., T. IV, pp. 35960, 447 (sept., nov., 1837).
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— that basis must be established once for all, firmly and
honorably.” *

Other Virginia newspapers frankly admitted that volun-
tary funding had been tried and had failed, and that the
only plan now open was to compel the noteholders to give
up their notes. “Scaling ”’ the notes was proposed, but espe-
cially a heavy tax upon the notes, which was justified and
held to be constitutional on the familiar pleas that every tax,
however much it approached confiscation, was justifiable,
and that the government could honorably tax its own obliga-
tions. Duff Green proposed taxing all notes 5 % if funded -
within 90 days, and adding a 10 % tax every further 90 days
till the whole issue was absorbed, the tax to be collected |
from the noteholders when they offered the notes to the gov- -
ernment for bonds, as if they would walk into the trap.2 '

Of the South Carolina newspapers the Charleston Courier
was outspokenly opposed to all these suggested currency meas-
ures. It objected to the injustice and bad faith they almost
all involved, warned the government against the demoralizing
effect of any repudiation measure, and urged heavy taxation
beside a forced loan, if necessary, as an adjunct. How such
a loan could avoid the injustice complained of was not
stated.® The Charleston Mercury, on the other hand, fell in
with the popular demand for compulsory reduction of the
currency.4

Other newspapers went the full length of advising either
editorially or through contributed letters, outright repudia-
tion of the Confederate debt. One correspondent suggested
taxing the bonds and notes out of existence and beginning
over again, or taxing all slave property, the cause of the
war, 50 % of its value.5

1 Richmond Examiner, Sept. 3, Nov. 14, Dec. 3, 11, 19, 1863 ; Jan. 1864 (passim).

8 Lynchburg Daily Republican, Jan. 27, 1864 ; Petersburg Express, Nov. 29,
Dec. 12, 1863 ; Jan. 5, 1864 ; Jones, Diary, I1, 97-8 (Nov. 14, 1863) ; Duff Green,
Finance § Currency, 1-3; Richmond Enquirer, Oct. 30, Nov. 2, 6, 1863; Jan. 8,
1864 (corresp.); Jan. 16, 1864 (Duff Green, corresp.).

8 Charleston Courier, Jan. 18, 1864.

¢ Charleston Mercury, Nov.-Dec., 1863 (passim).

8 Memphis Appeal (Atlanta), Nov. 11, 1863, Jan. 5, 1864 ; Charleston Courier,
Dec. 16, 1863 (corresp.).
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Some of the North Carolina papers opposed the popular
movement and held that repudiation of the debt would be an
illusory remedy of the existing difficulties. The government
had broken its word and was being urged to do so again.
As a result, the government credit was ruined, and no means
could be devised to compel the unwilling noteholder to ex-
change his position for that of a bondholder. The previous
funding acts had not driven the notes out of circulation, and
later and similar acts would have no different effect.?

A bank convention held in Augusta in November, 1863,
had urged — as the Secretary a few weeks later brought for-
ward —a new 1000-million bond issue to bear 6 % interest
in coin, the subscriptions payable in any kind of treasury
notes; but the bankers urged the Congress to fully recognize
the noteholders’ right to fund their notes in 8 % bonds, and
that such bonds should be provided.? Such a proposal could
not have been taken seriously, as the government was already
fully committed to paying its interest charges in notes, and
had already learned to tamper with the terms of its contracts
with its noteholders.

The Virginia legislature appointed a committee to for-
mulate plans to remedy the difficulties of the Confederate
finances. A scheme was proposed which was framed by a
Virginia banker aiming at a diminution of the Confederate
currency and a stoppage of further issues. Eventually ex-
clusive dependence was to be put on taxation. In the
mean time a large issue of bonds was to furnish a sufficient
revenue. The plan apparently was not further discussed, but
the legislature took up a scheme to effect a forced loan of one-
tenth of all property with a view to reducing the currency.?
The Governor in his subsequent message urged the adoption
of a fiscal policy which should retire the excess of currency
above the amount necessary to the business of the country,

1 N. C. Standard, Oct. 9, 1863 ; Raleigh Progress, Jan. 8, 1864, quoting Colum-
bus Carolinian.

3 Rep’t Comm’r Tazes, Nov., 1863, p. 43; Richmond Ezaminer, Nov. 17, 1863.

8 Charleston Courier, Oct. 15, 1863, quoting Richmond Dispatch; Richmond
Enguirer, Oct. 19, 1863.
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and bitterly denounced the government policy which had led
to the present redundancy, to which the issue of Virginia
State treasury notes had materially contributed. In a later
message he offered more specific recommendations. Bonds
to the amount of 1000 million dollars bearing 4 % interest
should be authorized, and notes should be forcibly converted
into them and cease to circulate.!

While these discussions were going on, the Congress was
fully considering the financial situation. It was taken for
granted that bold measures would be adopted. The House
of Representatives at once appointed a special committee to
consider the various plans proposed. It consisted of Repre-
sentatives Boyce of South Carolina, Conrad of Louisiana,
Jones of Tennessee, Baldwin and Johnson of Virginia, Lyon
and Pugh of Alabama, Bridges of North Carolina, and Gray
of Texas. Numerous bills were introduced in both Houses,
for instance, one to compel noteholders to exchange nine-
tenths of their notes for 2% bonds, and another taxing notes
5% every month for eleven months, and a similar one more
in line with the Secretary’s recommendations. In January,
1864, the matter was seriously taken up in the Congress, and
in secret session. The special committee of the House had
reported a bill to tax, fund, and limit the currency, which
provided that all non-interest-bearing treasury notes above $5
should be funded in 6 % bonds till March 1, 1864, then in4 %
bonds till May 1 at par, during May at three-fourths, during
June at one-half, and during July at one-fourth of their face
value; thereafter such notes should not be any longer fund-
able, and the debt they represented should be deemed satis-
fied. Authority was to be given for 200 millions in new notes
and 500 millions in 6 % bonds. The minority of the committee
presented a much more radical scaling measure, which proved
to be more acceptable to the House, for the majority’s bill
was referred to the committee with instructions to amend it
so as to provide for a 50% tax on property, profits, etc.,
sufficient to absorb the remainder of the outstanding notes,

1 Va. Senate J'r’l, 18634, p. 18, 69 ; Rickmond Ezaminer, Jan. 2, 1864.
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also to provide for an issue of 200 millions in new notes and
6 % non-taxable bonds to meet any deficit. The committee
was slow to act upon these instructions, and in the mean
time numerous bills were offered providing for a new issue of
notes exchangeable for the old ones at some such ratio as 1
for 5 or 1 for 8. Other bills called for a progressive tax
upon the notes with a view to driving them out of circula-
tion. The House repeated its instructions to the committee,
and by the middle of January a bill was reported and passed
on the 18th providing that all non-interest-bearing notes
above 85 should be fundable in 6 % bonds till April 1, 1864,
thereafter in 4% bonds, and that those outstanding on June
1, 1864, should be taxed 25% per month till they had been
taxed out of existence. The bill also called for a new issue
of 200 millions in notes and 5§00 millions in 20-year 6 % non-
taxable bonds. In the Senate various amendments were
offered. A compromise was arranged by a conference com-
mittee of both houses, and the bill was passed and was signed
by the President on February 17, 1864, at the close of the
session, together with a number of other financial bills of im-
portance, of which more below.!

The provisions of the famous act “to reduce the currency
and to authorize a new issue of notes and bonds ” were as
follows. Non-interest-bearing notes were divided into three
classes: those of denominations of ®5 and less; those of
denominations between 85 and $100; and those of denomina-
tions of $100 and above.

The notes of small denominations — 85 and less — were
to continue to be receivable by the government, and fund-
able at par till July 1, 1864, — Oct. 1, 1864, west of the Mis-
sissippi, — thereafter they were to be taxed one-third of their
face value and were to be exchangeable for new notes at the
rate of $3 in old for $2 in new notes. A later act of June

1 Confed. Archives : Journals of Senate & House, Dec., 1863, Feb., 1864 ; Rich-
mond Examiner, Dec. 5, 8, 10, 14, 15, 25, 1863 ; Feb. 17, 18, Mch. 1, 1864 ; Charles-
ton Courier, Dec. 15, 22, 1863; Feb. 26, Mch. 1, 5, 1864 ; Jones, Diary, II, 130

(Jan. 18, 1864); Capers, Memminger, 344 ; McPherson, Rebellion, 368; Moore,
Rebellion Record, V1II, 431.
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14, 1864, levied a tax of 100 % upon all the old notes out-
standing on January 1, 1865.

The notes of denominations above $5 and under $100,
which comprised the great mass of the circulation, were
made fundable in 20-year 4% registered bonds till April 1,
1864, — July 1, west of the Mississippi. The requirement
of registered bonds aimed of course at impeding their easy
transfer. However, these bonds and the corresponding cer-
tificates to be issued till the bonds could be prepared were
to be receivable at par in payment of dues to the government
during the year 1864, except, as usual, for the cotton export
duty. All such notes not funded in 4% bonds before the
given date were to be taxed one-third of their face value, the
tax to be deducted at the treasury or by the tax collectors when
they were presented in payment of taxes, or were offered for
new notes at the rate of $3 in old for $2 in new notes, or for
bonds, in which case the notes were fundable at two-thirds of
their face value. The right to fund was to cease on Janu-
ary 1, 1865, and the old notes then outstanding were to be
taxed 100 %.

The notes of large denominations — $100 and above, in
amount exceeding 200 millions — were treated with still
greater severity. Those not presented for 4 % bonds by April
1, 1864, — July 1, west of the Mississippi, — were then to
" cease to be receivable by the government and, in addition to
the 334 % tax, were to be taxed 10 % per month till funded.
Moreover, they were not exchangeable for new notes.

The interest-bearing call certificates were treated like the
notes. If not presented within the time specified for the
notes they were to bear interest on only two-thirds of their
face value, and were made redeemable only in treasury
notes at that rate.

The 7.30% notes, of which, roughly speaking, 125 mil-
lions were outstanding, received similar treatment, as we
have seen. They were no longer to be accepted by the gov-
ernment, and were to be deemed bonds, bearing the same
interest and payable two years after the establishment of

6



66 THE CONFEDERATE STATES OF AMERICA

peace. A later act of November 28, 1864, made these notes
exchangeable for 80-year 6 % bonds.

Expressed in simple terms, the act aimed to reduce the out-
standing circulation of notes by compelling noteholders to
fund their notes in 4% bonds or exchange them at the rate
of 83 in old for $2 in new notes. To carry out this plan the
necessary bonds and notes were authorized. The authority
to issue the old notes ceased on April 1, 1864. The new
notes which superseded all previous issues were made pay-
able two years after the establishment of peace, and were
receivable by the government for all dues except for the
cotton export duty. They could be exchanged for 4 % call
certificates payable at the same time. A similar issue of
6 % non-taxable certificates was also authorized with which
to pay for government supplies, if agreeable to contractors.
These were not intended for general circulation, as they
were made transferable by endorsement only. The expenses
of the government were further to be met out of the proceeds
of a new bond issue for 500 millions bearing 6 % interest.
The interest and principal of these bonds were exempt from
taxation, and their payment was secured by the net receipts
of any export duty hereafter to be levied upon cotton, tobacco,
and naval stores, and also by the net proceeds of the im-
port duties. The former never materialized, and the latter
amounted to an insignificant sum. A provision was added
making all import duties payable in specie, sterling exchange,
or in the coupons of these bonds. Finally, the Secretary of
the Treasury was authorized to hypothecate these bonds for
notes so as to meet the appropriations of the Congress and to
reduce the currency.

As to the effect of the Funding Act, the popular belief
that prices would fall was not realized. Immediately upon
the passage of the act there were complaints of a scarcity
of currency, a familiar phenomenon at the time of inflation.!
“From a plethora of paper money, we shall soon be without
a sufficiency for a circulating medium,” wrote one observer.3

1 See pages 146 & ss. 2 Jones, Diary, 11, 154 (Feb. 21, 1864).
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Such fears were based on commodities continuing to rise
after a temporary drop in price in spite of the supposed
contraction of the currency. This movement surprised and
exasperated people.?

It is difficult to state the amount of notes funded in bonds
before April 1, 1864. Apparently the amount was 250 mil-
lions,? one-third to one-half of which represented $100 notes,
which were fully discredited by the government after that
date. The Secretary’s report of May 2, 1864, put the total
amount of currency at 800 millions, — 1000 millions would
have been nearer the correct figure. Of this amount, 50 mil-
lions were in the hands of disbursing officers; 250 millions
had been funded east of the Mississippi, and 50 millions pre-
sumably would be funded west of the river, leaving 450 mil-
lions in old notes still in circulation. Of these 450 millions,
128 millions were $100 notes, and were considered out of exist-
ence by him, as they were no longer tax receivable and were
to be taxed out of existence in six months. This figuring
left 322 millions (450 minus 128) still in circulation, equiva-
lent in new notes, at the rate adopted, to 214 millions. It
was by such legerdemain that the Secretary and the Presi-
dent tried to satisfy themselves and the Congress that the |
currency was once more within bounds. In point of fact,
the 128 millions of $100 notes continued to circulate, and
only a part of the 822 millions of smaller notes were offered
for exchange in new notes. Of the latter 48 millions had
been issued by the end of April, 70 millions by August, and
284 millions by October, 1864.2 When the Funding Act
went into operation, the treasury notes and call certificates
outstanding must have amounted to over 1000 millions of dol-

1 Richmond Ezaminer, Mch. 1, Apl. 21, Aug. 27, 1864 ; Raleigh Progress, June
1, 1864 ; Mobile Advertiser & Register, Mch. 5, 1864; Columbus Daily Sun, Apl.
12, 1864 ; Jones, Diary, II, 178-80.

3 Rep't Secr’y Treas’y, May 2, 1864 ; Richmond Examiner, Apl. 21, 1864 ; Rick-
mond Dispatch, Apl. 5, 1864 ; Richmond Sentinel, Apl. 7, 1864 ; Charleston Courier,
May 9, 1864 (Pres. Davis, mess., May 2) ; Capers, Memminger, 480.

8 Confed. Archives: Register to Memminger, Apl. 29, 1864; Richmond Ez-
aminer, Apl 1, 14, 16, Nov. 26, 1864 (Secr’y Trenholm to Speaker, Nov. 25, 1864).



68 THE CONFEDERATE STATES OF AMERICA -

lars.! By October 1, 1864, the amount must have exceeded
this figure,? though it is impossible to distinguish in the
official accounts between the amount of old notes exchanged
for new ones and those simply discredited, though still remain-
ing in circulation. During those seven and a half months
the amount of notes in circulation had no doubt been consider-
ably reduced, but had again risen to and above their old
level. This movement was distinctly reflected in the gold
premium. The value of a gold dollar had been $23 in paper
at the time the Funding Act was passed, sank successively
to $22, $21, $19, and 317 during the following four months,
but rose as rapidly after the middle of 1864, and reached $23
again in September, and then rose to $30 and $40 before the
end of the year. As soon as the government began to ex-
change new notes for old ones at the established ratio of $2
for 83, their value fell, and both kinds circulated side by
side, were equally discredited and continued to depreciate
together.

The attempt to float the 500 millions of 6 % non-taxable
bonds, with which it had been hoped to meet the govern-
ment’s running expenses, met with little success. They
were at first disposed of in small lots at 135 in currency,
equivalent to $6 in specie, but did not find many buyers.
By October 1, 1864, less than 14} millions had been placed,
much to the chagrin of the Secretary of the Treasury.3

The issue of 6 % certificates to government contractors had
been even less successful. Government contractors were
unwilling to accept them, and only 1§ millions could be
placed by October 1, 1864. Notes to the extent of 21 mil-
lions, however, were secured by hypothecating bonds.4

1 Confed. Archives: Register to Memminger, Apl. 30, 1864.

2 Rep’t Secr’y Treas’y, Nov. 7, 1864.

3 Rep't Secr’y Treas’y, Nov. 7, 1864; Charleston Courier, May 30, 1864 (Mem-
minger to Pres. Senate) ; June 8, 23, 1864 ; Richmond Enquirer, June 7, 22, 1864 ;
Richmond Examiner, Sept. 3, 1864 (Notice Secr’y Treas'y, Angz. 22, 1864); Con-
fed. Arclives: Memminger to Secr’y War, June 2, 1864 ; Charleston Mercury,
Oct. 18, 1864; Of"l Rec’ds Rebellion, 4th S., 111, 465.

4 Rep’t Secr’y Treas’y, Nov. 7, 1864 ; Richmond Ezaminer, Aug. 9, 25, 1864
(edit.).



THE FINANCIAL LEGISLATION OF 1863-1864

It is evident chat, just as in the case of the act of March | Mu y TN
18, 1780, the Confederate act of February 17, 1864, wrecked

the govemment’s finances beyond the hope of saving them

from utter ruin. Secretary Memminger soon lost confidence
in the efficacy of the measure, and blamed the Congress for
departing from his recommendations.! This was hardly a
fair attitude to assume in view of the Congress’s having fol-
lowed his instructions quite closely in framing the Funding
Act. It evidenced the breach between the Congress and the
Secretary which the failure of the Confederate financial policy
had created. The feeling in the Congress against the Secre-
tary grew in intensity. It was even proposed to impeach
him, but the matter was not pressed, as his resignation, it
was intimated, was to go into effect at the end of the ses-
sion. The Richmond Examiner and its editor, E. A. Pol-
lard, were especially violent in attacking the Secretary and
blaming him for leading the Confederate treasury into a ;
labyrinth of difficulties, which feeling President Davis is .
credibly reported to have shared.? Secretary Memminger
resigned on Juneg 15, 1864, and was succeeded three days
later by Mr. George A. Trenholm, a well-known cotton
exporter of Charleston. He had been active in furthering
blockade-running enterprises, and in that and other connec-
tions had often been consulted by the Richmond authorities.
He brought to the leadership of the Confederate treasury a
wide acquaintance with large business operations, but could
not infuse new life into the government finances, which had
been hopelessly doomed by the previous policy culminating

in the above Funding Act.

Among the agencies which weakened the power of the
South to resist the North we put first the Federal blockade ¥/
and the Confederate financial policy. Memminger cannot
escape the responsibility for the latter. It was framed largely

1 Jones, Diary, 11, 182 (Apl. 5, 1864) ; Rep’t Secr’y Treas’y, May 2, 1864.

2 Richmond Ezaminer, Feb. 15, Aug. 8, 24, 1864 ; Pollard, Davis, 175, 187;

Pollard, Lost Cause, 18 & 88.; Charleston Courier, May 30, June 1, 16, 18, 1864 ;

Richmond Sentinel, July 2, 19, 1864 ; Alfriend, Davis, 246, 481 ; Craven, Ducis,
138; Capers, Memminger, 365.

.
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upon lines suggested by him; and its development and final
culmination in utter government bankruptcy was not seri-
ously resisted by him. A man of his antecedents and limited
experience could not have been expected to formulate a
brilliant fiscal policy and win public favor for it. But we
miss in him the ability to foresee the inevitable consequences
of the measures he proposed, and the power to assume leader-
ship by winning the confidence of the Congress and their
co-operation in framing a policy that should have secured the
fullest use of the resources of the South instead of one that
dissipated and deranged them. A financier of like talent to
that of the Southern military leaders would doubtless have
- conducted the affairs of the treasury with more success.



CHAPTER IV
THE FINANCIAL LEGISLATION OF 1864-1865

THE SECOND CONFEDERATE CoNGREss — THE EFrFEcTs oF TRE Fuxpine Acr
oF FEBRUARY, 1864 —THE RELATION OF THE BANKS AND THE STATE
TREASURIES TO IT8 PROVISIONS — IT8 AMENDMENTS — INTEREST PAYMENT
OX CONFEDERATE BoNDs — THE FINANCIAL MEASURES OF THE LaST SEs-
8ION — SPECIE LOANS AND Taxxs — THE FINAL CoLLAPSE.

THE Funding Act of February, 1864, had been passed
during the last hours of the first Congress, which expired on
February 18, 1864. The second Congress had been elected
during the previous November, and was called together on
May 2, 1864. The first session lasted till June 14, and the
second and last from November 7, 1864, till March 18, 1865.
The new House of Representatives contained nearly forty
new members in the place of that number of old ones who
were not re-elected. Among the ten North Carolina Repre-
sentatives, eight were new, and represented the opposition to
the extreme war policy. In the personnel of the Senate
there were also some changes. Senator J. L. Orr was elected
chairman of the Committee on Foreign Affairs ; Barnwell, of
the Finance Committee. In the latter committee the chair-
man and Senator Hunter of Virginia were the only old mem-
bers ; the new ones were Senators Graham of North Carolina,
T. J. Semmes of Louisiana, R. Jemison, Jr., of Alabama, and
later Orr of South Carolina and Oldham of Texas.!

When the new Congress met in May, 1864, the Confed-
erate prospects of ultimate success were indeed gloomy.

1 Confed. Archives : Senate J°r’l, May 3, 1864, Feb. 1, 1865; Raleigh Progress,
May 4,1864; N. C. Standard, Nov. 6, 10, 17, 1863, June 10, 1864 ; Richkmond
Ezaminer, Dec. 8, 1868 ; Off’l Rec’ds Rebellion, 4th S., III, 1183.
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P ~f(~<2'(' ¥*-General Sherman was beginning his march to the seacoast,
“"aveete  General Grant had taken supreme command of the Federal
. ¢. T troops, and was about to begin the last series of successful
.. =~ ' campaigns. In North Carolina discontent was growing, and
S the three desperate measures of February 17, 1864, the Con-
scription Act, the Tax Act,' and the Funding Act were
accomplishing little if anything to stem the tide.

The primary effect of the Funding Act was to impair
popular confidence in the Confederate government, as had
been the case with similar measures passed during the
American and the French Revolutions. Some declared it un-
constitutional, though it was inferentially upheld by the
Attorney-General,? and others argued that the anomalous
condition of the Confederate States justified such a violent
measure. © From all sides it was attacked as an ill-advised
act, which opinion Vice-President Stephens shared. Others
took comfort in the fact that it did not constitute an entire
repudiation of the government obligations, and called it an
“ingenious adjustment” and “not a violent throwing off of
the burden” of the public debt3 There was a general agree-
ment that the people’s confidence in the government’s
promises was destroyed by the act beyond the hope of re-
covery.# Secretary Trenholm soon realized its unfortunate
effect, and wrote to Governor M. L. Bonham of South Caro-
lina in August, 1864: —

“ However patriotically intended, it is not to be denied that
the measure adopted by Congress for the reform of the currency
had the unbappy effect of inspiring the publick mind with feel-
ings of fear and distrust as to the course that would ultimately
be pursued by the Treasury notes. Apprehensions of ultimate

1 See pages 299 & ss.

3 Att'y Gen'l’s Opinion, Mch. 18, 1864; Charleston Courier, Feb. 27, 1864
(corresp. & edit.).

8 Charleston Courier, Feb. 24, 1864, quoting other newspapers; Mobile Adver-
tiser & Register, Feb. 20, 1864; Raleigh Progress, Apl. 6, 1864 (Vice-Pres.
Stephens’ address to Ga. legislature); Richmond Examiner, Apl. 14, 1864 (edit.).

¢ Charleston Courier, Aug. 28, 1864 (quoting Macon Telegraph) ; Macon Tele-
graph, Feb. 17, 1864 ; Raleigh Progress, Mch. 16, 1864 (Gov. Ga. mess.).
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repudiation crept like an all-pervading poison into the minds of
the people, and greatly circumscribed and diminished the pur-
chasing power of the notes . . . It must now be universally ad-
mitted that the policy [of compulsory funding] was erroneous.” ?

As we have seen, currency prices continued to rise without
interruption. At first the old notes were accepted with a
discount as compared with the new issue. But soon the gen-
eral lack of confidence in the government’s ability to meet
any promises led to old and new notes being treated alike.
The intricate character of the act and the variety of treat-
ment accorded to the different classes of notes contributed to
this result. Noteholders found it, as formerly, to their ad.
vantage to withhold the old notes from the treasury and cir-
culate them.?

Secretary Memminger had asked the banks to co-operate
with the government in scaling the unfunded debt by receiv-
ing old notes on deposit, and crediting depositors with $2 for
#3 deposited. The Richmond and Charleston banks and
other corporations acted upon his suggestion, and notified
depositors to close their accounts and settle their claims
before April 1, 1864, unless they wished their deposits or
claims scaled one-third, or credited to them in 4% bonds.?

The treasuries of the individual States naturally held large
amounts of Confederate notes, and were separately provided
for in the Funding Act. Confederate notes received by the
State treasuries before the time set for taxing them one-
third of their face value, namely, April 1, 1864, could be
exchanged at par for 20-year 6 % bonds; if offered before
January 1, 1865, notes received by them after April 1,
1864, were similarly fundable, but only at one-third of their
face value. This provision was amended on June 14, 1864,
80 as to enable the State treasuries to exchange all the old

1 Rickmond Ezaminer, Aug. 22, 1864.

2 Rep't Secr’y Treas'y, Nov. 7, 1864 ; Atlanta Register, Feb. 20, 1864 ; Eggles-
ton, Recollections, 91.

8 Richmond Ezaminer, Feb.-Mch., 1864 (passim); Charleston Courier, Mch.
4, 1864.
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notes they held for 4% non-taxable bonds, or one-half
for 6% bonds and the other half for new notes. It had
evidently been impossible to distinguish between the notes
received by the States before and those received after April
1, though the act of February, 1864, had magnanimously
left the matter to the good faith of the States and their
Governors.

Some of the State governments took advantage of the
original and the amended offer of the central government.
A Virginia act of March 3, 1864, at once provided for an ex-
change of old Confederate notes, which were accumulating
in the State treasury, for 6% bonds. Five millions were
apparently thus funded. There was also some talk of copy-
ing the Confederate policy and forcibly funding the State
treasury notes in State bonds.!

The State of Mississippi arranged a similar exchange of
notes for bonds, the latter to be sold for State or new Con-
federate notes, presumably in the hope of a successful specu-
lation. The legislature also provided against loss to the
treasurer, by requiring that the old notes should be accepted
for taxes at one-third of their face value till July 1, 1864, and
thereafter not at all, special provisions applying to the $100
notes and those under 5. North Carolina took similar pre-
cautions.? The Alabama legislature followed suit on October
7,1864. Georgia had anticipated the effect of the Funding
Act by providing on March 17, 1864, for an issue of State
treasury notes redeemable in Confederate notes issued after
April 1, 1864, which the act declared necessary as a means of
meeting State appropriations and in order to avoid the con-
fusion of the Confederate notes which were “unsuitable as
currency.”

The Congress found it necessary to amend the Funding
Act in a way that indicates how futile the attempt was to
reduce the outstanding currency. By an act of December
29, 1864, which was under discussion more than a month,® the

1 Va. H'se Doc's, 1864, no. 8, p. 181, Special Rep't State Aud., Oct. 3, 1864.

2 Miss. acts Mch. 30, Apl. 5, Aug. 13, 1864; N. C. act May 21, 1864.
8 Richmond Ezxaminer, Nov. 18, 19, 1864.
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term for exchanging the old notes for 4 % bonds was extended
to July 1, 1865, and the 100% tax upon them, which was due
on January 1, 1865, was suspended for six months, and all
notes of the old issues were again made tax receivable during
the same period. This amounted to an acknowledgment of
the failure to remove the obnoxious old notes from the
circulation.

An earlier amendment passed on May 21, 1864, had refer-
ence to old notes held by tribes of friendly Indians, which, it
was provided, could still be exchanged at par for new notes.
The relation of the Confederate States to the tribes of
Indians within their borders called for considerable legislation.
Numerous treaties of peace had been framed beginning with
some in 1861, which often created trust funds of which the
Confederate government was custodian. These in the shape
of money or bonds were held by the treasury, and interest
was paid to the Indians in treasury notes, and toward the
end of the war in cotton at its market value. Apparently
this small class of creditors were treated with special
consideration.! )

Interest payment on the Confederate bonds continued with
tolerable regularity throughout the war.? The interest on the
15-million loan authorized in February, 1861, was paid in coin
for a year,? a policy which the Secretary was anxious to main-
tain. But after the spring of 1862 no further effort was made
in that direction, and the government met the interest charge
with treasury notes. The policy aroused little complaint.t
The question could not seriously be raised after the gold

1 Indian Treaties (bound with Statutes C. S., 1861-5) ; Acts Mch. 15, Dec. 24,
31, 1861; Jan. 10, 1862; May 1, 1863; Mch. 9, 1865; Off"l Rec’ds Rebellion, 1st
S., II1, 572-6.

2 Acts May 21, Dec. 24, 1861; Apl. 2, 19, Oct. 13, 1862; Feb. 10, May 1,
1863 ; Feb. 11, 17, June 18, 1864 ; Mch. 1,1865; Rep’ts Secr’y Treas’y ; Notices
in newspapers.

8 Confed. Archives: Dendgre to Memminger, Dec. 21, 1861 ; Memminger to
Denegre, Jan. 7,1862; N. O. Price Current, July 6, 1861 ; Charleston Courier,
Jan. 1, 1862 ; Charleston Mercury, Feb. 25, 1862.

4 Charleston Courier, Sept. 15,1863; N. C. Standard, Jan. 8, 1864, quoting
South Carolinian.
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premium had reached 50% and higher figures. The continued
payment of interest in depreciated treasury notes cost the
government no effort, and, of course, did not add appreciably
to the standing of the bonds, especially in view of the suc-
cessive repudiation measures described above.

The last official and full statement of the Confederate
. finances available to us covers the six months ending October
1, 1864. On that day the domestic public debt amounted to
. 1371 millions of dollars, an increase of only 50 millions dur-
. ing the previous half year, more than accounted for by the
' increase of 61 millions in bonds outstanding. The operations
of the Funding Act had reduced the amount of notes and call
~ certificates outstanding on April 1, 1864, — namely 1021
. millions, — by 12 millions, to 1009 millions. On October 1,
' 1864, the debt comprised 362 millions of bonds, a third of
them dating from the loan acts of 1861 and representing
voluntary loans, and two-thirds of them from the various
funding acts and representing funded notes. Interest-bearing
notes and certificates were outstanding to the amount of 178
millions, which with the 831 millions of non-interest-bear-
ing notes outstanding, constituted three-fourths of the Con-
federate debt at the time. Of these notes 547 millions were
old notes still in circulation but discredited by the govern-
ment, and 284 millions were new notes issued in exchange
for old ones at the rate of $2 for $3.

The preponderance of note over bond issues is noticeable.
Of the domestic debt, as it stood on October 1,1864, not more
than 125 millions represented voluntary loans, namely, the
15-million loan and the produce loans of 1861, while roughly
- 1250 millions represented forced loans of one kind or another.
As has been shown in a variety of connections, from his
standpoint the government creditor preferred to hold a
government promise which could be used in circulation and
for purposes of speculation to holding a government bond by
which his profits were limited to the interest he received in
depreciating notes. The pressure on the part of the govern-
ment creditors to secure a government obligation which could
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be readily passed on from hand to hand in commercial trans-
actions is evidenced in a small way by the legislation of the
last year of the Confederate States, which aimed to facilitate
the exchange of registered for coupon bonds. The act of June
18, 1864, offered the holders of registered bonds under the
produce loan acts an opportunity to exchange them for
coupon bonds, which were much more easily transferred. A
similar act of February 23, 1865, applied the same provisions
to the bondholders of the 15-million loan of 1861. The

original act had failed ’to@early provide for such an /

exchange.

There must have been some agitation in favor of similarly
making the 6% registered bonds under the act of February
17, 1864, exchangeable for interest-bearing treasury notes
which would circulate freely, for a bill to that effect was
offered in the Senate in November, 1864; also a bill with
much the same object in view, to make the 4% bonds and
certificates under that act tax receivable during 1864.1

A comparison of the government’s receipts during the half-
year periods ending respectively on March 31 and September
30, 1864, throws much light on the Confederate finances and
their approaching collapse.

Reupt R T
Issue of notes and certificates . . | $306,214,028.50 | $300,289,210.50
Issueofbonds . . . . . . . 276,302,423.90 33,834,569.36
Taxes . . . . . . . . .. 60,457,177.78 42,388,138.91
Confiscated property . . . . . 3,000,787.37 2,891,932.75
Miscellaneous receipts . . . . . 2,646,641.26 322,649.29
Total receipts (in currency) . $648,621,058.81 | $379,726,500.81
Total receipts (in specie), say . 34,000,000. 19,000,000.

After April 1, 1864, the issue of bonds yielded little, not-
withstanding the efforts to compel noteholders to fund their
notes in bonds; the revenue from taxes fell off nearly one-

1 Richmond Ezaminer, Nov. 9, 15, 1864.
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third ; confiscated property yielded a trifling revenue. The
main reliance after April 1, 1864, was put upon the issue of
notes, which yielded nearly four-fifths of all the revenue
during the following six months, though the issue of new
notes, strictly speaking, constituted no net revenue, as they
had to be exchanged for old ones which were supposedly not
re-issued.

‘When the Congress met for its last session in November,
1864, Secretary Trenholm presented his report. He pointed
out that the compulsory funding law of the previous session
had not permanently diminished the volume of the currency
nor sustained the value of the notes. These had continued
to depreciate. In view of the hopeless condition of the cur-
rency he recommended as a last resort the dependence of the
government upon specie and banknotes, whatever that meant.
He proposed that the government should reverse its policy
and discontinue taxing the old notes, and should pledge itself
not to increase the existing issues; one-fifth of the revenue
from taxes was to go to redeeming outstanding issues till
their amount should be reduced to 150 millions. The exist-
ing taxes, under the most favorable conditions, could not have
accomplished this end in less than forty years. However,
Secretary Trenholm proposed an increase in the tax rate, for
instance, to 5 cents a pound in the case of the cotton export
duty, and a doubling of the import duties, both of which
would hardly have increased the government revenue to an
appreciable extent. He also proposed devoting the tithe on
cotton, corn and wheat, from which source he anticipated
obtaining an annual revenue of 90 millions, to the redemption
of outstanding notes. The existing burden of taxation he
very properly deemed merely nominal, and called for a large
increase.

President Davis, in his message to the Congress, endorsed
the Secretary’s proposed plan for remedying the redun-
dancy of the currency and the lack of confidence in the
government.!

1 Richmond Ezaminer, Nov. 8, 1864.
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A month later a bill was prepared by the Ways and Means
Committee and offered in the House embodying Secretary
Trenholm’s recommendations. All notes issued before Feb-
ruary 17, 1864, were declared non-taxable, a reversal of the s
plan adopted by the Funding Act. One-fifth of the notes
thereafter received by the government were to be cancelled
until the amount outstanding fell to 150 millions. After
the establishment of peace four-ninths of the cotton tithe at
50 cents a pound, four-ninths of the corn tithe at $2, and
one-ninth of the wheat tithe at $4 a bushel should be
pledged to the redemption of the notes until they were all
cancelled, —the tax in kind being continued until then.
The bill was discussed by the Congress during December,
1864, and its passage was strongly urged by Secretary Tren-
holm, whose views were presented in the House by F. 8,
Lyon of Alabama. He spoke of the groundless popular
outery against heavy taxation, claimed that the existing
taxes amounted to no more than 1% of the value of all
taxable property, and favored heavy taxation, — that is,
closing the door after the horse was stolen. Others wisely
held forth upon the fact that the Confederacy had neglected ' i, . .
to raise a revenue by taxation at the outset, but had com- i ‘
mitted itself almost exclusively to note issues.

Substitutes for the committee’s bill were offered and dis-

cussed. On December 24, 1864, the original bill was passed
by the House with one important amendment. Instead of
reversing the policy of the act of February 17, 1864, and
declaring notes issued before that date exempt from taxation,
as recommended by the Secretary with a view to raising
public confidence in the government’s promises, the bill as
passed exempted only the notes issued since February 17,
1864, which the act of that date had already done. In the
Senate the bill met with opposition. A conference com-
mittee tried to bring the two houses to an agreement in
February, 1865, but failed, and on March 8 the committee
was discharged, and the bill failed of enactment.!

1 Charleston Courier, Dec. 2, 3, 10, 1864; Jan. 4, 1865; Augusta Chron. §
Sent., Dec. 4, 1864 ; Jan. 6, 1865; Rickmond Ezaminer, Dec. 18, 15-17, 19, 22,
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The feeling in and out of the Congress was general that
the paper money policy had gone too far to be reversed,
that nothing would be gained by attempting to correct its
evils and improve the government’s credit, that it was as
easy to issue small as it was to issue large amounts of notes,
and that the government might as well continue to pay its
way with further issues, which might be worth something
if the South succeeded, and would be worth nothing if it
failed.!

The Congress accepted this view, and among its last acts
provided for a new issue of 80 millions of dollars to pay the
arrears due the army. This act was passed over the Presi-
dent’s veto on March 18, 1865, Senator Semmes of Louisiana
casting the only negative vote in the Senate. The Presi-
dent’s objections that such a measure violated the distinct
pledge contained in the act of February 17, 1864, not to
increase the issue of notes, and his warnings that such an
increase would prove disastrous passed unnoticed.?

As the Federal armies closed in on Richmond and over-
ran the Southern States during the last months of the war,
the Confederate treasury was driven to extreme measures.
Secretary Trenholm reported in the middle of December,
1864, that by January 1 the treasury would be empty; the
estimated expenses during the first half of 1865 he put at
444 millions, which he had hopes of partly meeting with
the proceeds of the tax in kind (145 millions). The re-
mainder he proposed to raise by a tax on money, that is
presumably on currency, half of which, or 107} millions,
could be collected by the middle of 1865, and by the sale
of bonds.?

In January, 1865, he further recommended raising ad-
ditional taxes to the extent of 860 millions by doubling the
1864 ; Jan. 4, 1865; N. Y. Times, Jan, 81, 1865 (8-1); Charleston Mercury, Feb.
4, 1865 ; Raleigh Progress, Mch. 6, 1865.

1 Raleigh Progress, Feb, 20, 1865 (edit.).

2 Raleigh Progress, Mch. 13, 1865; Confed. Archives: J’r'l Senate & House,

Mch., 1865.
8 Confed. Archives: Trenholm to Ways & Means Comm., Dec. 15, 1864.
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existing rates and obtaining 86 millions from the sale of
cotton. A bill to that effect was introduced and passed in
the House, but apparently made no headway in the Senate,
It raised the cotton export duty, and imposed a similar tax
on tobacco; it also provided for the confiscation of all cotton
and tobacco within the Confederate States, the owners to be
reimbursed at a future time and at present prices.! This
plan of having the government accumulate cotton and real-
ize upon it still found favor with the Charleston Courier,?
which advised the government to seize cotton and tobacco
and borrow specie on their security, and redeem large
amounts of notes. The Secretary further suggested estab-
lishing a government deposit office in connection with the
treasury, which was to induce noteholders to deposit their
notes with the government in exchange for some other form
of demand obligation, and thereby remove the notes from
the circulation and arrest the progress of their depreciation.

This plan was at once carried out, and deposits of notes
were called for, 4% certificates to be issued in return and
secured by hypothecating some of the 500 millions of 6 %
bonds which, as we have seen, had not been floated to any
large extent. The old notes — other than those for $100 —
were to be accepted on deposit at two-thirds of their face
value, and the certificates issued in exchange were made pay-
able in ninety days.® The plan was further perfected by the
act of February 23, 1866, which established such a depository
in each State, to receive drafts upon the treasury and all cur-
rent notes. As the deposits bore no interest and the only
inducement offered to noteholders was a partial exemption
from taxation of their notes deposited, presumably little
advantage was taken of the government’s offer.

Finally, during the closing days of the Confederate Con-
gress, an attempt was made to secure a supply of specie.

1 Confed. Archives: Trenholm to House of Rep’s, Jan. 9, 1865; Charleston
Mercury, Jan. 21, 23, 1865.
2 Charleston Courier, Jan. 28, 1865,
8 Richmond Dispatch, Jan. 18, 1865 (advert.).
6
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A tentative act of March 13, 1865, aimed to borrow 30 mil-
lions in specie by issuing 6 % bonds payable two years after
the establishment of peace, the proceeds to be used for the
.reduction of the outstanding notes. A few days later an-
;other more elaborate specie loan was authorized on_ the
fP\resident’s recommendation. This act of March 18, 1865,
authorized the Secretary to borrow 8 millions in coin with
6 % bonds payable two years after the establishment of peace,
the principal and interest payable in specie. The loan was
secured by hypothecating 50,000 bales of government cotton
to be delivered to bondholders at convenient shipping points,
and at the rate of 15 cents a pound. If the loan could not
be effected, a tax of 25% was to be levied on all gold and
silver coin and bullion and foreign exchange, — $200 were
exempt in the case of each taxpayer,— the tax to be col-
lected in kind on April 1, 1865, or as soon thereafter

possible. ‘

The Secretary urged the banks to advance their specie
to the government on the above terms, and succeeded in
borrowing $300,000 from those in Virginia. But almost
immediately thereafter the government departments col-
lapsed, and the remnants of the treasury were shipped
southward from Richmond as the city threatened to become
untenable. The final collapse of the government is too
familiar a story to call for repetition.?

As was noted above, the Funding Act of February, 1864,
amounted to an open avowal of government bankruptcy. As
soon as the provisions of the measure went into effect, prac-
tically no more bonds could be floated, and whatever further
notes were issued were exchanged for an amount of old notes
half as large again. The latter, as they reached the treasury,
were supposedly cancelled and destroyed. The only direct

1 Confed. Archives: Instructions of Secr’y Treas’y, Mch. 27, 1865; Trenholm
to A. Roane, Mch. 28, 1865, to W. T. Booker, Mch. 29, 1865 ; Richmond Dispatch,
Mch. 24, 1865; Of’l Rec'ds Rebellion, 4th S., III, 1155; Raleigh Progress, Mch.
20, 25, 1865 ; Richmond Whig, Apl. 14, 1865; N. Y. Tribune, Apl 10, 1865.

2 Cf. M. H. Clark in So. Hist. Soc. Papers, IX, 5424 (1881); N. Y. T'imes,
Jan. 6, 1882 (5-1).
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evidence of the extent to which the notes received at the
government treasury were actually cancelled is offered by the
passage of the act of February 23, 1865, which provided that
all treasury notes, bonds, and certificates received from the
sale of confiscated property should be cancelled. A similar
act of January 5, 1865, called for the cancellation of all 4 %
bonds and certificates received by the government. The pas-
sage of these acts leaves it an open question whether or not
the great mass of old notes received by the government after
the spring of 1864 were, in fact, cancelled.

After the spring of 1864 the net revenue of the govern-
ment was nominally limited to the revenue from taxes, which
we know was inconsiderable. In point of fact, however, we
are led to believe that a large part of the old notes were
re-issued in payment of government expenses. Moreover,
the evidence is conclusive that the government expenses
during the last year of the war, like those of a bankrupt
corporation, were chiefly met by creating a huge floating
debt, represented, for instance, by large arrears — 400 to
500 millions —in the War Department, and by accumu-
lated unpaid warrants on the treasury.!

1 Of"l Rec’ds Rebellion, 1st S., XLI, pt. 4, pp. 1109, 1129-30 (Dec., 1864);
XLVIIL, pt. 1, pp. 1382-3 (Feb. 8, 1865); 1424-5 (Mch. 15, 1865); LI, pt. 2,
Pp- 1064 & ss. (Mch. 5,1865) ; XLVI, pt. 2, p. 1302 (Mch. 11, 1865) ; Confed.  Ar-
chives : Secr’y War to Secr’y Treas’y, Dec. 30, 1864 ; Campbell, Reminiscences, 27 ;
Richmond Sentinel, Mch. 20, 1865 (quoted in N. Y. T'imes, Mch. 28, 1865, 1-3).
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CHAPTER V
THE LEGAL TENDER AGITATION

CoNSTITUTIONAL PrOVISI0N8 — CONFEDERATE MINTS — LEGAL TENDER
NOTES — AGITATION FOR AND AGAINST — THE QuUESsTION OF CONBTITU-
TIONALITY AND EXPEDIERNCY — STATE LEGISLATION.

THE fundamental law of the Southern Confederacy dif-
fered slightly from that of the North. In regard to the
issue of legal tender paper money, the Constitutions of
both sections were practically identical. These granted both
governments the right to borrow money on their credit,! to
coin money, regulate the value thereof and of foreign coin,
and fix the standard of weights and measures;3 they also
granted the identical war powers.?

In framing legal tender laws to apply to coin, and espe-
cially foreign coin, the Confederate Congress followed the
well-worn path indicated by previous Federal legislation.
The act of March 14, 1861, continued the Federal mint laws,
including presumably the legal tender laws, and accepted
them as the laws of the Confederacy. The familiar silver sub-
sidiary coins — the half-dime, dime, quarter-dollar, and half-
dollar under the act of 1858 — were made a legal tender in
sums not exceeding ten dollars, twice the amount fixed as the
limit by previous Federal legislation. The same act fixed the
legal tender value of some foreign coins current in the South,

"1 U.S. Const'n, 1, 8, 2; Confed. Prov. Const'n, 1, 6, 2; Confed. Perm. Const'n,
L8, 2.
2 U. S. Const’n, 1, 8, 5; Confed. Prov. Const’n, 1, 6, 5; Confed. Perm. Const’n,
L 8, 5.
+ 3 U. S. Const’n, 1, 8, 11-15; Confed. Prov. Const'n, 1, 6,11-15; Confed. Perm.
Coast’n, 1, 8, 11-15.
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namely, that of the English sovereign at $4.82; that of the
French 20-franc piece at $3.82; and that of the Spanish and
Mexican doubloon at $15.53. These figures were five months
later raised to $4.85, $3.85, and 15.60 respectively. The
silver coins in circulation were similarly rated, the American
and Mexican dollar at $1.02, and the French 5-franc piece
at 95 cents.

The United States mints fell into the hands of the Con- /.

federates before and after the outbreak of hostilities, the
important one at New Orleans early in 1861, the less im-
portant ones at Charlotte, North Carolina, and Dahlonega,
Georgia, somewhat later. At first it was planned to continue
minting operations. There is some evidence of the New Or-
leans mint’s having been active as late as April 20, 1861.
Dies were prepared, and a few silver half-dollars were coined,!
but an act of May 14, 1861, directed all Confederate mints to
suspend operations after June 1. This step may have been
taken partly owing to the fact that, before the capture of the
New Orleans mint, the dies were defaced or destroyed by
some of the loyal Federal officials.? Even if mechanics skil-
ful enough to replace and operate the necessary machinery
had been found in the South, — which is unlikely in view of
the difficulty of finding engravers for bonds and notes, — the
rising tide of paper money would have soon closed the mints.
Senator T. J. Semmes of Louisiana introduced a bill to au-
thorize the coinage of copper token money in denominations
of 1, 5, 10, and 25 cents to the amount of five millions of
dollars. This bill passed the Senate on September 25, 1862,
but was apparently never acted upon by the House? A year

1 Confed. Archives : Statement of A.J. Guirot for week ending Apl. 20, 1861;
Keifer, Slavery § Four Years of War, 1, 160, note, quoting Townsend, U. S., 427;
Resol'n Mch. 9, 1861; N. Y. Times, Feb. 14, 1873 (quoting Columbus Enquirer) ;
Mch. 23, 1879 (quoting N. O. Picayune, Mch. 16, 1879) ; Apl. 13, 1879 (quoting
the same) ; Mch.14, 1882; Nov. 2, 1883.

? Report U. S. Director of the Mint, Oct. 27, 1862, in Finance Report for
1862, p. 45.

8 Confed. Archives: Senate Journal, Sept. 2, 25, 1862; Charleston Courier,
Sept. 29, 1862, Jan. 1, 1863.
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later the Senate made a move in the same direction,! but
nothing came of it.

The story of the attempts to make the treasury notes and
other forms of paper currency a legal tender in payment of
all debts, is a longer one. The advisability of taking such a
step in the North was for the time settled within the first
year of the war by the passage of the first Legal Tender Act
on February 25, 1862. In the South the question of the con-
stitutionality and expediency of such a measure was fiercely
debated during the war; the Confederate Congress was de-
terred from passing a legal tender act by the arguments
against the adoption of such a measure which were in vain
urged by the few opponents to the Federal Act of 1862.

Early in the history of the Provisional Congress the legal
tender question began to be agitated. In a long letter to
Duncan F. Kenner, dated July 8, 1861,2 E. J. Forstall says,
“ A plan is now agitating making Treasury notes a legal ten-
der; this would be bankruptey to begin with, the destruction
of public and private credit, and all confidence between man
and man.” He adds a lengthy sketch of the history of paper
money issues under the earlier Confederation, in France dur-
ing the Revolution, and in the United States after the second
war with England. These former experiences with paper
money were constantly cited in the later discussions, and
as well by friends as opponents of legal tender legislation.
Among the opponents no stronger voice was raised than that
of James D. Denégre, President of the Citizens’ Bank of New
Orleans, whose advice was always welcomed by the Treasury
Department. Already on May 11, 1861, he had written to
Secretary Memminger to urge that the Confederate notes be
not made a legal tender in payment of all debts, a policy
which he warned the administration would at once drive the
banks into bankruptcy, unhinge credit, and wreck the gov-
ernment. “It would be worse than the evils of war, and
would destroy our banks and demoralize the community.”

1 Confed. Archives : Secr’y Trenholm to Vice-Pres. Stephens, Dec. 19, 1864.
2 Confed. Archives.



THE LEGAL TENDER AGITATION 87

On July 21, 1861, he addressed a similar letter to Mr. Kenner.
John P. Richardson of South Carolina expressed himself in
similar terms to the Secretary of the Treasury on July 10,
1861, though he fully recognized the temptation to declare
the government’s notes a legal tender, as a peans of helping
it in the purchase of supplies. To him, however, the constitu-
tional objection alone was sufficient to deter him from favoring
making anything but gold and silver a legal tender. ’

There were others who favored declaring the notes a legal
tender at the outset of the war as the best way out of its at-
tendant financial difficulties. The arguments used have a
familiar sound to one acquainted with the general history
of legal tender legislation. So, for instance, in a letter to
President Davis, dated July 10, 1861, William C. Smedes of
Vicksburg urged the passage of a legal tender law which, he
claimed, would alone save the merchants and planters from
the capitalists of Europe and the North. A correspondent
of Secretary Memminger, P. H. Skipwith of Louisiana, called
attention to the clause in the Constitution empowering the
Congress to make laws necessary and proper to carry into
execution the power to declare war and support armies, and
claimed, as later jurists in the North have done, that this
authorized the passage of a legal tender law.!

The matter was discussed in secret session by the Con-
gress, the Committee on Finance being instructed on July 26,
on motion of A. H. Garland of Arkansas, to inquire into the '
expediency and necessity of making the 20 millions of
2-year notes as well as the bonds of the Produce Loan, both
authorized by the recent act of May 16, a legal tender during
the war. The Mississippi legislature memorialized the Con-
gress on August 2, urging the propriety of such a measure;
but a week later the motion of James A. Seddon of Virginia
was lost to amend the bill being framed to provide for 100
millions in notes, so as to make them a legal tender in pay-
ment of all debts to corporations or individuals.2 The

1 The above letters are found in the Confederate Archives.
2 Confed. Archives: Secret Journal of Congress.
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question did not come up again in the Provisional Congress,
except that it was found necessary to require postmasters by
an act of August 30 to accept Confederate notes in payment
for "postage stamps, when offered in sums of at least five
dollars. This last qualification was removed by an act of
December 23, 1861. It was about this time that a similar
unwillingness on the part of postmasters to accept govern-
ment notes showed itself in Pennsylvania, and led to strin-
gent orders by the Federal Postmaster-General.l

The urgency of legal tender legislation did not present
itself to either the Federal or the Confederate Congress dur-
ing 1861, when the magnitude of the war and of its attend-
ant financial measures was still an unknown quantity.
During 1861 the Confederate States floated their first and
only successful loan. With its proceeds and with the issue
of notes the government met its expenses and preserved its
credit to a reasonable degree. By the end of the year the
15-million bonds were still selling in the neighborhood of
par, while gold had risen to only 1.15 or 1.20 in currency.
With the opening of the new campaign, early in 1862, condi-
tions changed both in the North and the South. Government
expenses grew enormously, and could not be met either by
the sale of bonds or by the issue of notes without greatly
depressing the government’s credit. Under these circum-
stances it is not surprising to find both Congresses turning
to legal tender provision as a possible means of raising the
value of the notes and making them serviceable in carrying
on the war. The question was discussed both in Washing-
ton and in Richmond. In Washington it was settled on

* February 25, 1862, by the passage of the first Legal Tender
o Act,t authouzlng the issue of 150 millions of treasury notes,
. receivable in payment of all debts, public and private, ex-
" cept import duties to and interest from the Federal govern-
 ment. The arguments that were effective in winning the
. majority of the Federal Congress to adopt such an unpre-

cedented measure were the same that had been urged with
1 Merchants’ Mag., X VI, 649 (Feb., 1862).
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less success upon the Confederate authorities during the
previous summer. The Constitution, it was held, gave the
Congress the power to declare war and support armies; it
also granted to the Congress the authority to enact all laws
necessary and proper to carry that power into execution ;
hence the constitutional right to issue legal tender paper
money was established. It was urged in both Congresses
that the Constitution could not consistently grant to the gov-
ernment the power to wage war, and at the same time de-
prive it of the most efficient tool for the purpose, — one that
had been so often used by other nations similarly situated.!

The question of the constitutionality of a possible legal
tender act came up for serious discussion in the Permanent
Confederate Congress during its first session, February 18
to April 21, 1862,

On February 25, 1862, Joseph B. Heiskell, a Representa-
tive from Tennessee, offered a resolution in the House in-
structing the Judiciary Committee to inquire into the
constitutionality of making treasury notes a legal tender.
This committee consisted of L. J. Gartrell of Georgia, C. W.
Russell of Virginia, E. L. Dargan of Alabama, J. W. Moore
of Kentucky, A. H. Garland of Arkansas, J. B. Heiskell of
Tennessee, P. W. Gray of Texas, T. S. Ashe of North Caro-
lina, and J. P. Holcombe of Virginia. This committee con-
sidered the question, and when a legal tender bill, which had
been offered in the House on March 14, was referred to them,
they returned it to the House a fortnight later with a non-
committal report.

Early in March, 1862, a bill to make treasury notes a legal
tender was introduced in the Senate, and was referred to the
Finance Committee, consisting of Senators R. R, Barnwell
of South Carolina, R. M. T. Hunter of Virginia, George
Davis of North Carolina, W. E. Simms of Kentucky, and
G. A. Henry of Tennessee. This committee reported against
the passage of the bill on March 13. On the following day

1 Congressional Globe, 37th Cong., 2d Sess., pp. 523-5 (Jan. 28, 1862); p. 679
(Feb. 6, 1862) ; N. Y. Times, Jan. 27, 1862 (edit.).
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Senator T. J. Semmes of Louisiana introduced a similar bill
which was discussed in the Senate March 21-25, but no
action was taken.

The discussion by the Congress of the expediency and
constitutionality of making the government notes a legal
tender offered the Secretary of the Treasury an opportunity
to go on record as opposing the policy. Secretary Mem-
minger was asked to give his opinion upon the expediency of
making treasury notes a legal tender in payment of debts,
as Secretary Chase had been six weeks before. In answer to
such an inquiry from L. J. Gartrell, Chairman of the Judici-
ary Committee of the House of Representatives, and himself
an advocate of legal tender legislation, Secretary Memminger
stated his position unequivocally in a letter dated March 13,
1862.! He summed up his reasons for opposing the passage
of the legal tender law under three heads. First, he said,
treasury notes were now accepted as currency everywhere,and
at par with banknotes; they, therefore, needed no assistance
to enable them to perform the functions of a legal tender.
A law to compel their acceptance would at once arouse sus-
picion, shake public confidence, and depress the value of the
notes. Secondly, a legal tender law could not prevent a
depreciation of the notes ; nor could it mitigate the harm done
by such depreciation. Creditors would be unjustly treated by
being required to accept less than they contracted to receive,
The great body of sellers, the other class of people to whom the
notes would be offered, would protect themselves by raising
their prices, the more so because they would dread a further
depreciation. Thirdly, if legal tender laws should lead to
attempts to legally constrain the acceptance of the notes
by penalties, past experience in Virginia during the Revo-
lution and in France somewhat later pointed to the utter
failure of such a policy. Mr. Memminger closed his letter
by urging upon the Congress the necessity of increased taxa-
tion and the adoption of every means to promote confidence
in the integrity and solvency of the Confederate government.

1 Capers, Memminger, pp. 488-9.
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« Extreme pressure may compel our government to adopt in
the future extreme measures, but it seems to me that at
present it is our best pohcy to avoid every possible shock to
public credit.”

This letter is in marked contrast with the letter written on
January 29 by Secretary Chase, under similar circumstances,
to Thaddeus Stevens, the chairman of the Ways and Means
Committee of the Federal House of Representatives,! in
which he offered hm’“'balf hearted support to the pending
legal tender bill. Its enactment would, he claimed, prevent
further discrimination against the United States notes by
those individuals and banks that refused the government
their cordial support, an argumentum ad hominem we shall
become familiar with in the South. The responsibility for
framing a legal tender law Mr. Chase gladly put upon the
Congress, where, of course, it properly belonged.

The discussion of the legal tender bill in this first session
of the First Permanent Congress aroused the newspapers to
take sides for or against such a measure. Of the leading
journals, the Richmond Dispatch and the Charleston Courier
favored, and the Charleston Mercury opposed it. The former
desired a legal tender act “as an accommodation to the loyal,
and a check to the disloyal ;” as a ready means of checking
the refusal to accept Confederate notes, which refusal should
be deemed prima facie evidence of * latent infidelity to the
Southern cause,”? an echo of Secretary Chase’s argument
mentioned above. The Charleston Mercury® questioned the
policy, and foresaw disaster from pursuing it; further depre-
ciation of the notes and industrial confusion were inevitable.
Those that justified such a measure did so on the ground of
its being distinctly a war measure. In the Congress, how-
ever, stricter views were held, and the chairman of the Judi-
ciary Committee of the House reported, on April 8, that the
committee was divided, five believing the legal tender bill to
be unconstitutional, and four, constitutional.

1 McPherson, History of the Rebellion, 858-9.

2 Richmond Dispatch, Apl. 11, 1862 ; Charleston Courier, May 15, 1862,
- 3 Charleston Mercury, Apl 10, 1862“ i < ~
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During the next session of the Congress a number of legal
tender bills were introduced, but none of them came to a
vote. Mr. Gartrell’s, introduced on the first day of the ses-
sion, August 18, 1862, was referred to the Judiciary Com-
mittee, which reported against it on September 20. Henry
S. Foote of Tennessee attempted on October 6 and 8 to attach
a legal tender proviso to two bills, but without success; and
on the last day of the session, October 13, T. J. Foster,
Representative from Alabama, offered a bill making treasury
notes a legal tender, and declaring their refusal punishable
with imprisonment and fine.

These were months of great military activity on the part of
the Confederacy. After General McClellan’s unsuccessful
Peninsular campaign, General Lee had invaded Maryland,
and General Bragg Kentucky. The government’s expenses
were enormously swelled. The issues of bonds and notes
grew correspondingly ; their value fell; gold, from being
quoted at 1.20 in January, 1862, reached 3.00 by November.
Under these circumstances it was natural to find some lean-
ing to making the treasury notes a legal tender as a means of
raising their value and carrying on the war. General Lee
himself was influenced by such considerations, for, on with-
drawing from Maryland, he wrote President Davis, urging a
legal tender measure.! In the previous fall he had urged
making the treasury notes a legal tender in certain districts
where people showed an unwillingness to accept them, to
which the Secretary of War replied that no such authority
existed, but suggested that such people should be treated as
enemies of the Confederacy, and be arrested.?

The constitutional objections were clearly in the people’s
mind. A correspondent of the Richmond Whig$ argued for
the constitutional right to make treasury notes a legal tender
on the basis of the right of the Congress to “ coin money ”

1 Jones, Diary, I, 176.

2 Of"l Rec’ds Rebellion, 1st S., XIX, pt. 2, p. 635 ; 4th S, II, 116 (Sept.—Oct.,
1862).

8 Richmond Whig, Sept. 4, 1862; cf. also Duff Green, Finance & Currency,
Pp. 8, 20.
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and “regulate the value thereof,” an argument used in the
North in discussing the same question,! but hardly taken
seriously. This correspondent also fortified his position by
quoting the definitions of monetary terms in Worcester’s
Dictionary. A correspondent of the Richmond Enquirer,
August 26, 1862, urgently demanded the passage of a legal
tender law, on the plea that the creditors to suffer will be
chiefly ¢ tories; ” constitutional or not, such a law will hurt
the right man. Of course, the correspondent had in mind
only a war measure, to be discontinued on the establishment
of peace. The Richmond Whig did not commit itself editori-
ally to a policy of legal tender notes, though it held such a
law constitutional,? the power to issue the notes in question
not being expressly granted to the Congress, but being
implied, like the power to issue bonds and notes in general.
A few months later the paper changed its position somewhat.3
The editors claimed to have favored a legal tender policy at
the outset, but that by adopting it now and applying the law
to past contracts, the Constitution would be violated, — at
least in spirit; and by applying the law to future transactions,
two currencies, attended with inconvenience and danger,
would be created.

During the third session of the First Permanent Congress,
January 12 to May 1, 1863, the issue of legal tender notes
was again fully discussed. On January 14 W. G. Swan of
Tennessee introduced a bill in the House authorizing the
issue of 250 millions of dollars in such notes in denomina-
tions as low as one dollar, to be accepted in payment of all
debts. There was some talk of a constitutional amendment
to legalize them during the war and five years thereafter,*
but, after long ‘discussion in the House, the proposition to
make the notes a legal tender was rejected in secret session.®

1 Cf. 1 Nott & Huntington, 153-5. U. 8. Court of Claims (Oct. term,
1864).

2 Richmond Whig, Oct. 6, 1862 (edit.).

8 Quoted in Charleston Courier, Jan. 15, 1863.

¢ Richmond Engquirer, Jan. 20, 1863.

8 Charleston Courier, Mch. 9, 1863.
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The fourth session of the First Permanent Congress,
December 7, 1863, to February 18, 1864, was largely given
up to the hopeless task of bolstering up the value of Con-
federate treasury notes, which effort culminated, as we have
seen,! in the passage of the famous Funding Act of February
17, 1864. Among the proposals made with a view to remedy-
ing the inflation of the currency and the incessant rise of
prices, there were not lacking some that were based on the
enactment of a legal tender law. Senator James Phelan of
Missouri introduced such a bill on December 10, which called
for the issue of 500 millions of dollars in bonds, their coupons,
when due, to be a legal tender in the payment of all debts.
On January 25 the Finance Committee reported against the
bill, and it was tabled by the Senate on February 3. A
similar fate awaited Senator Orr’s bill of like tenor, and also
his bill to declare exchequer notes a legal tender in payment
of all debts. The latter was tabled by the Senate on Febru-
ary 9. Senator A. G. Brown of Mississippi also offered a
resolution on December 10, 1863, to make Confederate treas-
ury notes a legal tender; and, in urging its passage on
December 24, repeated the familiar arguments: the measure
might not be constitutional, but it was absolutely necessary
as a war measure; the question before the Congress was one
of expediency; moreover, there was no direct constitutional
prohibition of such a legal tender law, except in so far as
the State legislatures were concerned; the government had
already made the notes a legal tender in dealings with the
soldiers and its other creditors; the rest of the community
deserved to be treated in the same way; and finally, a legal
tender law would increase the value of the notes.?

The second Permanent Congress of the Confederate States,
which was in session from May 2, 1864, till the end of the
war, never, as far as the records at our command show, dis-
cussed the legal tender question. After the passage of the

1 See pages 64 & ss.

2 Compare Mr. Spaulding’s arguments in the Federal House of Representa-

tives, Jan. 28, 1862. Congr. Globe, 37th C., 2d Sess., pp. 523-5; also the New
York Times, Jan. 27, 1862 (edit.).
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famous Funding Act of February 17, 1864, no attempt was
made to push any legal tender legislation. For a while the
Congress relied upon its plan of compulsory funding and
taxing of treasury notes to correct the currency evils; when
this failed, the Congress evidently lost hope of successfully
stemming the tide of inflation by legislation. Had a legal
tender bill been passed, President Davis would surely have
vetoed it. The only available record of his views on the
subject is found in a letter to General Lee,! in which he
deprecates making notes a legal tender, as they were to all
intents and purposes a legal tender already, and payment of
debts in anything else could not be enforced by the courts.
The President never had an opportunity to sign or veto a
legal tender bill. The question involved remained a subject
for occasional newspaper controversy during the remainder of
the war.

In view of the later discussions in connection with the
legal tender decisions of the United States Supreme Court,
it is interesting to note the arguments pro and con brought
forward in the South while the constitutionality and expe-
diency of a legal tender law were a mooted question. One
prevalent view was that the people regarded treasury notes
as money; that their being issued by the Confederate govern-
ment constituted them “lawful money,” and, therefore, a
legal tender; that there was no need of declaring them so
by Congressional enactment.?

The Richmond Examiner was a particularly strqng advocate
of a legal tender law, urging that, while the State legisla-
tures were forbidden by the Constitution to do so, the Con-
federate Congress was morally and constitutionally bound to
make treasury notes a legal tender. The government had
driven out specie by its issue of notes; it was, therefore, in
duty bound to keep the latter on a par with specie by mak-

"1 Jones, Diary, I, 176 (Oct. 28, 1862).
2 Pamphlet Our Currency, quoted in the N. C. Standard, Oct. 27, 1863, also
in a letter from A. Miller to Secr’'y Memminger, dated Nov. 10, 1863, in the Con-
federate Archives.
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ing them a legal tender. The editor claimed that “it is a
standing reproach to the currency to allow a class in the
country to stand aloof, sullen, and cast that imputation” —
that the notes will depreciate — “on the faith of the govern-
ment and the success of our most righteous cause.”! This
fling at the unpatriotic persons who showed an unwilling-
ness to accept the notes at their face value in specie we shall
hear more of in another connection.? E. A. Pollard, the
editor of the Richmond Ezaminer, and a voluminous writer
on the history of the Confederate States, strongly favored
following the example of the Federal government in legal
tender legislation. During the war he commended the action
of the Federal Congress in this particular;® and after the war
he still claimed * that the Confederate Congress should have
acted likewise. In 1868 he still accused the Confederate gov-
ernment of having “produced an imitation of the Northern
financial system, with the fatal exception that the Treasury
notes were not made ‘legal tenders.’”

The majority of the Confederate Congress, however,
thought otherwise, and during the four years of the war
prevented the passage of a legal tender law by that body.
The arguments used against the adoption of such a measure
were identical with those used by its opponents in the Federal
Congress in January, 1862. Of the leading newspapers that
voiced these feelings, the Augusta Constitutionalist took, per-
haps, the strongest ground. It claimed that a legal tender
law was wholly unwarranted by the Constitution, beside
being a gigantic folly. It could not be carried out, and
would do harm and no good. “Congress has been impor-
tuned to make Treasury notes a legal tender, but that body
had more regard for the Constitution than Lincoln’s Con-
gress, and refused every time the bill was up, by over-
whelming majorities.”® The Richmond Sentinel took similar

1 Richmond Eraminer, Nov. 14, 1863.
2 See pages 101-2, 183 & ss., 162.
8 Richmond Examiner, Nov. 24, 1863 (edit.).

4 Pollard, The Lost Cause Regained, 28.
8 Augusta, Ga., Daily Constitutionalist, Nov. 25, 1863.
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ground a few months later.! It claimed no evidence of the
constitutionality of the proposed law had ever been offered,
nor any proof of its ever having arrested the depreciation of
notes. In the past, legal tender laws had been a failure.
Witness the colonial legislation during the eighteenth century
and the experience in France.

During the war the constitutionality of a law making gov-
ernment notes a legal tender in payment of all debts was
never satisfactorily established either in the North or in the
South. What result constitutional interpretation has reached
since the war has no bearing on the question. During the
war Mr. Pendleton’s arguments in the Federal House of
Representativés, January 30, 1862,2 were never overturned.

He held the legal tender bill to be an impairment of con- '

tracts; that the Congress could exercise only those powers

specifically delegated to it in the Constitution; that the Con-

stitution granted nowhere to the Congress the power to issue
legal tender notes; in fact, that the delegation of such a
power was intentionally and deliberately omitted from the
Constitution of 1787.

These strict constructionist views, which were overborne
in the North by the supposed necessities of the war, pre-
vailed in the South, and prevented the adoption of a legal
tender law. The traditional interpretation of the Constitu-
tion could not be so easily overcome in the South. This
view-point was emphatically asserted in some of the changes
in the Federal Constitution made at Montgomery in 1861,
perhaps best in the adaptation of the familiar “general wel-
fare clause.” This in the Federal Constitution provides that
the Congress shall have power “to lay and collect taxes,
duties, imposts, and excises, to pay the debts, and provide
for the common defence and general welfare of the United
States.”

This clause was changed in the Permanent Confederate
Constitution, so as to read:3 — :

1 Richmond Sentinel, Jan. 4, 1864,

3 Congressional Globe, 37th C., 2d Sess., p. 549.
8 Confed. Perm. Const'n, I, 8,1; cf7. Confed. Provis’l Const'n, 1, 6, 1.
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% The Congress shall have power to lay and collect taxes, duties,
imposts, and excises, for revenue necessary to pay the debts, pro-
vide for the common defence, and carry on the government of the
Confederate States.”

It is to be noted that, beside omitting the phrase “general
welfare,” — it was also omitted in the preamble of both Con-
federate Constitutions, — the above wording once for all put
at rest the controversy as to whether the taxing power and
the power to provide for the common defence and carry on
the government were granted in 1787 as two distinct powers,
or whether, as the strict constructionists had held, the latter
was merely a qualification of the former.

On the score of expediency, also, the Southern Congress
wisely and consistently decided against the adoption of a
legal tender policy. It is greatly to the credit of the South-
ern statesmen that, in the stress of the conflict, they were
not, like the Northern Congress, swept into adopting this
desperate financial policy, but insisted throughout the war
upon both its unconstitutionality and futility. This credit
due the Confederate Congress is somewhat dimmed by its
having in other directions distinctly violated both the letter
and the spirit of the Constitution. Thus the body which
opposed a legal tender law, largely upon -constitutional
grounds, passed the Funding Act of February 17, 1864, and
thereby authorized a partial repudiation of the Confederate
debt. The unconstitutionality of such a measure was far
more certain than that of a legal tender act, in that it vio-
lated a provision of the Confederate Constitution that “no
law of Congress shall discharge any debt contracted before
the passage of the same,” ! which provision had been added
to the corresponding clause in the United States Constitu-
tion. Moreover, from the standpoint of expediency, the
same objections could be urged against the Funding Act
that were urged against a legal tender law; and in favoring
one and opposing the other the Confederate Congress were
strangely inconsistent.

1 Confed. Perm. Const'n, 1, 8, 4.
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However, from still another point of view, the persistent
opposition to a legal tender law on the part of the Confed-
erate Congress deserves notice. The State legislatures did
not feel constrained by the Confederate Constitutions, and
‘went to great lengths in passing legal tender laws. Among
the memorials addressed to the Congress asking for the adop-
tion of a legal tender law, several State legislatures appeared
as petitioners.! But they went much further. Some States
made the Confederate treasury notes tax receivable at their
face value. So, for instance, Mississippi, by acts of August
6, 1861, and November 26, 1863, authorized its State treas-
urer, tax collectors, and sheriffs to accept Confederate notes
at their face value in payment of public dues. Louisiana
followed suit on January 23, 1862, and North Carolina a
short time after,2 both of these States making the notes re-
ceivable for both State and local taxes. In Louisiana a
meeting of citizens at Houma, July 4, 1861, had decided
that it was right and proper that the legislature should
declare Confederate bonds a legal tender for any debts due
the State,3 a position easily explained by the fact that the
bonds of the Produce Loan of May 16, 1861, were finding
their way into the hands of the Louisiana planters in ex-
change for their cotton advanced to the government.

In South Carolina it was at first proposed to enforce a
penalty for refusing to accept Confederate notes, but it was
toned down in the interest of the noteholders so as to require
the tax collectors only to accept them without distinction.*

In the House of Representatives F. S. Lyon of the Alabama
delegation offered a resolution on January 17, 1863, calling
upon President Davis to induce the various State legislatures
to enact laws making debts thereafter contracted payable in
Confederate notes. Alabama had been among the first to
carry out this plan, for by an act of December 10, 1861, the

1 Cf. Miss. act Aug. 2, 1861 ; also Miss. resolution Dec. 9, 1863.

2 N. C. ordinance Feb. 1862, no. 35, quoted in N. C. Standard, July 7, 1863.
8 Houma, La., Ceres, July 9, 1861.

¢ Charleston Courier, Apl. 6, July 2, 1863.
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State legislature had provided that a defendant in a judg-
ment could force his creditor to accept an offer of payment
in current banknotes, or in bonds or treasury notes of the
Confederate States, and at their face value. The State of
Georgia tried still other means to force the unwilling cred-
itor to accept Confederate notes. The act of December 14,
1863, provided that, in addition to the usual taxpayer’s oath,
he must swear whether he had or had not refused any such
notes in payment of any claim due him.

A few cases occur where legal tender bills were rejected by
State legislatures or vetoed by the Governors. On November
24, 1862, a bill was introduced in the North Carolina Senate
providing that when a debtor offered to pay his debts in cur-
rent banknotes, State or Confederate treasury notes, and his
offer was refused, interest upon his debt should cease. No
action was apparently taken upon this bill; but a year later,
on December 4, 1863, the North Carolina House of Repre-
sentatives rejected a bill intended to make Confederate notes
alegal tender. A similar bill was vetoed by Governor Brown
of Georgia on December 15, on the ground that under the
Confederate Constitution the States could make only gold and
silver a legal tender; that on this account, and also because it
impaired contracts, the bill was unconstitutional.

Though the Permanent Constitution omitted the prohibi-
tion to issue bills of credit, it forbade the States, as the
United States Constitution does, to make anything but gold
and silver a legal tender and to pass any law impairing the
obligation of contracts.! This clause of the Constitution the
State legislatures frequently violated, as in the above cases.
Others may be added. So, for instance, the Mississippi act
of November 29, 1861, aimed to facilitate the circulation of
the State treasury notes, authorized early in that year, by
making them tax receivable. Tennessee had gone much
further,2 and had made its three millions of dollars of treas-
ury notes “receivable as currency,” and bad also made Con-

1 Confed. Perm. Const'n, 1,10, 1; cf. Confed. Prov. Const’n, 1, 8, 1.
2 Appleton, Annual Cyclopedia for 1861, p. 631.
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federate treasury notes “bankable.” Virginia fotowed suit
on July 1, 1861, by prowdmg that when any bank refused
to receive on deposit, or in payment of debts due it; S'cat\*
treasury notes, the notes of such bank should cease t6-bp .

received for taxes. In 1863 (October 14) the Virginia legis: . .-

lature went still further, and provided that every contract
made on or after October 20 for payment of money should be
deemed to be for the currency receivable in payment of debts
to the State when the contract fell due, unless it contained
special provisions to the contrary. The Arkansas legislature
adopted a similar policy on November 18, 1861, by passing
an “act to facilitate the circulation of the Arkansas war
bonds and treasury notes,” which provided that creditors
who refused to accept them should have proceedings against
their debtors stayed until two years after the close of the
war. By an Alabama act of December 10, 1861, the suit
of a creditor refusing Confederate or State notes was dis-
missed.

Such direct attempts at legislation to force the unwilling
sellers and other creditors to accept payment in paper money
were supplemented in various ways. Creditors were threat-
ened with all manner of harsh treatment. The vigilance
committee of Charlotte, North Carolina, resolved! to report
the cases of persons depressing Confederate and State treas-
ury notes by refusing them, and publish the names of the
culprits. At a public meeting at Macon, Georgia,? the Mayor
issued a proclamation warning such persons to desist or be
arraigned “to answer for such offence — as the authorities
may prefer against them.” In Alabama a meeting of the
citizens of Mobile County was called® to form a society
whose object should be, among other things, to discoun-
tenance those who refused Confederate notes. The most
effective threat was always enrolment in the army. A citi-
zen of Charlottesville, Virginia, was arrested ¢ for refusing
to take Confederate notes in payment for some produce he

1 Charleston Courier, Apl. 7, 1862. 2 Ibid., Aug. 8, 1862.
$ Ibid., Sept. 22, 1863. ¢ Richmond Dispatch, Sept. 12, 1862.
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had so}d He offered to accept ergxma banknotes, — at
the time perhaps at 20% premium in currency, — but was
arrest;ed We are told that the “Provost Marshal will dis-
.:;;)ese of the case as justice may seem to require.” A Florida

‘act of December 3, 1863, provided that any one refusing Con-
'..~ federate money who is exempt from military service, should

be reported to the authorities, and immediately placed in
service.

This Florida act aimed to make the threat more effective
by prefixing a long preamble in which scathing epithets were
applied to those who discredited the treasury notes. This
practice of calling names was generally adopted by the news-
papers, and a choice vocabulary of incisive terms was directed
at the so-called unpatriotic and treasonable practice of those
who, for selfish motives, were discrediting the government
and injuring the cause of the South.! The feelings which
prompted this practice were the same as those expressed
toward all sellers in view of the enormous rise of prices, of
which a full treatment will follow below.2

We have seen that the Confederate government steered
clear of legal tender laws. This statement will call for quali-
fication when the subject of army impressments is reached.?
Under them articles were bought for the armies’ use, at
prices fixed by the government, and were paid for in some
form of government note.

The legal tender and quasi-legal tender laws enacted by
the States had little effect, as little as the popular threats
described above. Neither policy increased the currency of
the notes to any appreciable extent. People either continued
to refuse notes, and got on without them by reverting to
barter; or, if they accepted them, it was not because of any
law or threat, but because they could at once pass them on
in some speculation. To be sure, the State laws stood on

2 Richmond Dispatch, Apl. 8, June 4, 1862; Charleston Courier, May 11, 1864,
quoting Savannah News; Petersburgh Ezpress, May 20, 21, 1862.

2 See pages 182 & sa.

3 See pages 202 & ss.
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the side of the debtor’s paying his debts in depreciated notes,
and the courts, after the first two years of the war, were in
most of the States closed to the creditor. But very few time
loans could have been made in the South during the war;
there was little occasion for contracts of long duration.

When the war was over, and the courts were again in
active operation, some suits were brought to determine the
rights of creditors to refuse Confederate notes during the
war, most of them, however, to secure an equitable construc-
tion of the term “dollar ” in contracts executed during the
war and still unpaid. The status during the war of the Con-
federate and Southern States’ governments added a puzzling
element to the question.

In Arkansas a decision was rendered which declared all
contracts based on Confederate notes void, in view of those
notes having been issued by a rebellious government.! A
Georgia court had already taken similar ground,? adding this
amusing bit of loyal constitutional reasoning: the Confed-
erate notes were not bills of credit (and therefore were not
forbidden by the Constitution on that score), because they
were not issued by a sovereign body. Other courts were
similarly affected by a horror of recognizing the existence
of the Confederate government, and held that the word
“dollar” in contracts drawn in the South during the war
could not be construed to mean Confederate currency.?

Such an extreme position was, however, rare. In a few
cases where a debtor’s offer of Confederate notes during the
war was refused by the creditor and suits were instituted
after the war, the court held that the notes were not a legal
tender, and could properly be refused. In other cases of a
similar kind the courts held that the validity of contracts
within the Confederate States should be tested by the de facto
governments then existing, and that contracts for the pay-

1 25 Ark. 574 (Dec. term, 1869).

2 35 Ga. 330 (Feb. 18, 1868).

3 See 24 Ark. 210 (Dec. term, 1866).

4 35 Ga. 11, 87 Ga. 16 (Dec. terms, 1866, 1867).
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ment of Confederate notes were enforceable;! moreover, that
a person who refused to accept such notes in July, 1864,
because of their depreciation, should have accepted them.?

In most cases, however, the courts cut the Gordian knot
by upholding the ordinances passed in several States after
the war to enable the parties to introduce evidence as to the
character and value of the property or consideration at the
time the contracts in question were made.?

The relatively small number of lawsuits that were based
on the Confederate currency’s affecting the creditor interests
in contractual relations, and the divergence of the courts in
dealing with them, would seem to indicate that long time
contracts were seldom entered into during the war. All
business involving them came to a standstill. After the
first issue of bonds was floated during 1861, the further
issues were largely paid for in produce, without the interven-
tion of the currency. What treasury notes were in circula-
tion, we shall see it was to the interest of the noteholder
to pass on. The creditor class did not object seriously to
accepting these notes, as they were a suitable tool in the spec-
ulation everybody was drawn into.

The large part of the creditor class that was interested in
the currency as sellers of goods accommodated their prices
to the conditions they found; they insured themselves against
the uncertainties of the government’s paper money policy by
charging the buyers more, which practice a legal tender law
would not have lessened, but rather strengthened.

The futility of legal tender legislation in correcting the
evils of an inflated paper currency was clearly shown in the

, history of our country during the last century; and the story

of the “Continental ” notes and the French “assignats,” so

| often repeated by the Southern newspapers, must have played

its part in deterring the Confederate Congress, if not from

+ 141 Ala. 423 (Jan. term, 1868).
2 19 Gratton, 331 (Va.), (Mch. 8, 1869).
. 340 Ala. 525 (Jan. term, 1867) ; 12 Fla. 517; 34 Ga. 485 (June term, 1865);
|85 G&gh ll%(De(_:. term, 1866). Richmond Whig, May 13, 1865. £
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issuing paper money, at least from declaring it a legal tender.
On the other hand, it was these earlier examples in France
and our country that the State legislatures copied uncon-

sciously. Their attempts to prevent the discrimination be- \

tweei notes and specie, and to punish the outright refusal
to accept notes, were mere repetitions of similar devices
common during the American and the French Revolutions.
Frightening persons into accepting government notes by call-
ing them “enemies of the country,” or threatening to publish
their names, or to close the courts to them, were the old
familiar attempts to win a circulation for a discredited note-
issue,! recurring in the South during the Civil War, and,
incidentally, a few years later in Japan.?

1 Cf. Sumner, Financier Am. Revolution, 1, 45-54; White, Fiat Money in
France (passim).

2 Soyeda, Hist'y Banking Japan, pp. 517-8 (in Dodsworth, Hist'y Bank-
ing, IV).
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CHAPTER VI

THE SOUTHERN DEBTORS

STATE STAY LAWSs — THE SUsPENsION OF DEBTS — SOUTHERN INDRBTEDNESS
10 THE NoRTH, 1861 — CONFISCATION OF NORTHKRN PROPERTY AND OF
DeBTs DUE THE NORTH — FEDERAL CONFISCATION MEASURES — STATE
CoNFI8CATION Laws.

It is always difficult to distinguish between legal tender
laws and those intended to help the debtors in distress. In
making paper money a legal tender the motive of assisting
the government in its efforts to meet its extraordinary ex-
penses and the motive to relieve needy and clamorous debtors
are seldom distinguishable. The two motives usually go
hand in hand; the latter hiding its true nature behind the
former, the patriotic motive to sustain the government.

How great that debtor interest was, it is impossible to
state. As has been suggested, the war deranged business,
and left little opportunity for long time indebtedness. The
extent of the debtor interest based on transactions entered
into before the war and during 1861, when business was still
active, can only be surmised. Inferences, however, can be
drawn from the stay laws and the sequestration laws passed
during the war, the former affecting debts due to fellow
Southerners, the latter affecting debts due to citizens of the
North.

In the Confederate Congress, on August 9, 1861, James A.
Seddon’s motion was lost, making notes a legal tender, and
providing that if they were refused by a creditor, a stay of
collection by suit and execution should be granted until six
months after peace.! No such stay law was passed by the

1 Confed. Archives: Secret Journal Confed. Congress.
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Congress, but legislation along those lines was left to the
State legislatures, which willingly took the hint, and passed
many measures to protect the debtor against the creditor.
The first debtors to receive attention were those who were
serving in the army. Mississippi began the policy of reliev-
ing them from their obligations at home by enacting, on
January 22, 1861, that it should be unlawful to prosecute
any claim against a soldier, and enforced the law with heavy
penalties. Arkansas followed suit, on May 23, 1861, by pro-
hibiting the issue of writs of attachment against the property
of any one enrolled in the army. Louisiana, on December 21,
1861, and Virginia a few months later,? freed all in the mili-
tary service from legal proceedings. Such laws remind one
of the action by the Continental Congress, on December 26,

1775, in recommending to the Colonial legislatures the pas- |

sage of acts prohibiting the arrest of Continental soldiers for
small debts, namely, for those under $35, and prohibiting
the attachment of soldiers’ property for debts unless they
amounted to $150.

However excusable such leniency was to soldiers away
from home and without the chance of profitable employment,
the Southern States went much further in protecting the
debtor. Early in the war the Virginia legislature provided,
on April 80, 1861, that no execution should issue until other-
wise enacted, except against non-residents or in favor of the
State, presumably in the collection of taxes. During 1863
the matter was further discussed in the State legislature,?
and on January 12, 1864, it was enacted that no process
should issue under any judgment or decree rendered by any
State court, nor be placed in the hands of a sheriff to be
levied during the year 1864.

In South Carolina a similar bill was passed on December
21, 1861, though reported unfavorably by the legislative
committee, and opposed on the floor of the State Senate as
unnecessary and unconstitutional.? As was to be expected,

1 Virginia act Feb. 19, 1862; re-enacted Feb. 16, 1863.

2 Richmond Ezxaminer, Feb. 28, Sept. 30, 1863.
3 Charleston Courier, Dec. 23, 1861.

\
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many shirked the payment of their debts under cover of this
law; difficulty was found in collecting hotel bills and rent.!
Says one newspaper:2? *“This act gives such unrestrained
license to offenders against criminal and civil justice, that
in the end it will be extremely difficult to restore order, har-
mony, and a due observance of the law.”

In November, 1862, the Governor recommended the law’s
repeal, except so far as it applied to soldiers in the field.
He saw no reason why at least those at home should not pay
their debts.® Notwithstanding his opposition and the evi-
dent effect of the law, it was from time to time continued
in force till the end of the war.# From one of these acts
we are to infer that taxpayers were learning to avoid paying
their taxes and hiding themselves behind the existing stay
laws; for the act of December 17, 1863, provided that the
collection of fines imposed by the Board of Road Commis-
sioners for default in work on roads should not be affected.

In Mississippi a law of August 5, 1861, suspended the
collection of debts until twelve months after the war, except
in cases of liabilities of public officials or in cases then pend-
ing in court; nordid the law apply to future contracts. Sub-
sequent laws on December 19, 1861, and of the following
January 29, applied the same principle to the collection of
judgments. About the same time Alabama, Florida, and
Texas began to legislate on the matter, practically postpon-
ing the collection of debts till after the end of the war.®
Incidentally it is to be noted that the attempt to continue the
law in Alabama in 1866 was frustrated by the State Supreme
Court.8

The same fate had befallen a similar law in North Caro-
lina. The act of May 11, 1861, providing that no execution

1 CRarleston Courier, Jan. 18, 31, 1862.

8 Raleigh Standard, quoted in Charleston Courier, Jan. 31, 1862.

8 Charleston Courier, Nov. 27, 1862.

4 S. C. acts Feb. 6, Dec. 17, 1863, Dec. 23, 1864.

§ Ala. act Dec. 10, 1861 ; Fla. act Dec. 18, 1861 ; Tex. acts Dec. 7, 1861, Jan.”
13, 1862, Dec. 2, 1863.

¢ Ala. act Fob. 20, 1866; 40 Ala. 77.
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should hold except in cases of debt in favor of the govern-
ment, was at once held unconstitutional by the Supreme
Court of the State at its June term.? The court did not
discuss the expediency of the act. The act, it held, impaired
the obligation of a contract in depriving the creditor of his
vested right of enforcing payment of the debt due him, and
was hence declared unconstitutional. As a result, it was
soon repealed, on September 12, 1861, by the State legisla-
ture. That body in 1863, however, enacted a similar measure
in spite of the court’s decision.?

Arkansas passed a stay law on December 1, 1862. The
State Supreme Court,® a year or more later, held so much of
the act unconstitutional as continued suits till the end of the
war, being an impairment of the obligation of contracts.

Barring the set-back the stay laws received from the
courts in North Carolina and Arkansas, they were very
generally operative during the war. Some opposition was
expressed to them as being both unconstitutional and unneces-
sary. Two leading newspapers, the Charleston Courier and
the Richmond Ezaminer,% voiced the feelings of a strong
minority in opposing the prevalent policy of South Carolina
and Virginia. The Richmond paper claimed that *the peo-
ple were never more able to pay their debts than at the
present time.”

The Southern policy of relaxing the collection laws and
treating the debtor leniently during the stress of the war
finds its counterpart during all the *“hard times " the debtors
of our country have had to undergo since Colonial days.
During successive periods of depression, especially about
1820 and after the crisis of 1837, it has been the custom
to extend relief to the debtors by suspending sales on execu-
tion, and in general by postponing bankruptcy proceedings,®

1 8 N. C. 366; Newbern Progress, July 16, 1861.

2 N. C. act Feb. 10, 1863 ; cf. Moore, Hist'y N. C., I, 313.

® 24 Ark. 91.

4 Charleston Courier, Jan. 28, 1862, cf. also Apl. 6,1863; Rickmond Eraminer,
Mch. 10, 1863.

8 Sumner, Hist’y Banking U. S., pp. 121-2, 129, 149, 157, 162, 314, 870 ; Sum-
ner, I7isty Am. Currency, 81.
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a policy whose constitutionality and expediency have been
equally questionable, and one which not seldom has led to
conflicts between the legislatures and the courts, and has
generally aggravated the evils it aimed to correct.

The scanty records in the South do not furnish a sufficient
basis for an estimate of the extent of the debtor interest
during the Civil War. That it was as persistent and as
effective in procuring desired legislation as under previous
similar conditions is a fair inference from the adoption of the
above number of stay laws.

Another closely related question, the solution of which
we can also reach by inference alone, is this: Did Southern
indebtedness to the North add strength to the secession

- movement in 1860 and 1861? That it did, the following

paragraphs would indicate; how much it added to the move-
ment it would be rash to guess. The same questions are
involved in the causes of the American Revolution, among
which must certainly be enumerated the desire of the Ameri-
cans to avoid the payment of their debts due to Englishmen;
how weighty this motive was no one can say.

A full month before seceding from the Union, Georgia
passed a stay law, in which it was provided that no levy of
attachment should be allowed unless the claimant declared
under oath that the defendant was about to remove from the
South or any county; Mississippi and Alabama passed stay
laws within a month after seceding,! and the Virginia Con-
vention was putting difficulties in the way of Northern mer-
chants collecting their debts in Richmond at the time the
State seceded.? These may fairly be styled suspicious cir-
cumstances; but will be passed over as the necessary con-
comitants of the commercial collapse of those months, itself
caused by the fear of secession.

We are very much in the dark as to the extent of Southern
indebtedness to the North at the beginning of the war.

1 Ga. act. Dec. 20, 1860, continued by act Mch. 9, 1865 ; cf. 34 Ga.311 ; Miss.
act Jan. 22, 1861; Ala. act Feb. 8, 1861.
2 Jones, Diary, 1, 28.
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Some put the amount as high as 400 millions of dollars, and
the debts in New Orleans alone at 80 millions. Others
accepted the estimate of the New York Tribunme, namely, 200
millions, made in September, 1861, when the various Con-
federate sequestration acts were already in operation, and had
unduly magnified the importance of the Northern interests
involved.! The most careful estimate at our disposal was
made by the United States Economist.? The writer antici-
pated a general repudiation by the South of debts due the
North. A large amount of such debts had been contracted
in the spring of 1860, at a time of buoyant feeling; the gen-
eral depression of the fall of that year had compelled the
Northern creditors to frequently renew such loans, and they
were still unpaid when hostilities broke out. At that time
the Economist estimated the outstanding indebtedness of the
South to the North at 40 millions of dollars, three-quarters
of the usual amount in the spring of the year. New Orleans,
Savannah, Mobile, and Charleston had bought only two-
thirds the usual amount from Northerners in the fall of
1860; and during the following months, as the clouds gath-
ered, credit was but sparingly given to Southern buyers.
Unquestionably the Northern creditor was not caught nap-
ping, and had prepared himself for the storm more thoroughly
than some of the above estimates, which seem exaggerated,
would indicate.

We are led to suspect that this exaggeration was due to a
misconception of the financial dependence of the South upon
the North. The Southern indebtedness to the North for
advances of capital, especially in the shape of manufactured
articles, was but one item in its dependence upon that sec-
tion; this was not strongly resented by the South, but rather
accepted as inevitable in view of the impossibility of its
supplying its own need of manufactured articles. The exi-
gencies of the war fostered this feeling of resentment and a

1 Pollard, Davis, 1834, 209, 211, 213; Appleton, Annual Cyclopedia for 1861,
p. 147; N. Y. Tribune, Sept. 18, 1861.

2 Quoted in New Orleans Price Current, May 1, 1861; cf. Rickmond Dispatch,
Sept. 24, 1861,
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desire for industrial independence,! a form of protectionism
which every war in our country’s history has bred. Before
the war, however, this motive was still latent. The de-
pendence upon the North which was more apparent, which
avowedly constituted a grievance, and which played no small
part in fomenting the desire for Southern independence,
hinged upon the Northern banks, which played so necessary
and important a part in moving the cotton crop. The same
questions are involved in the present financial dependence of
the agricultural sections of the West upon the commercial
centres, especially in the East. The cotton of the South was
moved by drafts upon New York and London. The North-
ern and English banks advanced the desired capital in the
shape of currency to the Southern cotton factors and planters.
The latter keenly felt this “abject banking dependence,” ?
and hoped to escape it when they seceded from the Union.
It is noticeable that the distinctively cotton States were the
first to secede, that all of them did so before President
Lincoln’s inauguration, and all of them, with the exception
of South Carolina, — which had led the movement on Decem-
ber 20, 1860, — within twenty-three days thereafter. We
shall see how the complementary notion of the industrial
dependence of the North and Europe upon the South was
fostered by the conditions the war brought about.

v/ To return to the indebtedness of the South to the North
in 1860-1: It must have been these bankers’ advances upon
the cotton as it moved to the Northern and English markets
which were the basis of the extravagant estimates cited
above. Moreover, it is to be remembered that the Northern
banks could not have suffered seriously by the repudiation of
their claims upon Southern cotton men on the score of their
advances, as they held sufficient collateral security in the
cotton, which was practically consigned to them.

Even with the above qualifications, the debtor interest in

1 See pages 248 & ss.
3 Merchants’ Mag., XLII, 318, 821, 323 (Mch, 1860); cf. Kettel, Southern
Wealth, ch. vii.
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the South must have been of sufficient weight to be taken
into account among the factors which led up to the formation
of the Confederacy.

Some further light is thrown upon the subject by the
sequestration laws of the Confederate Congress and the State
legislatures. The day after President Lincoln’s inaugura-
tion Secretary Memminger addressed a circular letter to the
Federal civil officers still in the Confederate States,? ordering
them to pay over to the Confederate Treasury any sums they
held as due to the United States government, with which the
Confederate authorities would arrange an accounting.

A later Confederate act of May 21, 1861, forbade any one
to pay a debt due to an individual or a corporation in the
United States, — except in Delaware, Maryland, Kentucky,
Missouri, or the District of Columbia, — and authorized the
payment of such debts in specie or treasury notes to the Con-
federate Treasury, in exchange for certificates bearing the
same interest as the original contract; these certificates of
the government being payable in specie or its equivalent at
the end of the war.

An act of August 1, 1861, referred again to sums held in
the South to the credit of the United States government, and
provided that such amounts paid to the officers of the former
Federal courts should be deposited with the Confederate
Treasury, in exchange for 5% bonds, the payment of princi-
pal and interest of which were made only by decree of the
proper court. Similar provisions were made to cover moneys
deposited in Confederate courts and left unclaimed during
six months. On August 21 an act of minor importance
called for the sale at auction of goods imported and still un-
claimed at the custom-houses, in so far as such goods were
too bulky to be stored.

On August 30, 1861, the Congress passed an extreme
measure, which confiscated all property within the Confed-
erate States belonging to alien enemies on May 21, and three
weeks before the passage of the law enacting that citizens of

1 Confed. Archives, Mch. 5, 1861.
8
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the United States must depart or be treated as alien enemies,
unless they became citizens of the Confederacy. The bonds
of the Confederacy and of the several Southern States were
exempt from confiscation; as well as the property of non-
belligerent citizens and residents of the border States, whose
adherence to the Southern cause was still thought possible.
The proceeds from the sale of the confiscated property the
government was to use to indemnify those Confederate citi-
zens who brought claims for property confiscated by the
Federal government, or, as was provided for by an amend-
ment on February 15, 1862, to indemnify those who had in
general suffered from acts of the Federal government.
The Confederate Congress was urged on June 26, 1861,
by the Vicksburg Evening Citizen to adopt retaliatory meas-
ures for the Federal confiscation of Southern property; and
Mr. Rhodes?! avers that the Confederate Sequestration Act

-, of August 30 was passed in retaliation for Federal confisca-

tions. On the other hand, Mr. Blaine? states that the
Southern policy became a precedent for later legislation in
Washington. A comparison of the laws in question as to

. their character and the time of their enactment at both

|

capitals will show that in a way both authorities are right,
but that the laws framed in Richmond were much severer
and more uncalled for than those framed in Washington.
Their severity was largely, perhaps, due to exaggerated
notions regarding possible wholesale Federal confiscation of
Southern property, which were never realized.3

From the above enumeration of confiscation acts it is seen

. that up to August 1, 1861, the Confederate government had

claimed all United States government funds within the Con-
federacy, but had also gone much further and aimed to stop
the payment of all private debts due to Northerners and
divert the payment into its treasury. Up to this time there
had been no Federal legislation upon confiscation. On

1 Rhodes, Hist'y U. S., 111, 464.
2 Blaine, Twenty Years of Congress, 1, 349.
3 Jones, Diary, I, 16 (Apl. 12, 1861).
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August 6, 1861, the first step in that direction was taken
by enacting that any property sold to be used in aid of the
Confederacy should be confiscated. This reasonable war
measure was followed ten days later by the President’s proc-
lamation declaring goods imported from the insurrectionary
States, which he named, forfeited to the Federal government.
Confederate vessels were given fifteen days to leave Northern
ports. Under this act seizures of Southern vessels in New
York and other Northern ports continued during 1861. In
most cases Southerners were only part owners; the other
owners, Northerners, usually bid in the vessels at the auc-
tions.? The severe Confederate act of August 30, 1861, may
have been passed in retaliation for previous Federal action,
but it certainly went much further. In fact, Federal legis-
lation confined itself to authorizing the confiscation of goods
exported from the South,? the collection of abandoned and
captured property, and the seizure of the property of the
civil and military officers of the Confederacy and of the
individual Southern States. The seizure of exported goods
was a just war measure. The act of March 12, 1863, to col-
lect abandoned and captured property in the insurrectionary
States, and turn over the proceeds of its sale to the Treasury,
sounded well on paper, but led to endless complications after
the war, the United States Court of Claims dealing for years
with the problem of establishing what property had been
subject to capture, and listening to the claims of loyalty to
the Union on the part of owners of confiscated cotton, who
had been residents of the South during the war. Quite
similarly, when that court was called upon to indemnify
Northerners for the loss of property confiscated by the Con-
federate government, it was found that, at the outbreak of
hostilities, Northerners had tried to save their property in the
South from confiscation by fictitious sales of it to Southern
friends.?

1 Merchants’ Mag., XLV, 526 (Nov., 1861).
2 U. 8. act, Mch. 8, 1863 ; Proclamation, Apl. 2, 1863.
3 5 Ct. of CL R., 588 (Dec. term, 1869).
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The Federal act of July 17, 1862, went farthest of any
Northern confiscation act. It authorized the President to
seize all the property of Confederate army and navy officers,
of the civil officers of the Confederacy and of the individual
Southern States, and of abettors of the rebellion in the North;
moreover, it freed slaves that reached the Federal lines.
However severe, the Federal policy was distinctly more justi-
fiable as a war measure than the attempt of the Confederacy
at wholesale and indiscriminate confiscation of Northern
claims upon the merchants of the South.

Judge A. G. Magrath of the Confederate District Court
for South Carolina, formerly a judge of the United States
Circuit Court, held that the power to wage war involved the
power to confiscate property, and declared the Confederate
Sequestration Act of August 30, 1861, constitutional.! There
had been considerable opposition in South Carolina to a policy
of sequestration, J. L. Pettigru, a Charleston lawyer, bitterly
opposing it as a barbarous and useless measure.? He with
others brought suit to test the validity of the act, and, in
arguing the case before the court, he emphasized the inquisi-
torial and unusual powers granted to the government which
demanded a disclosure of private debt relations. Mr. Petti-
gru’s position was that of a typical strict constructionist.
He held that Congress had only those powers which were
positively delegated to that body. These did not include
the power to confiscate the property of enemies. Since the
Revolution only the individual States could exercise that
power. This line of argument was followed up by Mr.
Pettigru’s associate counsel, Nelson Mitchell, who tried to
prove that the policy of confiscating enemies’ property had
been discarded by the United States in accepting the treaty
of 1794 with England, both parties to which agreed to refrain
from the practice in case of war.® Two years later, in 1796,

1 Moore, Rebellion Record, III. 243—4; Charleston Courier, Oct. 21-5, 1861
(arguments), Nov. 9, 1861 (full text of decision).

2 Pollard, Davis, 184.

8 Art. X; the treaties with Bolivia, 1858 (art. XXIX), Paraguay, 1859 (art.
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Justice Wilson of the United States Supreme Court had
held! that “by every nation, whatever is its form of gov-
ernment, the confiscation of debts has long been considered
disreputable.” Another associate counsel claimed that the
Confederate Sequestration Act was not justified as a retalia-
tion for a similar Federal measure, because the Northern act
was aimed solely at contraband of war and at articles used to
aid the war.

The representative of the Attorney-General and his assist-
ants who argued in favor of the constitutionality of the act,
necessarily departed from the familiar Southern strict con-
struction view of the Constitution, and anticipated the posi-
tion to which the United States Supreme Court was driven
in upholding some years later the issue of legal tender paper
money. The right to confiscate enemies’ property was a
sovereign right; “having, then, on this subject, Sovereignty,
with all its attributes, the provisional [Confederate] Govern-
ment stands on the same footing with France, Russia, or
Great Britain, in reference to the exercise of the power
granted.” The right to confiscate must be granted; the
exercise of that right they held to be a question of expedi-
ency and policy to be determined by the Congress, not by
the President or by the courts. These arguments were the
very ones that prevailed with the Federal Supreme Court
in 1871 and 1884, and led the majority of the Justices to
uphold the constitutionality of legal tender acts as a proper
exercise of the sovereign powers of the National government,
by shifting upon the Congress the determination of whether
the measures were expedient or not.2

The Confederate court, in upholding the Confiscation Act,

and thereby tacitly accepting the above interpretation of the.

sovereignty of the central government, violated the traditions
of constitutional interpretation upon which the Southern Con-
federacy rested, and offered one of the many illustrations of
XT111), Salvador, 1870 (art. XXVTII), Peru, 1887 (art. XXVIII), contain similar
provisions.

1 3 Dallas, 281.

$ 12 Wall. 556 (J. Bradley) ; 110 U. S. 438, 450 (J. Gray).

(
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- the fact that, under the pressure of war, the cherished States

Richts doctrine was thrown to the winds. The hopeless
' opi»osition to the growing power of the centralized govern-
ment at Richmond was apparent in the arguments before
Judge Magrath. The government’s attorney regretted the
issue of unconstitutionality. During a war against such
odds there was no time, he held, to speak of the govern-
ment’s “usurpation,” its *tyranny,” “oppression,” *“injus-
tice,” “inquisition.” This was the time to forego such
epithets and the discussions they aroused, and to uphold
the hands of the Richmond authorities. On the other hand,
the attorney for one of the defendants deplored the use of
arguments that construed any attack upon an unconstitu-
tional measure as an attack upon the government. “If the
central agency in such a constitutional Government could
acquire powers not previously possessed through the excesses
or usurpation of their enemies, then the halls of legislation
would furnish them the means of an attack as fatal as it
would be secure.”

Whatever the constitutional objections to confiscating the
property of enemies, they are slight compared with the objec-
tions on the score of the impolicy and injustice of such meas-
ures. It does not speak well for the statesmanship of either
the North or the South, that both sections tried to lay hands
on each other’s private property; but it is especially a blot
on the history of the Confederate government that it ex-
tended its confiscating policy so as to include the just debts
due from its citizens to those of the North.

In former centuries the mutual confiscation by enemies of
debts due to each other’s citizens was a common practice.
So, for instance, in the wars of the seventeenth century French-
men confiscated Dutch goods; the Dutchmen retaliated by
ordering debts due to Frenchmen paid to the Dutch govern-
ment; the Danes pursued a similar policy toward Englishmen
and Swedes; and Dutchmen toward Spaniards.! During the
Napoleonic wars the practice was revived. France confis-

1 C. van Bynkershoek, Questiones Juris Publici, Lib. I, ¢. VIL
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cated debts due to Englishmen: England retaliated in 1794
by confiscating those due to Frenchmen.’ Since those dis-
turbed times, the practice has very properly become discred-
ited, and its reappearance during the Civil War is nothing
to be proud of in our country’s history. Even in the second
century B. C., the personal property of the Rhodians, confis-
cated by their enemies, the Syrians, was restored to its
owners on the establishment of peace.?

There was some agitation for minor amendments to the
Confederate confiscation measures. A convention of cotton
merchants and planters held at Macon on October 15, 1861,
desired that, before turning over the Northern claims upon
Southern debtors to the Confederate treasury, the damage
done those debtors by acts of the Federal government should
be set off ; it also favored the act of August 30 taking effect
from the time of its passage, not, as the law required, from
May 21. Two years later it was proposed in the South
Carolina legislature to sequestrate the notes of South Caro-
lina banks, in view of their all being avowedly in the hands
of the enemy,? but nothing apparently came of the proposal.

In the Confederate House of Representatives E. Barksdale
of Mississippi proposed an amendment, on November 9, 1864,
aimed, as the similar Federal law was, at confiscating the
property abandoned by persons who had gone over to the
enemy. He claimed that such property did not come under
the provisions of the original act, as the Attorney-General
had decided that its owners were not “aliens.” A few
months later such a bill was passed and became a law on
February 8, 1865. It provided that any one leaving the
Confederacy without the permission of the President or the
General in command west of the Mississippi, should be
treated as an alien and have his property confiscated. This

1 1 Phillimore, Internat’l Law, 70 ; 34 Geo. IIT, ch. 9, 79 ; cf. 6 Maule & Sel-
wyn, 92 Ct. of K’g’s Bench, Feb. 6, 1817 (the Danish sequestration in 1807 of
debts due to Englishmen).

2 Polybius, History (Schweighiuser ed., 1823), III, 492-3.

8 Charleston Courier, Nov. 30, 1863 ; Richmond Ezaminer, Dec. 4, 1863.
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recalls the sequestration of the property of the émigrés during
the French Revolution.

The evidence is conclusive that the Confederate courts
made every effort to carry out the provisions of the confisca-
tion acts. During 1861 the District Courts, especially the
one of Judge Magrath, were busily engaged with cases aris-
ing under these acts.! The results were meagre compared
with the exaggerated notions of the immense sum of in-
debtedness that would be transferred from Northern cred-
itors to the Confederate government. In point of fact, the
Southern debtor preferred to continue his debt relation to
the North, as long as there was no chance of his being forced
to pay; there was little to induce him to wipe out his
indebtedness to the North, as the law bade him, by paying
its amount into the Confederate Treasury. We are to infer
from a bill introduced in the Senate by R. W. Barnwell on
November 14, 1864,2 that some debtors did buy Confederate
bonds and remit them to the North in payment of their debts,
but the practice must have been rare.

In the reports of the Secretary of the Treasury the first
mention of any revenue from confiscation occurs in the period
January 1 to September 30, 1863. During that year and
during the first nine months of 1864, — after which reliable
figures are wanting, — the total revenue from that source
foots up to $6,102,070.39, equivalent to perhaps $380,000 in
gold at the time of collection. The policy was financially a
failure, and the small sum it netted to the government no
doubt represents the small amount of tangible and largely
immovable property of Northerners that easily fell within
its grasp.

The individual States, as usual, followed the practice
established by the Confederate Congress, and passed laws
to prevent the collection of debts due the North. Alabama
echoed the Confederate Confiscation Act of August 30 on

1 Charleston Courier, Aug. 12, 1862; Rhodes, Hist'y U. S., III, 465; 3 Fed.
Cases, 976; 14 tbid., 357 ; 19 ibid., 217; 22 ¢bid., 21.
2 Richmond Ezxaminer, Nov. 15, 1864.
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December 10, 1861, by enacting that no suits to recover
debts due an alien enemy on or before May 21 should be
allowed. Similarly in Georgia a law had been passed ear-
lier,? forbidding the payment of debts due to governments or
individuals in the North, and inviting Southern debtors to
deposit the amounts of their debts in the State treasury in
exchange for 7% certificates. Under this act the suit of a
New York firm to collect on a note due from a firm in
Georgia was dismissed by the court.? A similar act was
passed in Tennessee,® but the usual result followed: debtors
did not pay their debts, and the State treasury was not bene-
fited. A Florida act of December 17, 1861, forbade a judg-
ment for debt due an alien; in Arkansas, by an act of May
6, 1861, such debts were confiscated, as well as the personal
property of such persons. In the same State it was enacted,
on May 28, 1861, that all moneys of the United States gov-
ernment seized for the use of the State should be held in
trust for the payment of claims of Arkansas citizens against
the Washington authorities.

Another similar line of State legislation had reference to
the payment of the interest upon State bonds. Virginia,
whose debt was largest, was the first to prevent the Northern
bondholder from obtaining his interest. A law of June 26,
1861, stopped the redemption of the coupons held in the
North, perhaps one-third of all outstanding. On July 1
Tennessee followed suit by providing that interest payment
should cease on bonds held in non-slaveholding States. The
coupons of a Tennessee railroad falling due on the same date
were honored only if the bondholders presented certificates
from the State Comptroller stating that payment could law-
fully be made, of which the legislature was the sole judge.
Evidently only resident bondholders were to receive payment.
Similarly, the Bank of Louisiana declared its dividend pay-
able on August 1, 1861, only to resident stockholders.4

1 Proclamation Governor of Ga., Apl. 26, 1861, Appleton, Ann. Cyclopedia for
1861, 340; Off"l Rec'ds Rebellion, 4th S., I, 245-6.

3 33 Ga. 89 (Aug. term, 1861).

8 Appleton, Ann. Cyclopedia for 1861, 684.
4 Merchants’ Mag., XVI, 285 (Sept., 1861).
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Enough has been said to indicate the part confiscation
measures played in the war policy of the South. As had
been done in the Revolutionary War, the attempt was made
to add to the public funds the property of the disaffected and
of alien enemies, as far as it could be discovered. In neither
case was the financial result very considerable. Moreover in
both cases did the attempt at political separation go hand
in hand with a wholesale repudiation of debts due to aliens,
the burden of which had been a factor in leading to that
separation.

The suggestive attitude of the Rickmond Enquirer! after
the Virginia banks had suspended specie payments in Novem-
ber, 1860, throws light on the matter. The editor approves
of the suspension in order to prevent specie.being drawn off
to the North. He writes: —

“ Tt must be remembered, that there are grave political as well
as purely financial and commercial reasons operating at present
to forbid the propriety of permitting an entire transfer of South-
ern specie to the vaults of the Northern banks.”

In February, 1860, a similar feeling was evidenced in
Mississippi. A majority report of a legislative committee
recommended that the question of the State’s assuming the
liability for payment of the repudiated Planters’ Bank bonds
be not opened in view of the aspect of political affairs. The
minority of the committee held that the threatened separa-
tion from the North offered the best reason for the State’s
strengthening her credit by assuming those bonds.2

It should not be inferred from this that all debtors in the
South welcomed the political upheaval as a means of escap-
ing their obligations to the North; nor did they all take
advantage of the opportunity offered of avoiding the payment
of their debts. The New Orleans merchants and bankers
formed an honorable exception to the general practice, and

1 Quoted in the Bankers' 3Mag., XV, 485 (Dec., 1860).
2 Bankers’ Mag., X1V, 862, 866, May, 1860. The history of these repudiated
bonds is given in Sumner, Hist'y Banking U. S., 381 & ss.
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were true to the high standards for which that city’s finan-
cial and commercial institutions have long been famous.
Hugh McCulloch, Secretary of the United States Treasury,
gives strong testimony to the high-minded action of the New
Orleans banks toward their Northern correspondents at the
outbreak of the Civil War.!

1 McCulloch, Men ¢ Measures, 138 ; cf. Merchants' Mag., XLIV, 413 (Apl.,
1861).



CHAPTER VII
THE SOUTHERN BANKS DURING THE WAR

Tae BANES DURING 1860 AND 1861 — SUSPENSION OF SPECIE PAYMENTS —
BANENOTE INFLATION AND IssuE oF Smarr BaNENOTES — THE BaNk-
e BUSINESS DURING THE WAR — CotroN BANkS AND BANk ProJECTS
— Tae BANES' ATTITUDE TOWARD TREASURY NOTES — THE SUSPENSION
oF THE NEw ORLEANs BANKS — BANK LOANS TO TEE GOVERNMENT —
Tak BANks’ SPECIE SUPPLY — THE GOVERNMENT'S SPECIE SUPPLY.

THE New Orleans banks embodied the best banking tra-
ditions of the South. Before the war they had been care-
fully managed, had weathered the crisis of 1857 without a
general suspension of specie payments; and after President
Lincoln’s election, when commercial credit collapsed and the
banks throughout the country generally suspended, the New
Orleans banks continued to meet their obligations in specie.
During the winter of 1860-1, when secession was no longer
a threat but had become an actuality, they wisely shortened
sail for the coming storm by curtailing their loans and in-
creasing their specie reserve. The successive bank state-
ments bring this out clearly. After the middle of 1860 the
New Orleans banks, as usual, enlarged their assets by buying
‘short commercial paper and cotton drafts; but immediately
after the election of November 6, the bank loans fell off
rapidly, though the banks continued to buy drafts on cotton
till March, 1861. This contraction of loans was naturally
accompanied by a contraction of the banknotes outstanding,
which continued throughout 1861, barring an increase of
circulation during the first four months of the year. In
general, the New Orleans banks prepared themselves for
the coming storm by converting as many as possible of
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their cash assets into specie.

On October 6, 1860, 26 % of
their total assets were in cash; on December 29 the percent-

age had risen to 35 %, and on the following April 6, to 43 %.
This was a notable achievement, comparable to the prepara-
- tions made by the New York banks in the winter of 1860-1

for the outbreak of hostilities.

Between October 6 and

April 6 the latter doubled their specie reserves, and did
not expand but rather diminished their loans, deposits, and

circulation.

THE NEW ORLEANS BANKS, 1860-1861
In Millions of Dollars

1860

Sep. [ Oct. | Nov.| Dec. | Dec. | Dec. | Dec | Dec.

1 6 3 1 8 15 | 22 | 29

Notes . . . . . . .. 92| 87| 83| 72| 69| 64| 62| 62
Deposits . . . . . . . 13.8 | 14.1 | 154 | 14.7 [ 15.1 | 15.6 | 15.9 | 17.0
Short Loans . . . . . . 22.0 [ 24.7 | 24.4 | 21.5 | 20.2 | 19.4 | 18.7 | 18.1
Exchange . . . . . . . 14| 21| 42| 54| 58| 57| 57| 6.1
Specie . . . . . . .. 991 9.8(10.0|10.6|11.0|11.9]12.7 | 13.7
Distant Balances 11|/ 08) 09| 09| 08| 07| 08| 09

1861
Jan. | Jan. | Jan. | Jan. | Feb. | Mch.| ApL
5 12 19 | 26 2 2 6
Notes. . . . . . . .« . .. 62| 64| 67| 70| 74) 79| 88
Deposits . . . . . . . . 174 | 183 | 17.7 | 18.4 | 19.3 | 21.1 | 20.6
ShortIoans . . . . . . . . 17.2116.8 163 | 16.0 | 15.8 | 14.6 | 14.1
Exchange . . 70| 70| 74| 90| 86(105] 73
Specie . . . . . . 142|156 | 157 [ 163 | 16.4 | 17.6 | 17.1
Distant Balances . . . . . . 131 12| 15| 13

Current.

Merchants' Mag., XLIII, 466-7; XLIV, 89, 336; also New Orleans Price

:
N

{
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THE SOUTH CAROLINA BANKS, 1860-1861
In Millions of Dollars

1860 1861
Oct. | Nov J Jan. Fleb. I:ib' Mch.| Apl. |June | Aug
Notes . . . . . . 64| 64 69| 7. 7. 76| 73| 61| 58
Deposits . . . . .| 35| 35] 36| 43| 43| 45| 54| 54| 4.5
Loans . . . , . .J127|127}123 | 122122 (11.911.8 |11.8]11.8
Domestic Exchange .|103]106| 93| 85| 64 47| 46
Specie . . . . . . 14 14] 14 14) 14| 183} 15| 16( 13

Bankers Mag., XV., 752 (Mch., 1861); Charleston Mercury, Nov. 10,
1860, Feb. 14, Apl. 11, May 11, July 13, Sept. 14, 1861; Merchants’ May.,
XLIV, 337 (Oct., 1860) ; Charleston Courier, Sept. 16, 1861.

The banks of South Carolina adopted a policy in marked
contrast with that of the Louisiana banks. From the time
that secession seemed inevitable to the outbreak of hostili-
ties they increased their deposits and circulation, and but
slightly reduced their loans. At the same time they did
not materially increase their specie reserve. The divergent
policies pursued by the Louisiana and South Carolina banks
is further emphasized by the fact that the former continued
specie payment seven months after the establishment of the
Confederate government, while the latter suspended a month
before the South Carolina secession ordinance was passed.

Of the condition of the banks in the other Southern States
we have less detailed information. In general, banks in the
South had grown more rapidly than in the North during
the three years preceding the Civil War, partly because
the South had escaped the worst effects of the crisis of 1857.
The year 1860 had been a prosperous one, and the Southern
crops had been large. However, aside from Virginia, there
was no unusual speculation during that year. The banks
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were uniformly reducing their loans, and the banknote issues
were contracting toward the fall of the year; the specie
reserves were fairly constant, and, in the case of the Lou-
isiana banks, as we have seen, they were markedly increased.
At the time of President Lincoln’s election the Southern
banks, representing 20 % of the total banking capital of the
country, held 25 millions of dollars, or 28% of the banks’
specie; or, if we include with the Southern banks those in
the border States Tennessee, Kentucky, and Missouri, 39 %
of the banks’ specie in the country was held by them, though.
they represented but 22 % of the country’s banking capital.‘\
This was no inconsiderable element of strength to the South-
ern cause, but one that was not fully taken advantage of.

After the election of President Lincoln, and especially after
South Carolina had taken the lead in seceding from the Union
on November 20, 1860, the Southern banks suspended specie
payments, the New Orleans banks holding back until Septem-
ber 16, 1861. With a large specie reserve at their command,
equal to nearly one-half of their note circulation, there was
no urgent financial reason for suspension in the late fall of
1860. Secretary Memminger declared, some months later,?
that the general suspension of the banks was a political, not
a financial measure, was intended for the public good, and
was not due to the pressure of speculation. This is a familiar
excuse given for suspending specie payments in anticipation
of financial difficulties or of a war, the avowed motive being to
harbor the specie reserves. In the case before us, an interest-
ing commentary upon the expediency of the policy is offered
by the fact that the New Orleans banks, while holding half
the specie reserves of the South, withstood the pressure to sus-
pend, continued specie payments, and were the only Southern
banks that materially strengthened their reserves.

The Virginia banks were the first to suspend. During the
fifties a very large number of banks had been chartered in

1 New Orleans Price Current, Nov. 21,1860 ; N. Y. Courier and Engquirer, Nov.
9, 1860; Finance Rep’t, 1861, Tables 35-6; Bankers’ Mag., XV, 417 (Dec., 1860).
2 Memminger’s circular, Mch. 27, 1861, Charleston Courier, Apl 1, 1861.
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that State, and many branches had been authorized. The
provisions for the issue of banknotes were invariably liberal.
These were taken advantage of by the bankers, who played
a part in the speculative era of which the ante-bellum State
debt of Virginia and its recent checkered history is a reminder.
On November 20 and 21, 1860, the Virginia banks suspended,
in company with the New York banks. On the following
March 1 the legislature legalized the suspension, and a year
later extended it for another twelve months. Of course they
never resumed during the war.

The banks of Georgia also were quick to suspend before
the end of November. By an act of November 30, 1860,
passed over the Governor’s veto, the legislature legalized the
suspension for a year, and by later acts! extended it during
the continuance of the war. The suspension was first legal-
ized in view of the embarrassing state of things and of the
probable suspension of banks in neighboring States.

The North Carolina banks followed those of Virginia, and
suspended specie payments in November, the legislature legal-
izing their action on the 24th, adding the proviso, however,
that they should not curtail the aggregate amount of their
discounts. Seven months later a State ordinance was passed
which postponed resumption till the State repaid a loan of
three millions of dollars made to it by the banks. This con-
nection between the suspension of the banks and lending
some of their capital —in this case three-quarters —to the
State, is noticeable.

The Alabama banks did not wait for the action of the
legislature, but acted upon the request of the Governor to
suspend specie payments and hold their coin for any possible
emergency of the State, and suspended on December 17, 1860.2
Some banks in Mobile and one in Huntsville did not act upon
this recommendation.? This suspension was legalized by the
State legislature on February 2, 1861; but a provision for a

1 Ga. acts Nov. 30, 1861 ; Nov. 29, 1862; Dec. 1, 1863; Mch. 9, 1865.
3 Dubose, Yancey, 554; Ol Rec’ds Rebellion, 4th S., 1, 31-2.
8 Bankers’ Mag., XV, 584 (Jan., 1861); Newbern Progress, July 80, 1861.
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quid pro quo was added. The suspending banks were re-
quired to subscribe to specified amounts of State bonds, to be
paid for in coin if the government required. On December
9, 1861, the suspension was legally continued till one year
after the establishment of peace, provided, however, that the
banks accepted Confederate treasury notes at par and limited
their rate of discount to 8 %2. Moreover, the suspending banks
were compelled to lend the State $2,000,000 with which to
pay the State’s quota of the war tax of August 16, 1861, each
bank to contribute to this loan in proportion to its capital
Evidently the privilege of suspending was one the banks were
willing to pay for.

This practice of buying immunity from the claims of the
note-holder by doing the State government a favor was a
repetition on a large scale of a similar agreement entered into
by banks with the State of Alabama during the next preced-
ing commercial crisis. For on December 19, 1857, the suspen-
sion of two Alabama banks had been legalized on condition
that they paid into the State treasury $250,000 within three
months.! But the practice is not peculiar to the South or to
the United States. We need only recall the suspension of
specie payments in the history of the great national banks of
Europe and its connection with bank loans to the respective
governments. A close parallel to the Alabama case men-
tioned above occurred in Italy in 1866, when by royal decree
the national banks suspended; but in return loaned the gov-
ernment 250 millions of lira at 1} % ; or rather, the govern-
ment granted the bank the privilege of issuing irredeemable
notes in return for the generous loan.?

The South Carolina banks suspended on November 28 and
29, 1860. The State Convention legalized this action on
December 29. At that time gold was already at 4% premium
in Charleston. A difficulty arose from the fact that the Fed-
eral law called for payment of customs duties in gold. To
relieve the importers, who were in a quandary, a resolution

1 Sumner, Hist’y Banking U. S., 434.
3 M. Grunwald, Finanz-Archiv, XI, 85 (1894).
9
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was introduced in the Convention, authorizing the collectors
in the State to accept South Carolina banknotes in payment
of duties! No action was taken, however. The suspension
of the banks was extended by successive acts,? the last one
providing that the privilege to suspend should be forfeited
by any bank which declared or paid dividendsin gold or
silver coin, or one that sold its specie to any one except
the State or Confederate governments.

The much less important banks of Mississippi and Florida
presumably suspended specie payments before the end of 1860.
Later State legislation legalized their action during the con-
tinuance of the war,® in the case of Florida for the avowed
purpose of relieving the community and affording a safe,
adequate, and reliable currency.

The suspension of the New Orleans banks is a story by
itself, best told in connection with the relation between the
Confederate government and the banks and its attempts to
force them to accept treasury notes.

At the outbreak of hostilities all the banks in the South ex-
cept those in New Orleans and some in Mobile had suspended
specie payments. This general movement was accompanied,
as 80 generally has been the case in banking history, by an
increase in the banks’ business, primarily by an enlargement
of their note issues.

In Virginia many bank charters about to expire in 1861
were renewed for twenty years, and some banks increased
their capital. In Alabama during the last weeks of 1861
four banks were chartered ; one of them, a savings bank, was
authorized to deposit Confederate or State bonds with the
State Comptroller as a basis for the issue of twice that
amount of circulating notes, in denominations as low as one
dollar. About the same time, on November 18, 1861, Arkan-
sas repealed all acts prohibiting the circulation of banknotes
of any denominations; the same act, however, legislated

1 Charleston Courier, Dec. 31, 1860.
2 8. C. acts Dec. 21, 1861; Dec. 17, 1863.
8 Miss. act Jan. 17, 1862; Fla. act Dec. 14, 1861.
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against “shinplasters” and other irresponsible currency that
was being issued by individuals and corporations. Georgia

. followed suit on November 30, by authorizing the suspended
banks to issue small notes in denominations of between five
and fifty cents in amount up to 8% of their capital — in-
creased to 10 % on November 29, 1862 ; — the act, moreover,
required the banks to keep one-third of this amount in circu-
lation. Later acts® allowed one bank to issue notes up to
three times the amount of its capital, and granted the
privilege of note issue to a savings bank.

Louisiana withstood the demands for small banknotes, and -
in March, 1861, forbade the issue of banknotes in denomina-
tions less than ten dollars, and in amount exceeding three
quarters of the paid in capital.2

The neighboring State of Mississippi followed the majority
of the Southern States in legalizing banknote expansion,
and authorized issues in denominations as low as one dollar
and in amount equal to the banks’ capital, this privilege to
cease one year after the end of the war, and in the mean time
to be partly paid for by the banks accepting State treasury
notes. In return, the banknotes were made tax receivable.?

In North Carolina banknote extension was less marked.
By an ordinance of the State Convention on June 28, 1861,
the banks were allowed to issue notes in denominations of
less than five dollars, but were forbidden to enlarge the aggre-
gate amount of their issues. In return for the privilege of
issuing small notes, heretofore forbidden, they were required
to lend the State £3,000,000 for one year at 6 %, being allowed
to postpone the resumption of specie payments till the loan
was repaid. While the banks incorporated at the beginning
of the war were allowed to issue notes up to twice the amount
of their capital, at least one bank incorporated during the

1 Ga. acts Dec. 13, 1862; Oct. 17, 1863.

2 Ann. Rep’t New Orleans Banks for Jan., 1861, in Bankers’ Mag., XV, 750
(Mch., 1861); Appleton’s Ann. Cyclopedia for 1861, p. 431; La. act Jan. 20,
1862.

$ Miss. acts Dec. 16, 1861, & Jan. 17, 1862.
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war was forbidden to issue them until the re-establishment of
peace.! : :

In South Carolina the banks apparently at first avoided the
issue of small notes; but the distress resulting from the fire
in Charleston in the fall of 1861, and, a year later, the recom-
mendation of the Governor — who urged an extension of note
issues in view of its profitableness to the bank of South Caro-
lina, and therefore to the State, a part owner of that institution
—led to a general increase of small banknotes in denomina-
tions even below one dollar.?

In Virginia banknote inflation appeared early during the
war. Already in April, 1861, the State Convention authorized
the banks to issue one and two dollar notes in amount up to
5% of the banks’ capital, just as had been done during the
suspension of 1841.3 The banks, legally relieved of the respon-
sibility of paying their obligations, needed no urging to supply
the community with irredeemable paper money. But even
the above authorization was deemed insufficient, and nine
months later a law was passed compelling the banks of the
State to issue small notes in the above amount. Even this
measure did not satisfy the growing demand for small change,
and a few months later the banks were authorized to issue
notes in denominations between one and five dollars and in
amount up to 10% of their capital. Moreover, after ninety
days, each bank was compelled to pay out all sums of less
than five dollars, and to redeem all its notes of that denomi-
nation, either in specie — which was of course out of the
question — or in the bank’s own notes of small denomina-
tions, provided it had not already small notes outstanding
to the extent of 10 % of its capitalt It is evident from this
that, however willing the banks were to inflate the currency,
the general public — that is, the body of buyers — was still

1 N. C. acts Febh. 25, 1861, & Dec. 17, 1862,

2 Charleston Courier, Aug. 24, Nov. 27, 1862; Feb. 19, 1863; S. C. acts Dec.
21, 1861, Feb. 6, 1863.

3 Va. Ordinance, Apl. 26, 1861 ; Sumner, Hist'y Banking U. S., 364.

4 Va. act Jan. 24, Mch. 29, May 16, 1862; Richmond Dispatch, Apl. 15, 1862.
Cf. Charleston Courier, Nov. 26, 1861, Apl. 7, 1862.
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more anxious for a banknote redundancy, which would to
their minds relieve the difficulty of rising prices.

With the meagre data at our disposal we do not know
to what extent the Southern banks met this demand for more
currency by enlarging their note issue. In the case of North
Carolina we have the means of establishing that increase; or
at least the fact that there certainly was such an increase.!
By inference from the above list of laws we may, moreover,
fairly conclude that in all the Southern States there was a
considerable banknote inflation, akin to the enormous issues
of individual, corporate, municipal, and State notes to which
reference will be made below.? But the banknote inflation
by no means kept pace with the overwhelming issues of Con-
federate treasury notes, evidenced by the fact that banknotes
after the first year of the war were invariably quoted at a
premium in Confederate notes ; that is, their depreciation as
expressed in gold was much less rapid than that of the gov-
ernment notes., During 1862 the gold dollar rose in value in
government notes from 1.20 to nearly 3; at the same time
banknotes rose from par to only about 1.25. By the end of
1863 a gold dollar was selling for $20 in government notes,
and for only about $3.25 in banknotes. During 1864 the
price in banknotes never rose much higher than that figure,
while in government notes it rose to fabulous heights. It
should be added, however, that banknotes were not all
quoted alike, but varied considerably according to the
State they hailed from and the place where they were
quoted.

In Virginia the authorities made a faint-hearted attempt
to compel the banks to reduce their redundant note issues.
The savings banks, which had followed the example of the
other banks in issuing notes, were the first attacked. Asa
result, the Virginia Savings Bank gave notice, in December,
1861, that it would discontinue the issue and circulation of

1 N. C. Convention, 1865 (Ezec. Doc’s), Rep’t Pub. Treas’r; Finance Rep't,
1861, p. 282.
2 See pages 149 & ss.
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small notes, and called in those outstanding. The other sav-
ings banks followed suit in the spring of 1862.

In the fall of 1863 a further attempt was made to suppress
the circulation of banknotes in Virginia. In the House of
Delegates a resolution was passed to inquire into the expedi-
ency of authorizing the banks of the State to redeem their
notes in Confederate currency and compelling holders of
banknotes to present them for redemption within a limited
time. The State Senate took up the same matter some time
later, but apparently nothing came of it2 In fact, it is clear
that with banknotes quoted at a large premium in Confeder-
ate notes, the holders of banknotes could not have urged the
passage of a law to compel the banks to redeem their notes at
par in a much less valuable currency.

Toward the end of the war some Virginia banks redeemed
their outstanding notes in gold, but of course only at a fraction
of their face value. So, for instance, during the last months
of 1864 the Merchants’ Bank of Lynchburg and the Bank of
Commerce of Fredericksburg were offering to redeem their
notes, five for one in coin;? and during the last months of
the war the Bank of Virginia and the Farmers’ Bank offered
redemption at six for one.* It is difficult to understand the
motives of the banks in pursuing this policy, unless they
wished thereby to escape the danger of having their stock of
specie confiscated by the government, — a real danger, as is
proved by the passage of the last desperate loan act of the
Confederate Congress on March 17, 1865, providing for a
forced loan of one-quarter of all the specie in the country.

The Southern banks did an active business during the war.
We hear of none winding up their affairs, and, on the other
hand, we find dividends paid with great regularity on bank
stock until the close of hostilities, or, strictly speaking, as
long as we have any records of the Southern money market,

1 Richmond Dispatch, Dec. 7, 1861, May 5 & 7, 1862.

2 Richmond Ezaminer, Sept. 26, Dec. 11, 1863.

8 Jbid., Nov. 15, Dec. 23, 1864.

4 Richmond Enquirer, Mch. 10 & 15, 1865; Richmond Dispatch, Mch. 24, 1865;
N. Y. Herald, Mch. 20, 1865 (Washington despatch).
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namely, till January, 1865. These regular dividends, —
usually on the basis of from 6 to 10 % per annum,— as well
as the frequent extra dividends, were paid in Confederate
notes, and sometimes partly in notes and partly in coin.!
Presumably the banks carried on a profitable business, not
chiefly by making the usual advances to their clients nor by
buying and selling drafts, — which line of ordinary business
was suppressed by the war. This inference is borne out by
the fact that the North Carolina banks at the end of the war
were still carrying no inconsiderable amount of uncancelled
commercial paper discounted before the State seceded, and
that their loans made during the war were largely still un-
paid. The amount of these two items was surpassed by their
holdings in government bonds and treasury notes.? The
banks evidently found more opportunity to speculate in
government funds than to buy commercial paper. Exten-
sive speculation characterized all the commercial life of the
South during this period of excessive inflation and violent
price fluctuation. The above inference is strengthened by the
fact that the savings banks were less able to enter upon such
speculative business, and were therefore less profitable. We
saw that the Virginia savings banks withdrew their note
issues. At least three of them3 wound up their affairs, and
called upon depositors to withdraw their deposits. A
The nature of the speculation the banks were drawn into
is indicated by the proposed cotton banks, many of which
were actually established. During the winter of 1861-2
many such schemes were discussed. So, for instance, a bank
was proposed with a capital of 10 millions of dollars, all to
be invested in Confederate bonds ; an equal amount of circu-
lating notes were to be issued on the security of the bonds,

1 The figures are culled from the files of the Rickmond Dispatch, the Richmond
Ezaminer, the Charleston Courier, the Charleston Mercury, the New Orleans Price
Current, and the Newbern Progress ; also from the N. C. Convention, 1865 (Ezec.
Doc’s), Rep’t Pub. Treas’r.

2 N. C. Convention, 1865 (Ezxec. Doc’s), Rep’t Pub. Treas’r.

8 Rickmond Dispatch, Mch. 21 & 25, Apl. 17, 1862; Richmond Examiner, Aug.
8, 1863.
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and were to be countersigned by the government, that is, pre-
sumably guaranteed by it. The bank was to lend the notes
to planters at 4 %, on the security of their cotton, which the
bank was then to transfer to the government under the pro-
visions of the produce loan, receiving bonds for it. On the
security of these bonds the bank was to issue more notes and-
repeat the circle ad infinitum.! This was indeed an ingenious
method of supplying the needs of the cotton planters for a
circulating medium and of opening to the bank a wide oppor-
tunity for speculation. The planters were sorely in need of
help. They had no market for their cotton; at least they
could only dispose of it at ruinously low prices. It was
least affected of all commodities by the redundancy of the
currency, and, expressed in gold, its price was after the mid-
dle of 1861 continuously below the 1860 level. Under the
circumstances we naturally find the planters founding bank-
ing institutions to supply themselves with a means of dispos-
ing of their cotton. The Georgia legislature incorporated
such a cotton planters’ bank.on December 14, 1861, with a
capital of 30 millions of dollars, to be subscribed for in cot-
ton at 6 cents a pound —not much below its market price
at the time — or in State or Confederate bonds. The bank
was authorized to issue notes, to be irredeemable while the
general suspension lasted, and eventually to be redeemed out
of the proceeds of the sale of the cotton to be exported when
the blockade was broken. The amount of the notes was at
first fixed by the amount of the capital, but on December 13,
1862, it was raised to three times that amount. The pre-
amble of the original act naively states its object to be: «to
give steadiness to the value of cotton, to make it available as
a basis of a sound circulating medium for the relief of the in-
dustrial interests of the country . .. to guard the planters
against unavoidable necessitous sale of their cotton at less
than remunerating prices.”

A similar plan was proposed in Mississippi, and was fol-
lowed by a law incorporating banks at Jackson and elsewhere

1 Correspondent in Richmond Whig, Nov. 27, 1861.
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on almost the same lines just indicated. The aggregate cap-
ital to be subscribed for in cotton exceeded $5,000,000. Some
of these banks were actually organized.!

In South Carolina the act of December 21, 1861, provided
for such a cotton bank in every Congressional district.
Planters were to subscribe at least a thousand bales to form
one of these Cotton Planters’ Loan Associations. On the
security of this cotton they were authorized to issue five-
dollar and larger notes at the rate of §6 for every hundred
pounds of short, and $15 of long cotton; these notes to be
tax receivable, and redeemable in specie six months after the
raising of the blockade. At least one such association was
formed, for its charter was extended on December 23, 1864.

There was some talk in the South during the war of adopt-
ing a system of banking on the lines indicated by the Federal
National Banks. The motive was, as in the North, a double
one: to offer inducements to bankers to invest in Confederate
bonds and thereby improve their standing, and also to furnish
a more reliable currency than the government treasury notes
supplied, though the second motive played a minor part.
A system of free banking was proposed,? in-which the banks
should be authorized to issue notes up to the amount of half
their capital, securing redemption by depositing with the
proper authorities State or Confederate bonds. In case of
failure on the part of any bank to redeem its notes in specie,
the government should sell its bonds and redeem the notes
with the proceeds. Similar proposals were made elsewhere.?
However, nothing ever came of them, for it must have
been clear that the government’s declining credit was not
a possible foundation for the erection of a national bank-
ing system. The 8% bonds of the 15-million loan act of
February 28, 1861, fell from the neighborhood of 90 in
gold, where they stood early in 1862, to 65 by the middle

1 Vicksburg Evening Citizen, Nov. 26, 1861 ; Miss. acts Jan. 17, 1862, amended
Aug. 8, 1864.

2 Richmond Whig, Feb. 19, 1862 (corresp.).

8 Richmond Examiner, Oct. 10, 1862; Charleston Courier, Oct. 15, 1862; Rich-
mond Enguirer, Jan. 16, 1864.
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and 40 by the end of that year. In 1863 they fell to one-
tenth of their face value, and by the end of 1864 to one-
twentieth and even less. Under these circumstances it was
folly to expect these bonds, and others that fared much
worse, to sustain a banknote issue or be bolstered up by
the banks’ demand for them.

Another factor that must have worked against the estab-
lishment of a national banking system was the very general
feeling that any improvement in the banknote currency
would necessarily react upon the treasury notes and depress
them still further. Just as in the North, so in the South was
the feeling strong against the banks controlling the currency.
Some advocated suppressing the banking system, and deplored
the dangerous dependence of the government upon it. Others
advised rejecting banknotes and accepting only treasury
notes, —a useless bit of advice as long as the former cir-
culated at a large premium as compared with the latter.
The usual popular jealousy of the banks cropped out. These
were borrowing from the public the resources the govern-
ment was in such need of ; the treasury notes should dis-
place the banknotes and reap the advantage.!

Beside the proposals for a centralized banking system on
the basis of bond deposits, others were made, generally with
a view to controlling the note issues within the Confederacy.
Soon after the Treasury Department was organized, a cor-
respondent suggested the incorporation of a bank on the
plan of the Bank of England? Thirteen States were to
subscribe one million dollars each; another million was to be
supplied by private subscription. On the basis of these four-
teen millions it was hoped to circulate from twenty-five to
forty millions of dollars of notes. Another correspondent of

1 Cf. N. Y. Herald, Jan. 20, 1862 (edit.); Richmond Examiner, Nov. 9, 1861 ;
Charleston Courier, Apl. 7, 1862 (corresp.); Langdon Cheves in Rickmond Dis-
patch, Sept. 9, 1863. However, a letter in the Richmond Whig, Dec. 20, 1861,
holds that banknotes are a better currency than treasury notes, and bankers
better financiers than legislatures.

2 Confed. Archives: Wm. Murdock to the Secretary of the Treasury, Apl. 18,
1861.
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the Treasury Department advised the formation of a Con-
federate Bank with a capital of 50 millions, and a note
circulation of three times that amount.! A still more exten-
sive project was suggested in 1862; namely, a treaty with
a foreign power, on the basis of which one-quarter of the face
value of the outstanding treasury notes was to be placed at
the disposal of the Confederate government in specie — pre-
sumably about $75,000,000 — by a foreign government, which
in return was to be given the monopoly of note issue to the
extent of four times that amount, the Confederate govern-
ment to receive annually one-tenth of the value of the issue
in payment of the privilege.?2 Of course this plan was never
carried out; but we do hear of the South Carolina legisla-
ture’s incorporating a bank in December, 1864, to which
French citizens were to subscribe the capital of 52 millions
of francs. Its notes were to be based on coin and made pay-
able in Paris, and in Charleston with drafts on Paris.2 The
chief aim of the bank was evidently to speculate in cotton.
The Confederate treasury notes were not made a legal
tender, as we have seen. The attitude of the banks toward
them was, therefore, of the greatest importance. Their re-
fusal to accept the notes on deposit would have impaired
their standing as a circulating medium. The Virginia legis-
lature soon passed an act —on July 1, 1861,—to compel
banks to receive them. This act was unnecessary, for during
July and the following months various bank conventions
were held at Richmond, Atlanta, and Charleston,® where suc-
cessful steps were taken to induce the banks of those centres
to accept the government notes on deposit and in payment of
dues to the banks. The Savannah banks followed suit in
September,® agreeing, moreover, not to make any collections

1 Confed. Archives: W. Yerger to W. P. Harris, July 14, 1861,

3 Confed. Archives: B. Melchior to G. W. Lee, Treasurer of the C. S., Sept. 22,
1862,

8 Charleston Courter, Jan, 11, 1865.

¢ DeBow’s Rev., XXXI, 100 (July, 1861) ; Charleston Courier, July 25, 29, Sept.
6, 7, 16, 1861.

8 Charleston Courier, Sept. 18, 1861.
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for their customers unless they were willing to accept such
notes in payment.

Elsewhere in Georgia and in some of the other Southern
States the banks must have shown some unwillingness to
accept treasury notes across their counter, for in Georgia
and in Mississippi acts were passed to compel the banks to
do so;* while in North Carolina the State Convention re-
solved to investigate whether the banks were refusing the
treasury notes of the State, and if so, to repeal the act legal-
izing the suspension of specie payments.?

The banks that had suspended before the outbreak of
hostilities found it an easy matter, and not detrimental to
their interests, to accept the treasury notes and help to give
them a ready circulation; at least the leading ones put no
obstacles in the way. But the New Orleans banks, by per-
sistently maintaining specie payments during the first eight
months of 1861, embarrassed the paper money policy of the
Confederacy. They could not suspend specie payments and
accept treasury notes without forfeiting their charter,® and
they did not find it impossible or disadvantageous to continue
solvent while the other banks of the South had suspended,

. repeating their experience of 18424

Finally, in September, 1861, Secretary Memminger wrote

- to the Governor of Louisiana,® begging him to co-operate in

persuading the New Orleans banks to suspend, so that they
might be able to accept treasury notes and give them cur-
rency in that city. He enclosed similar letters to the Directors
and Presidents of the banks. This position of the Secretary
in urging the banks to suspend in order to facilitate the cir-
culation of the government notes recalls the similar predica-
ment of the United States Secretary of the Treasury in 1815,

1 Ga. acts Nov. 30, 1861, Nov. 29, 1862; Miss. act Dec. 19, 1861, quoted in
Appleton, Ann. Cyclopedia for 1861, p. 476.

2 Newbern Progress, Feb. 5, 1862.

8 Ibid., July 30, 1861.

¢ Sumner, Hist'y Banking U. S., 887.

& Confed. Archives: Secr’y Memminger to Gov. Moore, Sept. 11, 1861.
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when the New England banks were the only ones to maintain
specie payments.!

The Governor of Louisiana let himself be persuaded by
Mr. Memminger, who was anxious to sustain the 100 millions
of notes recently authorized by the Congress. He issued a
proclamation recommending that the banks be authorized to
suspend, avowedly in order to be able to offer accommoda-
tion to the planting interests, but actually to enable them
to accept treasury notes, evidenced by the proviso he added,
namely, that the banks should not issue their notes in excess
of the amount of specie they held.? The New Orleans banks
at once acted upon the Governor’s recommendation on Sep-
tember 16, 1861,% suspended, and, as a result, Confederate
notes became the circulating medium there. Presumably
the Mobile banks that had held out with those of New
Orleans suspended at the same time. The change in the
policy of the New Orleans banks is well indicated by the fact
that by the end of the year they held more than 9 millions of
dollars in treasury notes.*

We have seen how the Southern banks supplied the gov-
ernment with the specie called for by the first loan of Febru-
ary 28, 1861.® Their action at the time was praiseworthy,
and the help they gave the Confederate finances very con-
siderable. In another way the banks brought timely assist-
ance to the government, by making temporary advances to
it, to be repaid with treasury notes as soon as these could be
prepared. This plan was first broached at the bank conven-
tions held in June and July, 1861, and at once acted upon,®
especially by the banks of Georgia and South Carolina,

1 Samner, Hist’y Banking U. S., 66.

8 Charleston Courier, Sept. 234, 1861.

8 Confed. Archives: Dentgre to Memminger, Dec. 28, 1861; Charleston
Courier, Sept. 26, 1861 ; Bankers’ Mag., XVI, 816 (Oct., 1861) ; XVI, 393 (Nov.,
1861).

4 Charleston Mercury, Jan. 7, 1862.

6 See pages 7 & ss.

8 Confed. Archives : Lotters of Memminger, June 12, 25, 1861 ; Bankers’ Mag.,
XVI, 71 (July, 1861).
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which advanced their notes to the amount of nearly 10 mil-
lions of dollars at 5% in anticipation of the issue of treasury
notes. The latter could not be prepared fast enough to meet
the growing requisitions upon the Treasury.! The return of
the loan was authorized by an act of December 19, 1861.
In the mean time the printing-presses had caught up with
the demand for the paper money, and an offer of the Charles-
ton banks of a further temporary loan could be declined.?
Similar temporary advances were made by the banks to the
State governments, as, for instance, nearly half a million to
North Carolina.?

The cases of Alabama and North Carolina banks paying
for the privilege of suspending by loaning the State a given
amount * have already been cited. A similar case occurred
in Virginia, where the banks had refused, in January, 1861,
to supply the State government with sufficient specie to meet
the next interest charge upon Virginia bonds. As a means
of coercion, the act legalizing suspension, a few months later,
made it conditional upon <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>