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        For we must consider that we shall be a city upon a hill. The eyes of all people are upon us.

        —John Winthrop, governor of the Massachusetts Bay Company, 1630

        In this extremity they presently found out an expedient, which may serve as an example, for any people in other parts of the world, whose distresses may call for a sudden supply of money to carry them through any important expedition.

        —Cotton Mather, pastor in Boston, 1697
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        Preface

      
      This book is part of an inquiry into the nature and origin of the currency of nations. Currency is the thing with which we casually buy everything, be it a good like a pizza or a service like a taxi ride. By “modern currency,” I refer to the currency of the early twenty-first century: a government-issued object that has no intrinsic value (token coin, bill, or the upcoming central bank digital currency), that is not a legal claim to any intrinsically valuable commodity such as gold, and whose only legal support is being legal tender for debts and taxes in a state or a federation.

      My original interest in this topic was provoked long ago, when the last thing on my mind was writing a book about colonial America. I learned in high school about Germany’s hyperinflation and its presumed causal relation to World War II. I learned this in Israel, where the story was of special significance—and I learned this at a time when Israel was experiencing its own triple-digit inflation. The puzzle that intrigued me later was very basic: Why do people keep accepting the government’s money when it loses value so quickly? Actually, why do they accept it at all, even with low inflation, when it is no longer related to gold? Approaching a businessman who had produced and sold bicycles in Israel during that high inflation, I asked: “Dad, why did you agree to accept Israeli money at all back then?” He replied that there were things he could not do in Israel with other currencies such as the ever-popular United States dollar, the chief of which was paying taxes.

      The only effective anchor of the beaten shekel was its status as the only legal tender for taxes in Israel. That was enough to maintain demand for a bad asset and thus enable the government to practice inflationary money printing. What a brilliant and dangerous device! This idea already appeared, briefly, in economics’ most famous book—Adam Smith’s Wealth of Nations—but surprisingly few academic economists picked it up. Only recently the presumptuously named “modern monetary theory” publicized this mechanism, lauding its supposed ability to create heaven on Earth and downplaying its hellish potential.

      After an inquiry into the nature of this modern currency in graduate school—with the mathematical tools economists use1—I turned to the origin of this modern currency. Finding it easily in colonial America, I published the punchline about the pathbreaking money of 1690 Massachusetts in the Journal of Economic History in 2009.2 But this was just the tip of the iceberg. I spent another decade plumbing the depths of that iceberg, and the results are presented here.

      Most of the work involved a thorough study of a century of American history, complementing my formal education in economics and law. This book was written with the intention that economists, historians, and legal scholars alike would be able to read it. Since these fields barely have a common denominator, the result is a book that anyone can read. No prior knowledge of any sort is necessary; I promise no equations, no statistical analyses, almost no awkward spelling of the period (it’s all modernized, with an exception), and no unexplained legal terms. It is still hard-core academic research, as proven by more than a thousand notes (which contain only references).

      Many people helped me on the long road I traveled. Per Krusell at the University of Rochester focused my attention on that fundamental puzzle of modern money. As my dissertation advisor, Per guided my mathematical exploration into the theory of the role of taxes, and tolerated my first errand into monetary history.3 My transition from theory to history occurred at Texas A&M University under the careful, indispensable guidance of the economic historian John R. Hanson II, and with nontrivial encouragement from the historians Katherine Carté, Jonathan Coopersmith, and James Rosenheim. Later, the continued guidance and support of Richard Johnson, Karen Kupperman, John McCusker, Jacob Metzer, Joel Mokyr, and Richard Sylla was especially helpful. The idea for a big-picture book came from Price Fishback, editor of the series Markets and Governments in Economic History at the University of Chicago Press. The press’s editors, from David Pervin to Chad Zimmerman, provided useful guidance along the way.

      Many more acknowledgments are due: for a sabbatical—the Department of Economics at the Stern School of Business at New York University and Richard Sylla; for funding—the Melbern G. Glasscock Center for Humanities Research at Texas A&M University, Adar Foundation at Bar-Ilan University, the American Philosophical Society, the Open University of Israel Research Fund, and Israeli taxpayers through the Israel Science Foundation (grant no. 252/15); libraries—Internet Archive, HathiTrust Digital Library, Tel Aviv University, University of Texas at Austin, and New York University; archives—Massachusetts Archives, Massachusetts Historical Society, and United Kingdom National Archives; generations of archivists who transcribed and published enormous amounts of records; generations of scholars on whose shoulders I stand (even if I criticize some of their conclusions); participants at seminars and conferences—especially meetings of the Social Science History Association, the American Society for Legal History, and the Money, Credit and Banking Forum of the Economic History Association of Israel; reading and commenting on selected parts of early drafts—Yoed Anise, Roi Dor, Ron Harris, Yishay Maoz, Joel Mokyr, William Monter, Richard Sylla, and my brothers; reading and commenting on the entire first draft—two anonymous reviewers and Itay Cishnevsky; special logistical assistance—the Anis/Anise family, Karl Ekroth, and Sara Reuter; valuable conversations and useful nudging—Leonid Azarnert, Itay Cishnevsky, Yishay Maoz, and my family; some artwork—Ronen Goldberg; future readers who will send me comments at dg@drorgoldberg.com. Last but most—thanks to Inbal, Gilly, and Mika, for their infinite patience.

      Israel, January 2022
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        Introductions

      
    
  
    
      
        Chapter One

        Introduction to the Book

      
      
        Monetary innovation, the development of new forms of money, has not received much systematic study from economic historians.

        —Richard Sylla, “Monetary Innovation in America”

      

      
        Centuries of Transformation

        “There is no part of earth here to be taken up, wherein there is not some probable show of gold and silver.”1 Thus wrote an Englishman on his 1579 visit to the West Coast of North America. He was aboard the Golden Hind, the ship on which Francis Drake was sailing around the world, after plundering gold and silver in Spanish Peru. Of these dominant monetary metals, the optimism on gold would prove correct later: the place described was just north of present-day San Francisco Bay. Drake claimed the land (which he named Nova Albion) for Queen Elizabeth. He declared so in an engraved plate nailed to a post. He added to it a picture of the queen, improvised by a silver sixpence coin “of current English money” that carried her portrait. Four centuries later, in the 1970s, one such coin—perhaps that coin—was found thirty miles inland.2

        During these four centuries, both money and English colonialism have undergone massive transformations. Two centuries after Drake, everything was upside down. English colonialism had taken hold not on the West Coast, but, reasonably enough, on the East Coast. One of its centers was New England, named after Nova Albion. Instead of claiming the land for the English Crown, the 1770s colonists disowned that Crown. The relation between coin and paper also flipped. While Drake used a coin as a substitute for a paper portrait, the colonists used paper as a substitute for coin: paper money financed their revolution against the Crown. The world took notice of this trick. The noise of the rebels’ printing press was the stamp heard round the world.

        Jump two more centuries ahead, to the 1970s. Although much gold had been shipped from San Francisco Bay, the United States suspended the paper’s meager formal relation to gold and was back on pure paper money. Again, it led the world—this time, forcing much of the human race off gold. As in the 1570s, there was a Queen Elizabeth in England, but now both her power and the coins bearing her portrait were mere tokens.

      
      
        A New Money

        This book focuses on the first of these four centuries of transformation. The main part of the book begins with the very first English efforts at colonizing America, and it ends in 1692, when one colony perfected the type of currency that we all use today. The climax of the story, however, is not 1692, but December 24, 1690.

        As most of the English nation gathered to celebrate Christmas Eve, the English subjects in Massachusetts were in no festive mood. For one thing, Puritans did not celebrate what they considered a pre-Christian holiday. More important, Massachusetts was broken—militarily, spiritually, morally, and financially. A large expedition sent to occupy French Quebec returned defeated. Previously confident of a divine victory against Catholics, the Puritan government declared in unprecedented despair: “Our Father spit in our face.”3 The defeat implied there was no plunder—which was supposed to pay for the expedition. In an extremely cold winter, the smallpox-infested, mutinous soldiers and sailors demanded pay. A caretaker revolutionary government had nothing to offer them. It was the day before Christmas, and in order to pacify the troops, the chief Puritan colony gave birth to its own influential baby: modern currency.

        By “modern currency,” I do not refer to paper currency per se, but to legal tender currency. China had paper money a thousand years ago, first backed by precious metal but later forced on sellers under penalty of death. By the time the Middle Ages ended in Europe, China had had enough of paper and its inflation, and it returned to silver. In Europe and America there had been isolated, temporary episodes of wartime paper money, which was similarly forced on everyone under penalty, and/or it was accompanied by a credible promise to convert the paper into precious-metal coins.

        In contrast, the money that was created in Massachusetts in 1690 was not forced on anyone other than tax collectors; it was legal tender for taxes. And yes, it was made of paper. This money was accompanied by no credible promise of conversion into precious metal. Soldiers were paid with this money. They were supposed to go shopping with it, and sellers were supposed to accept it voluntarily because they could later pay their taxes with it to the same government that issued the money. In 1692, this money was also forced on private creditors (legal tender for debts), but not on sellers in spot transactions. Our modern legal tender currency is of the same type. As central banks openly admit, the only legal support for their currencies concerns the discharge of preexisting obligations denominated in these currencies.4

        The 1690 money was an invention on a global scale and a great intellectual breakthrough. It was a fundamental change in the legal foundation of money, shifting the anchor of money for the first time in history from the intrinsically valuable goods it was made of to the circulation of money into and out of the state’s treasury. Indeed, who needs gold when you have taxes? One Boston native, soon born into this innovative economy, famously said: “Nothing can be said to be certain, except death and taxes.” That man, Benjamin Franklin, became a lifelong promoter and even printer of paper money.

        By completely releasing the quantity of money from the supply of metal, governments that imitated Massachusetts obtained unprecedented political and economic power. Pastor Cotton Mather, the mad genius of Boston, predicted just that in 1697 (see the epigraph to this book). Legal tender paper money, and paper moneys inspired by it, played a key role—for better and for worse—in some of the most important events of modern history: the American Revolution, the French Revolution, the German hyperinflation, the Great Depression, and the 2008 Global Financial Crisis.

        Since 1971, when the United States indefinitely suspended its promise to convert paper dollars into gold, we all use Massachusetts currency: an object with small (or zero) intrinsic value (base metal, paper, and soon central bank digital currency) that is produced by a central bank (or another government bureaucracy) and that nobody is obliged to convert into gold or silver or any other commodity. Although the use of paper and coins in purchases is declining, it is still the foundation of the entire financial system. That system consists mostly of legal promises to pay these notes and coins: bank accounts, credit cards, bonds, mortgages, student loans, insurance policies, and so on. In spite of the vocal opposition coming from gold and crypto “currencies” since 2008, legal tender money shows no signs of going away—whatever physical form it takes.

      
      
        The Puzzle

        In 1690, English North America was not an important place. Only 5 percent of the five-million-strong English nation lived there, including fifty thousand people in Massachusetts. They thought of themselves as ordinary English subjects who happened to live “in the ends of the Earth.”5 It is puzzling that such a momentous invention was made in a periphery of Europe, where no native colonist ever published anything about money or economics. Why didn’t it happen in London, which had just started its Financial Revolution? Why not in Amsterdam, the financial capital of Western Europe? If there was something about the colonial scene to spur innovation, why didn’t it happen in the older, more populous colony of Virginia, the formerly Dutch colony of New York, or the more profitable Caribbean sugar colonies?

        To solve the puzzle, we must recognize the historical context. The 1690 invention did not come out of the blue. It was the climax of six decades of extraordinary monetary creativity in Massachusetts, where seashell beads, grain, cattle, beaver fur, bullets, uncoined precious metal, precious-metal coins, personal bills, and banknotes were either used or planned to be used as money. The list is remarkable not only for its variety, but also in that it largely mimics the evolution of money in the world as a whole. Why did Massachusetts do that?

        As will be detailed and explained below, all colonies had a chronic coin shortage, and the typical solution was to use alternative moneys as the natural environment afforded: key agricultural products (grain, tobacco, sugar), or furs obtained in trade with Indians. Why did Massachusetts alone outdo the others and rush through the evolutionary ladder of money? The economic historian Richard Sylla singled out Massachusetts as possibly having the most severe shortage of coin because of its unique circumstances. It therefore had greater incentives than others to devise alternative solutions6—in other words, necessity is the mother of invention. The economic historian Nathan Rosenberg has phrased such circumstances as a focusing device.7 The severity of the problem, compared with the reasonable state of coinage they had known in England, directed Massachusetts colonists to focus their intellectual efforts at solving that particular problem rather than other problems. However, an incentive to invent does not always lead to successful invention. The economic historian Joel Mokyr has argued that ability to invent is more important.8

        In this study, I show that the mercantile and intellectual elite of Massachusetts was indeed unique in this latter aspect among colonial elites. I trace both the money shortage and the ability to solve it in Massachusetts to various effects of regulation by the English state—at home and abroad. Indirectly, the most important underlying influence was the religious–constitutional conflict in seventeenth-century England, which brought down two kings. The largely redundant evolution of money in Massachusetts was propelled at every step by ramifications of that ongoing conflict and its different phases.

      
      
        Scope of the Investigation

        The historical context, which is essential to understanding the 1690 Massachusetts money, needs to be specified. It goes far beyond the borders of Massachusetts, the early 1690s, and the problem of money. This book takes as broad a look as possible and as necessary with regard to area, period, and topics. It should be kept in mind that this book is not an attempt at a complete history of money in early Massachusetts; the goal here is to explain the invention of one type of money.

        
          Area

          Most colonial historians agree that investigating the history of any colony in isolation is misleading. This “Atlantic history” approach claims that the movement of people, goods, ideas, and information intimately tied together all the communities of all races on the four continents around the Atlantic Ocean. To those who are not historians, this approach is not a trivial one. We need to discard our modern notion of water as an obstacle to transportation. Before the invention of the train, the automobile, and the airplane, water was the highway. Maritime transportation was by far faster, cheaper, and safer than land transportation9 (it is still the cheapest). Water was an impediment only to military invasion, because landing under fire was difficult—which made water twice as valuable as a border. This is why North American colonies formed a narrow strip along the East Coast (with exceptions such as Albany and Quebec, which appear along major rivers; see figure 1.1), while other colonies were founded on islands. Western civilization had experienced a similar phenomenon to the Atlantic integration when the Roman Empire focused on the perimeter of the Mediterranean Sea.

          
            [image: ]

            
              Figure 1.1. North American colonies in the seventeenth century.

            
          
          The context of Massachusetts, therefore, includes, in principle, all the societies around the Atlantic. The working hypothesis, based on existing research, is that the most relevant context for Massachusetts can be narrowed down: it comprised Mother England, all other sister English colonies, nearby colonies of other nations, and neighboring Native nations. The English colonies included Caribbean colonies, which were intimately involved with New England. Putting these islands aside because they are not part of the later United States would be anachronistic.

          A more refined working hypothesis, also based on existing research, is that Massachusetts took at first the precedent of money improvisation from earlier colonies, but then it ran ahead, looking closely mostly at developments in Mother England and elder sister Plymouth, but far less at other colonies. Therefore, regarding the period before Massachusetts became a uniquely quasi-independent colony (i.e., pre-1630), I provide a detailed analysis of all relevant colonies. From 1630 onward, the analysis is much more selective: the focus is on Massachusetts, while mention is made of inventions in other colonies that could have been inspiring for Massachusetts, such as the convertible paper moneys of English Antigua (1654) and French Canada (1685).

          As pointed out by historians of colonial America, the natural colony for comparison with early Massachusetts is Virginia—the oldest and most populous English colony. In terms of society, economy, and also forms of money, Virginia led and represented the South, just as Massachusetts led and represented the North.10 I examine Virginia from its founding until the 1650s, but after that it has little to contribute to the story.

        
        
          Period

          The study begins with the first English expedition that prepared colonization—1584 Roanoke. Already, in that short experiment, English eyes were opened to the possibility of conducting trade with objects other than coin. The following attempts at colonization show that Puritans did not have a monopoly on monetary innovation—almost everyone tried to adapt to the new circumstances, first regarding trade with Indians and later regarding trade within the colonies. By 1630, there was enough accumulated experience that the leaders of infant Massachusetts knew that coin shortages and money improvisations were inevitable features of colonial life. Massachusetts copied some precedents and charged ahead. The main story ends in 1692, when the money of 1690 was upgraded to full legal tender status (for taxes and debts) and was thus perfected as the type of currency we use today.

        
        
          Topics

          In terms of topics, this book is wider in scope than a typical monetary history might be, mostly because the 1690 invention involved unusual circumstances and had unusual features. The additional topics are war finance, credit, constitution, and society.

          

          War Finance. In 1712, the Massachusetts councillor Samuel Sewall educated younger legislators: “I was at [the] making of the first bills of credit in 1690: They were not made for want of money [i.e., coin]; but for want of money in the Treasury.”11 Indeed, it was the desperate problem of paying for war that created by accident a landmark in the history of money. Therefore, public finance at war is another major issue that this book is concerned with.

          

          Credit. Another valuable point in Sewall’s statement is the money’s name: bills of credit. The 1690 invention was, in a sense, the coining of credit. A big pile of debt that the colony owed the soldiers was cut into small, conveniently denominated, standardized, easily transferable, stamped pieces; when the Spanish did something identical to the big pile of silver they found in America, the outcome was known as coins of silver. The latter sentence, worth rereading, summarizes the profound brilliance of the Massachusetts invention.

          Sure, bills of credit are not the same as coins of silver. A seller agreed to accept a coin of silver because she knew that somewhere out there, there were enough people who would want to use silver as a commodity; and yes, the treasury would also accept it in tax payments. A bill of credit had only the latter feature, but it was good enough to get the bill circulating as money. Legally, this tax acceptance was a setoff. A seller who accepted a bill of credit from a shopping soldier held a debt that the colony owed her. The law making this bill a legal tender for taxes meant that the seller’s household could set it off against the debt the household owed the colony as a taxpayer, making coin utterly redundant in the interaction between the household and the treasury. That understanding was the lynchpin of the whole 1690 operation.

          It is therefore necessary to examine the development of public and private credit in that century, as well as the various methods, such as setoff, that settled credit while minimizing or even eliminating the use of coin.

          

          Constitution. Further away from a pure economic investigation is the colonial constitution. The extent to which the colonial legislature was accountable to the local population on the one hand and to England on the other hand had a significant effect on its willingness and ability to solve its money and war-finance problems. Pleasing one side often came at the expense of irritating the other. The 1690 money was a bold compromise between these pressures.

          Another aspect of the constitution has been ignored by all historians of Massachusetts and historians of money: the 1690 money was issued not by the treasury but by a committee. The committee featured representation of the executive, the legislature, and the private sector. The goal was surely to create checks and balances in the all-important control of the money supply. The committee did not just hand the new money to the colony’s creditors. It used the new money to purchase the debt instruments held by the creditors.

          These two features of the committee—political checks and balances and the purchase of government debt—are familiar to modern economists as key features of the Federal Open Market Committee and its many imitators around the world. This committee, which conducts monetary policy in the United States, is among the most influential committees in the world. The modern committee itself and its traditional mode of operation date to the 1920s, starting with purchases of government war bonds. It is astonishing that in the same law that created legal tender money, 1690 Massachusetts also invented just such a committee. The explanation lies in tracking the development of committees—outside the monetary context—as a major tool of governance in Massachusetts.

          

          Society. Finally, I describe the society itself. Books on the history of money usually do not consider the society enough, but serious monetary theory says that it is a must. The extent to which a society needs a currency depends critically on how the society is composed. Many colonists could actually get along without money most of the time, for varying reasons: the mythical close-knit, religiously united, small New England town could rely on neighborly credit with occasional setoffs, while most workers in tobacco and sugar colonies—servants and slaves—received no wages.

        
      
      
        Sources

        Any research on the money of an American colony starts with the best surviving records, which are the government records. As this period predates separation of powers, the same organs of government not only passed laws but also ordered executive actions and ruled in specific judicial cases. This has the incidental effect of enriching the official records, because executive and judicial actions documented actual monetary practices beyond the letter of the law. Private transactions were far less documented, and most of that documentation does not survive.

        Such public bias of the records hampers a perfect investigation of money as it functioned in the everyday lives of ordinary people. But it is not a problem for this book, because this book is not a complete history of money in a colony. The goal here is to understand the evolution of the way in which a government devised alternative moneys. This culminated in a money that was based on taxes rather than commodities, and therefore—by definition—involved the government. This money could never have arisen spontaneously in the marketplace like the commodity moneys, such as grain, that had previously ruled the colonial scene.

      
      
        Organization of the Book

        “Part I: Introductions” continues with chapter 2, which is a math-free theoretical framework of money. It helps understanding the claims made throughout the book about the functioning of various types of money, as well as the pressures and abilities that led to inventions of new forms of money. Chapter 3 provides a basic snapshot of English society and its money and credit in the late sixteenth century. Many of these features would remain, immigrate to America, and survive there too. Chapter 4 proceeds from then until 1692. This is needed for three reasons: First, constitutional changes in England in that tumultuous century were the most important force in the evolution of Massachusetts money. Second, many ideas and practices about money, credit and banking used in America came from new advancements in England. Third, the spirit of that revolutionary century in English constitution and science may have influenced the revolutionary moment of 1690 Massachusetts.

        “Part II: The Atlantic” is the main part of the book. It proceeds mostly according to chronological order, in line with the dominant force in the story—constitutional changes in England. Approximately each constitutional episode gets a chapter. It should be emphasized that my interest here is not in kings, wars, and grand events per se. In common with most historical studies today, this book is about the daily lives of the majority of people—ordinary people. The focus is on their difficulties in conducting everyday transactions: How to buy bread in the local store? How to pay a hired laborer? How to discharge a debt? How to pay a tax? The motivation here, however, is not that of the typical historical study (Marxist or otherwise), but that of mainstream economics: inflation, the recurrent scourge of a monetized economy, has always resulted from increase in the quantity of everyday money. It so happens—and this is the main finding in this book—that the development of the money used in such humble transactions in Massachusetts was influenced most by the constitutional–religious turmoil in England.

        My focus on everyday currency is at the expense of the grand financial instruments typical of economic studies of early modern Europe—merchants’ bills of exchange, government bonds, and “banknotes” of extremely high denominations. These financial assets are “money” for the financier but not for the economist. Such assets are discussed here only to the extent that they help me tell the story of currency. Bernard Bailyn’s classic The New England Merchants in the Seventeenth Century is the American version of that European literature. He focused on the big business of merchants and their bills of exchange, touching everyday currency peripherally and only when necessary for his purposes. In most of this book I do the opposite. The two books do have a similar structure of chapters according to the constitutional–religious turmoil in England, because that turmoil affected colonial life in many ways.12

        Most chapters include sections according to colonies whose deeds in the field of money in that subperiod are worth mentioning. My emphasis is more and more on Massachusetts as the book progresses toward 1690. Chapter 5 surveys money in colonies before the Massachusetts Bay Company relocated to America. After locally flirting with copper, Indian seashell money, and local coins, the colonial monetary standard became the main object that the colonists either raised or obtained in trade with Indians.

        Chapter 6 takes us through the period when Charles I ruled without Parliament (1629–1640). This resulted in the Great Puritan Migration that founded the Massachusetts Bay Colony. The chapter is devoted to fundamental demographic, constitutional, and cultural features of this colony that were installed in that decade and stuck. These features would explain the monetary inventions that were remarkable already in that decade and even more so later, all the way to 1690.

        Chapter 7 covers the same period but discusses the monetary inventions in Massachusetts and Virginia. Massachusetts adopted what it learned from Plymouth about money and tried to add Indian seashell money, uncoined metallic objects (bullets and precious-metal plate), cattle, land, and private notes to the monetary list. Virginia audaciously tried and failed to establish tobacco-based clearinghouses to reduce the physical use of that clumsy money.

        Chapter 8 considers the time of constitutional chaos in England (1640–1660). The initial impact ruined the Massachusetts economy, but the colony was reborn as the hub of Anglo–American trade. Left neglected by the fighting and turmoil, Massachusetts used the opportunity to open a mint, while Virginia and Maryland tried (and failed) to make their own coins. Various types of paper money were born in Dutch Brazil and English Antigua.

        Chapter 9 mostly parallels the reign of Charles II (1660–1686). Massachusetts lost its mint that violated the Crown’s minting monopoly, and it also lost its constitutional autonomy. Banks of various types were attempted or discussed all across the Atlantic, but by the end of the period, none of them was in operation.

        Chapter 10 demonstrates the overwhelming power of government over paper money during the few years before the Glorious Revolution (1685–1689). The dictatorial Dominion of New England, which replaced the independent Massachusetts government, sabotaged a major project of a note-issuing bank. Other schemes failed in West New Jersey and Pennsylvania because of strong unsupportive governors. It was the Canadian government only that succeeded in issuing paper money intermittently since 1685. Two of these experiments would provide partial inspiration for 1690 Massachusetts, although they differed on crucial aspects.

        Chapter 11 takes a break from the chronology for a biography of Elisha Hutchinson—the chief promoter, perhaps even the inventor, of the 1690 money. This chapter is not a “great man” theory that argues Hutchinson was the indispensable hero of the story; there is not enough information on his contribution to even consider such a claim. In fact, the goal of this chapter, which follows his life until 1689, is quite the opposite: it is to illustrate the background that typical Massachusetts legislators had. Hutchinson was unexceptional in having an amazing variety of occupations and offices in an age that knew no separation of powers and freely mixed politics with private business. His diverse background and knowledge would have enabled him—or the legislator sitting next to him—to understand things about money that few could understand before.

        Chapter 12 takes the story back to the chronological line, from Boston’s Glorious Revolution of April 1689 to the eve of the invention of legal tender money in December 1690. The chapter covers the immediate historical background for the invention—the restoration of representative government, charter negotiations with England, a new war, and war finance. Chapter 12 closes part II. At this point, we will have all the background necessary for understanding the invention of December 1690.

        “Part III: A Monetary Revolution” starts with that invention. Chapter 13 describes in detail all of the money’s unconventional features, and concludes that the most peculiar constitutional and political circumstances led to it. Chapter 14 follows the money until the final upgrade of its legal status in 1692. Along the way we gain further evidence of the theory behind the novel currency, plus the constitutional and political circumstances that created it. Chapter 15 briefly goes back to 1690s England to examine how its more famous Financial Revolution compared with that of Massachusetts.

        Chapter 16 provides an analysis of the entire story: the roles of supply and demand in innovation, comparisons of Massachusetts with Virginia and England, the critical role of regulation, the contribution of nonspecialization to innovation, other characteristics that help innovation in social institutions, and lessons from biological evolution and ecology.

        Chapter 17 concludes the book. After summarizing the main points, the story is related to general theories about colonial America, and tells how the money clandestinely invented in a small colony gradually took over the world. From the lessons of the past emerge dire warnings regarding two flawed phenomena that gained popular excitement during the writing of this book: purely private crypto “currencies” (which ignore the importance of legal tender laws) and the so-called modern monetary theory (which relies on legal tender laws way too much). Finally, with the help of witch trials and the Enlightenment, the role of legal tender money in modernity in general is examined.

      
    
  
    
      
        Chapter Two

        Money and Its Inventions

        Theoretical Considerations

      
      
        “Money is an excellent means. One would have to invent it, if it were not already there.”

        —Theodor Herzl, Old New Land, 1902

      

      The chapter begins with the reasons we need money. Then it discusses how the need for money can be fulfilled and how the law can help a certain money circulate. When the need is not fulfilled, argues the next part, there is need to invent a new type of money. Some people may be better than others in their ability to invent money and implement it. In economics terminology, this chapter is first about the demand for money and its supply; then, following Joel Mokyr’s terminology, I turn to the demand for monetary inventions and the supply of monetary inventions.1 The discussion is biased at times to the simpler circumstances of the seventeenth century.

      
        Demand for Money

        Money has three physical roles: a medium of exchange, a medium of unilateral payment, and a store of value. It also has a linguistic role, as a unit of account. The medium-of-exchange role is the one that makes money so important in the economy. Changes in the amount of money can cause changes in inflation, unemployment, and output. Much of this occurs through money’s function as a medium of exchange.

        Such a textbook introduction to money is insufficient here. To understand a new money that was invented on the backdrop of a money shortage, we need to recognize the circumstances that make money necessary to begin with. It is time to dive into the societal foundations of monetary economics. This is an odd niche of monetary economics, where the usual terms such as central bank, interest rate, and inflation rate are mostly absent.

        
          Medium of Exchange

          Money is, first and foremost, an object with which to buy goods and services. Why do we buy? Because we want to obtain goods and services produced by others. Each one of us could try to produce all the goods and services alone, but that level of autarky is inefficient. We produce best when we specialize in producing one good or service. But we are not satisfied with consuming only the one good or service we produce. We have a preference for variety, which depends on both personality and environment—for example, a family needs a larger variety of goods than a single person; while certain clothes are required by cold climate and social conventions.

          Wanting to obtain goods from others does not necessarily mean that anything is given in return, as a direct quid pro quo. Actually, in most of a person’s interaction with other humans, nothing is given in direct return. Such is the case within the household (typically a nuclear family), with other close relatives, and with friends, reaching an extreme form in a commune. Sharing of some resources is practiced also by members of an organization, such as a commercial company or a military unit. All get paid by the organization, and none owns the goods they provide or receive within the organization. In all the above cases, and in charity, there is no need to give anything in return. But even when something has to be given in return, it doesn’t have to be money—or, at least, not immediately. Among some acquaintances, a gift typically implies the need for a countergift later on. Among other acquaintances, and surely among strangers, the most intuitive way to give something in return is barter.

          Everything surveyed so far lies outside the realm of the monetary economy. The problem with barter is that a “double coincidence of wants,” as economists call it, is unlikely. I may want the good that you offer, but you don’t want the good that I offer. The more types of goods there are in the economy, the less likely it is that barter will work. It is in these situations that a medium, or an intermediary object, can execute the exchange: you don’t really want the good that I offer, but you accept it in exchange because you believe that you can barter it later with someone else for a good that you do want. This is a medium of exchange.

          Money is a general medium of exchange. It is an object that everyone in a given society recognizes as “money” or currency. You accept it because you know that everyone else regularly accepts this object in payment for most goods. It is used in general, rather than as an occasional improvisation. When an object is generally used as a medium of exchange, by definition it circulates in the economy. Even if it is a consumable item, most of its recipients pass it on to others rather than consume it. In the United States, the hapless $2 bill has the same legal status as the $1 bill, and it was designed as money; however, for economists, it is not without difficulty to call the $2 bill money because, as the Federal Reserve Board admits, these bills “aren’t typically used for everyday transactions, so they’re not circulating or passing between people very often.”2

          There is an alternative to receiving something in return on the spot: credit. Formally, credit usually works by the possibility of legal enforcement—a court can examine oral or written evidence of the debt, and rule to enforce the debt payment. Credit might function, however, even without courts. In a small, stable, cohesive community, any debtor who considers defaulting on his obligation takes into account that all future potential creditors would hear about the default and not believe his future promises. In economics terms, such a repeated game encourages good behavior.3 Debtors can easily get away with defaulting in a large port town with a large transient population. But potential creditors in such a town realize this, and therefore will not grant credit to visitors. By definition, credit always involves some uncertainty about the future payment, and it might involve considerable collection costs.4

          Today we think of credit only as postponing the final payment in money. We settle our monthly credit card bill with a money transfer between bank accounts. But credit could also postpone the completion of a barter transaction, rendering money utterly redundant: you give me bread today for a promissory note, and next month I give you a chicken in return and redeem my note. People who habitually trade with each other can periodically set off their mutual debts and cancel them, thus saving on the use of money. This can be especially useful if, as pointed by the economic historian John Hanson, physical money is such that making change is difficult.5

          To summarize, money is needed as a medium of exchange only if all of the above fail—giving something in return is required, barter is not feasible, and credit is either not feasible or only postpones the final money payment.

          Once money exists, it encourages people to specialize in production even more. A farmer who used to produce all the foods he consumes, may choose to produce only milk, sell it for money, and use that money to buy everything else he wants. Others might forgo food production altogether and produce something nonedible, such as shoes. Money is therefore a prerequisite not only for specialization but also for urbanization and therefore advanced civilization.

        
        
          Medium of Unilateral Payment

          The second role of money is to pay taxes, fines, damages, and other sums required by law or by courts. While such payments give nothing positive in return, the benefit one gets from making them is the avoidance of something negative, such as a prison sentence. You pay taxes, even in democracies, to avoid being kidnapped by the government and having your property confiscated and sold. Avoiding penalty is equivalent to getting a good for your money—at least, mathematically (a double negative is a positive).

          A tax payment can also be viewed as a not-so-voluntary exchange. The government creates an artificial good that the taxpayer desires: a receipt acknowledging payment of the tax. When a government tax collector meets a florist-taxpayer, there is no double coincidence of wants: the tax collector wants guns for the army and can provide a receipt, while the florist-taxpayer wants the receipt and can give flowers. Money solves the problem: the government accepts the florist-taxpayer’s money and later pays it to gun sellers.

        
        
          Other Roles

          Money can also be a store of value, helping to preserve purchasing power over time. This role was important when there was no preservation technology to keep perishable goods fresh, and when people prepared to flee to preserve their lives and wanted to take property with them. Any durable commodity could serve the role of storing value, and not any object that serves this role is money.

          The role of money as a unit of account has nothing to do with the physical existence of money, but is a device that helps us list or remember prices of many goods and services. Many times in history, units of account did not correspond to actual coins in circulation.

        
      
      
        Supply of Money

        Many objects could be money. Good money is durable, hard to counterfeit, and easy to recognize, divide, transport, and store. Money could be something that people find or grow, or something that government produces. The supply of money by a government often involves not merely the provision of an object, but also support for that object to help it circulate. Throughout history, this support was more needed when the object had less intrinsic value. Kings could proclaim “this is money” or stamp “money” on the object, in the hope that people would use the object as money, but public support for money usually meant legal support. Laws are not mere statements; they actively impose obligations on some entities (a person, a firm, a state) or assign rights to entities. These obligations and rights are enforced by courts of law. They have real power and practical significance, so long as the state functions.

        Legal support of money can take various forms. First, in the case of paper money, the law or contracts can force a treasury, central bank, or private bank to give a precious-metal coin for every note they print—that is, convert the paper into metal. This requires that the promisor obtains and maintains either a large stock of metal or reputation that the promised metal is there or will be there. Second, the law can force the government to accept the money in its sales (if it sells anything). This is weaker than convertibility, because it is not a promise of a definite amount of goods.

        Third, the money can be forced on private sellers under penalty. The government needs to supervise all transactions in the marketplace to enforce such a law, which can be difficult to do both bureaucratically and ideologically. Fourth, the money can be forced on creditors under sanction of losing their case in court. Today this is called “legal tender for debts.” A debtor tendering the money is discharged from the debt, whether the creditor accepts it or not. This is much weaker than it seems, because it applies only to contracts made in the domestic currency. In the United States, such a law says that a $10 debt written in a contract can be discharged with a $10 bill, but the law is inapplicable if the contract specifies payment in goods, services, or euros.

        Fifth, the executive can be forced by the legislature to accept the money in tax payments. Today this is called “legal tender for taxes.” On the face of it, this seems like the weakest and least relevant legal solution for a government that wants to make its money circulate in private trade—this law doesn’t even relate directly to trade in goods! However, if a seller knows she can use that money to pay taxes (that is, get exemption from punishment as a tax offender) this makes the money useful for her, and so she may accept it in trade from others. Moreover, if the government refuses to accept anything else in taxes except for its own money, then this object is the only legal tender for taxes; sellers may accept this money in shops if they want to stay out of prison. This idea—that taxes help money circulate—has several names, the most informative one being the “tax-foundation theory of money.”6

      
      
        Demand for Monetary Inventions

        A supply of money might be inadequate, potentially prompting inventions to remedy the situation. One problem is the quality of money. When money consisted of an intrinsically useful commodity, such as a coin of precious metal, its content was attacked by nature, individuals, and governments: natural wear and tear shrunk the coins; people cut pieces to steal precious metal from the coins;7 governments reduced the intrinsic value of their coins, often to produce more coins out of a given quantity of metal, in order to finance wars.8 With less precious metal in each coin, sellers demanded more coins in order to receive the same amount of metal as before. By definition, this meant raising prices. If the process was repeated, the result was a continual price increase—inflation.

        In this book, the most relevant problem is money supply that is too low. Economists usually think this is impossible because prices should be proportional to the amount of money. Suppose, for example, that economy L uses a single type of an indivisible coin. Economy H also uses that type of coin and is otherwise identical, but has ten times more coins than economy L does. According to the quantity theory of money (one of the strongest theories in economics, when applied carefully), prices in economy H should be ten times higher than in L. There should be no difference in real economic outcomes such as output and unemployment. The amount of money in L is, indeed, lower—but it is not too low. It is not a problem. A good that costs ten coins in H costs one coin in L. The lower quantity of money in L does as good a job as the higher quantity of money in H does in facilitating trade.

        And yet, a constant complaint in the American colonies was that the amount of coins was too low. How could this be? Why didn’t prices reflect this and drop enough to make the small amount of coins sufficient for trade? The quantity theory implicitly assumes that every person in either economy has some coins. The quantity theory also assumes, as common in economic theory, that everything else is equal—that is, for any specific person in H there is a corresponding person in L who has ten times less coin. The shape of the distributions of money in H and L is the same; only the scale is different. But what if the amount of coins in L is very low—smaller than the number of people there? The quantity theory has nothing to say in such a situation. If most people in L don’t have coins, then coins in L might not even be considered money—a general medium of exchange. It’s not that people are necessarily poor; they may be wealthy, but they have nothing to go shopping with. They have no liquidity. The problem of economy L and the quantity theory is not exactly the small number of coins, but that the coins are not infinitely divisible. As John Hanson put it, coin is not like fudge.9 If it were, the distributions of money in economies H and L could have been identical in shape and the quantity theory would hold.

        The discussion so far refers to an economy with a stable amount of money. Decline in the quantity of money can be very harmful. Older readers will recall fears of a global ATM shutdown due to the Y2K computer bug when the calendar hit the year 2000; there were cases of currency shortage in Europe during the later euro crisis. If the decline of money leads to decline in prices (the quantity theory), businesses that promised nominal wages to workers and nominal interest payments to banks don’t have enough revenues to pay and they go bust (e.g., the Great Depression). A larger decline of money can lead to a reversal of the process of specialization described above and thus to a civilization’s demise (e.g., Europe after Rome’s collapse). Declining prices are possible even with a constant quantity of money—for example, if the economy grows or becomes more commercialized, with more transactions requiring money, the constant quantity may become insufficient. In such a case, the value of money increases, which by definition means that prices drop.10

      
      
        Supply of Monetary Inventions

        Early modern European states took legal steps to increase the quantity of coins. Export of coins or metals could be prohibited. A state could give its coins and foreign coins higher legal values than their intrinsic values. This encouraged people to keep the domestic coins in the state and import foreign coins.11 More metal could be sought in mines or stolen from other states. In the two latter cases, a mint is useful for turning lumps of metal or foreign coin into local coins of the right denominations. A mint can also melt local coins and remint them in smaller denominations. Without a mint, people could create small change by cutting a coin into fractions, but less than an eighth is difficult to make accurately. A mint required technical abilities and material resources that were not present in every society, but it also required that there not be a superior government prohibiting minting.

        As noted by Richard Sylla, such regulations that restricted an increase in the quantity of the existing type of money were a recurrent theme in monetary history. In the context of money, Hanson claimed, “opportunities for innovative economic policy could be found in the interstices of imperial regulations.” In a first-ever attempt to systematize the understanding of monetary innovation in general, Sylla showed that such innovation around regulation happened repeatedly, and explained it as an entrepreneurial, profit-maximizing activity.12

        Such a need for more money could lead to inventions, but it will not necessarily do so. Given the many problems that people face in life, and the limited resources of time and wealth they have, they cannot address all problems. Nathan Rosenberg has identified “focusing devices” that attract attention to particular problems in the context of technological innovation. These are usually abrupt disappearances of components of the production process—say, striking workers, or wartime shortage in raw materials.13 Similarly, people who are born into a world of “bad” money are less likely to focus on solving that problem compared to people who recall having “good” money and have seen a drastic decline in its quantity or quality.

        Moreover, not everyone has good ideas and the ability to create and implement a successful invention. As argued by Joel Mokyr, history is full of losers who had the incentive to invent but failed.14 Firms failed to invent new products, and states failed to invent new weapons. Ability makes the difference between winners and losers.

        Mokyr’s studies of technological innovation distinguish between four categories of people: scientists, who understand how nature works; engineers, who implement that knowledge in a physical object; technicians, who produce and maintain that object; and the users. All of them are potential inventors or improvers. Interaction and communication between these different classes are critical for coming up with improvements.

        Mokyr uses this framework to explain why it was in Europe, and specifically in Britain, that the Industrial Revolution happened.15 I apply this methodology to understand why a monetary revolution happened in America, and specifically in Massachusetts. Who, then, are the analogous people in the context of money? The scientists today would be economists, but in the early modern period there was no discipline of economics, so most intellectuals qualified. Those able to formulate abstract models of causality in complicated systems could lead the way; thus natural scientists were well positioned to think about money. Scholars of history and readers of Greek philosophy could also learn about money in history and theory.

        There are two types of engineers in the case of money: physical experts and legal experts. This is because money is typically a physical object with legal status that supports it. Designing the production of a durable object that is difficult to counterfeit and mutilate requires specialized skills (and expensive machinery). Legal scholars and experts in commercial and banking law can be especially helpful in drafting laws on money—recognizing privately created money or creating money from scratch. The technicians of money also belong to the physical and legal realms. Mint workers and printing press workers are necessary for the production of coins and printed bills. The legal technicians are judges and lawyers in legal cases where money laws are involved. Both groups might come up with ideas of improving the money.

        Finally, there are the users. Everyone uses money, by definition. But some people use money more than others: people working in the financial and business sectors, treasury employees, and tax collectors. They are prime candidates to come up with improvements. People of any profession who live or work in travel hubs are more likely to be exposed to new ideas from other places.

        We shall meet people from each of these four categories and see to what extent they communicated with each other.

        

        * * *

        As this societal analysis of the foundations of monetary economics shows, in order to understand the use of money and its inventions in seventeenth-century America, we need to understand the societies involved. My starting point is English society—in its European context—from which most emigrants came to the English colonies in America. This task is taken in the next chapter.

      
    
  
    
      
        Chapter Three

        England in the Late Sixteenth Century

      
      
        Now, behold, in my trouble I have prepared for the house of the Lord an hundred thousand talents of gold, and a thousand thousand talents of silver; and of brass and iron without weight.

        —1 Chronicles 22:14, King James Version

      

      The early modern period was a remarkable era which began when an excited Columbus stepped on the sand of a Caribbean island and ended when an excited mob stepped on the guards of the Bastille. The name of the period reflects its position between old and new: medieval dictatorship, religion, and fanaticism started giving way to modern democracy, science, and tolerance. In money, metal started giving way to law-backed paper.

      In this chapter, we will meet the English people in the late sixteenth century—their social structure, constitution, religion, science, and especially their money, credit, and public finance. As late as 1692, the American colonists considered themselves English people who happened to live away from England. They were hardly distinguishable from their cousins (literally) across the pond. Very little was genuinely original in the colonists’ thoughts and ideas.1 The invention of modern money in the period from 1690 to 1692 was merely a novel application and recombination of ideas that had already existed in England long beforehand. This chapter is very selective, covering only areas relevant for the later story.

      Most facts in this chapter are available in easily accessible sources on the period.2 References are given for other specific details as needed.

      
        Society and Constitution

        England of Elizabeth and Shakespeare had four million people. The economy was based on commercial agriculture. London, the only large city, had two hundred thousand residents. The royal family led the social structure, followed by noble families, knights, gentlemen, yeomen, and other commoners. Knighthood was granted for past or expected service to the state. The gentlemen were landowners (who hired farmers), merchants, and lawyers. They formed the ruling municipal elite. Everyone from the gentleman upward was supposed to be educated and religious, and lead his local community in peace and war. The yeoman was the lowest trustworthy class, serving on juries and in minor local offices and legally recognized as a “good man” (e.g., “Goodman Smith”). He got his hands dirty with his few workers on his small plot. He was a nonaffluent family man, the backbone of society. Many poor youths worked and lived as servants and maids in other households.

        England had already absorbed Wales and colonized Ireland. Scotland was ruled by Elizabeth’s relative James VI. The submissive Parliament was composed of the House of Lords (nobles and senior clergy) and the House of Commons, which represented the few who had enough property for the legal right to vote. Any statute required the assent of both houses and the monarch; the Magna Carta implied that this included any new tax. Traditionally, the monarch had no income from taxes but lived off the Crown’s land holdings. The monarch called and dissolved Parliament at his or her will, sometimes to get tax funds. The monarch presided over the Privy Council—a government cabinet that was mostly a subset of the House of Lords.

        A key feature of the English constitution was the ad hoc committee—a group of men appointed for a specific mission and then dissolved. In Parliament, each house appointed an ad hoc committee to debate and refine each bill. These were advisory committees, because each house later voted on the amended bill. The Commons also had investigative committees on electoral disputes.3 The grand jury and trial jury were, in fact, also ad hoc investigative committees. Rarely, committees had executive authority, as in the association of merchants that was incorporated as the East India Company in 1600.4

      
      
        Religion and Science

        In this Counter-Reformation period, the Pope and Catholic kings tried to re-Catholicize the Protestant regions. One battleground was France, where Protestants were called Huguenots. Another was the Low Countries (today’s Netherlands and Belgium), where a new federation—the United Provinces—rebelled against Spanish rule while becoming a growing economic power based on maritime trade. England’s Reformation started with Henry VIII’s divorce. After much turbulence, his daughter Elizabeth defined a middle Anglican way, adopting Catholic appearances with Protestant doctrines. Some English people were unhappy with Catholic remnants that were unknown to Jesus: cathedrals, bishops, golden altars, and originally pagan holidays such as Yule (a.k.a. Christmas). Those who wanted to purify the church from these features were called Puritans. Others wanted to establish separate churches and thus were called Separatists. As separatism was illegal, some fled to the United Provinces.

        Religion played a huge role in life because reality was terrifying and unexplained, with lightning, thunder, earthquakes, comets, epidemics, and average life expectancy of thirty-five years (mostly because of infant mortality). Astronomy was mixed with astrology, chemistry with alchemy. Tycho Brahe’s recent observation of a change in space (a supernova) was important because it was a clear contradiction of the leading intellectual authority, Aristotle. In science, England was a backwater. Its only two universities (Oxford and Cambridge) taught mostly religion and the associated ancient languages and history. Medicine and law were learned as practical professions in London or in European universities.5 The royal scientist John Dee spoke with angels. The religious confusion of the era increased the belief that the devil, or Satan, employed workers on Earth (a.k.a. witches). Elizabeth outlawed witchcraft; Scotland’s James VI authored the witch-hunt guidebook Demonology. But the future was promising. It was in England that the exiled Giordano Bruno published his support of Copernicus and his theory of an infinite universe and multiple solar systems. In 1600, when the Roman Inquisition burned Bruno, the Englishman William Gilbert published a book on magnetism, arguing that Earth was basically a big ball of iron.

      
      
        Money

        At first glance, sixteenth-century England seems like a pure monetary economy. There were gold and silver coins, and nearly all prices, wages, rents, debts, and taxes were denominated in units of money. The word money was defined as coin. When payment in coin had to be distinguished from transfer of goods of the same value, it was phrased as “in money” or “ready money.”6 The unit of account was the pound (£) and its fractions—twenty shillings, each divided into twelve pence; the farthing (quarter penny) is also worth mentioning.7 Physical coinage was not always related to these units of account—for example, there was not yet a coin called a “pound.”

        The value of the pound can be roughly described according to the lowest thresholds for annual incomes of different classes: £10 (laborer), £100 (gentleman), £1,000 (noble). An average family could barely live on £10 a year.8 Much silver came from Spanish discoveries in the Americas—Mexico and “Peru” (today in Bolivia). Spain bought everything it needed with that silver, so silver was diffused throughout Europe. Englishmen had just become aware that this created inflation, and thus started thinking in terms of the quantity theory of money.9

        Contracts referred to “the lawful/current money of England.” England was unusual in Europe in that the royal prerogative included a coinage monopoly. Royal proclamations controlled the quantities, values, and standards of coins, while Parliament restricted their exports.10 Counterfeiting coin was high treason punishable by death, but apparently there was no consistent policy regarding the acceptance of coin in spot transactions. Usually, the monarch proclaimed that specific coins should “pass” or were “current.” Only during crises, when the public rejected coins or was expected to reject them, the monarch explicitly stated that refusal to receive coin in any transaction was illegal and could be penalized, sometimes with specific penalties cited.11 Historians therefore usually interpreted the normal legal status “current” as equivalent to the modern concept of “legal tender.”12 That is, while the monarch would have liked to see his or her coins accepted in all exchanges, it was enforced only when debtors and creditors approached courts to settle disputes about which coins discharged debts.13

        The idea that coins must normally be made from precious metal was fairly ingrained in the European mind, at least regarding pay to soldiers. The word soldier is related to the solidus gold coin paid to Roman soldiers and the gold sol—the French equivalent of the shilling.14 In Utopia (1516), Thomas More imagined a society needing no money for internal affairs, but receiving precious metals in foreign trade only to hire foreign mercenaries.15

        All the above might create an impression of the mythical medieval village economy, of people carrying precious-metal coins in small bags at the weekly market, to be handed over on the spot for all their shopping. But it was no longer so. There were exceptions: medieval barter leftovers, ideas of money made from cheaper materials, and most important—credit.

        To begin with barter, grain was a customary medium of payment of rent by farmers to landlords. The rent was denominated in money units but paid in grain according to a predetermined price. For example, a twenty-shilling rent at the rate of five shillings per bushel implied a payment of four bushels. A new law forced the universities to receive a third of their rents only in grain (“corn”), or in coin indexed to grain prices.16 There is no information on any other class of payments made in grain, so grain was not a general medium of exchange but rather closer to a medieval barter item. Contracts with young servants, called indentures, were based on barter: servants received from their masters their daily food, drink, clothes, and housing.

        Henry VIII had recently shown that money could be made from cheaper materials when he debased coins so much that they had more copper than silver. Copper was so defamed that copper coinage was later avoided when possible. Small-denomination coins from gold and silver would have been tiny, so people were left with no coins for small change. Many small businesses (grocers, vintners, chandlers, and alehouse keepers) responded by issuing their own coins from lead, tin, latten, and leather. Presumably, the issuers implicitly promised to accept back their token coins in their own shops. The government authorized some towns to issue copper coinage.17

        Intrinsically useless money for larger transactions was known in theory and history. Plato thought that money was a mere symbol. In his utopian designs, Plato objected to precious metals and preferred a domestic money that would be useless abroad. Aristotle argued that historically money had been intrinsically valued commodities (metals), later stamped for convenience, but elsewhere he explained that money (nomisma) was named after law (nomo) because actually only law determined what was money.18

        European history has many myths and stories of money made from leather or paper.19 Historical accuracy aside, at least some contemporaries believed such stories. In 1523, a member of Parliament, Thomas Cromwell, warned that financing a war with France might force England to “be compelled, as we once did, to coin leather.”20 In 1614, an English historian mentioned more cases: brittle, useless iron bars in Sparta; stamped leather in ancient Rome, in a medieval siege of Milan, and in the medieval English Civil Wars; and 1574 “pasteboard” money during the Spanish siege of Leiden.21 The latter case ended when the Dutch flooded the countryside and sent the navy to save the inland town. That key moment in the Dutch war of independence perhaps publicized that paper money more than other such “siege moneys.”

        All of these were temporary moneys, supported—where information is available—by forcing them on all transactions under penalty and by promising redemption in coin after the war. They were seen as unwarranted under normal circumstances, perhaps due to fears of overissue and counterfeiting, impossible enforcement, or perhaps because of politically powerful mints. The only known example of permanent paper money was in Mongol-occupied China. Marco Polo’s thirteenth-century book, translated into English in 1579, included a chapter on paper money, saying that Kublai Khan “makes money both small and great” from paper, with at least eight denominations, “and no man may refuse this money, for if he does he must lose his head.”22

      
      
        Credit

        Credit was so prevalent that the historian Craig Muldrew has dubbed England “the contractual society.”23 Everyone participated in “complicated webs of credit and obligations.” Most credit was given by merchants (wholesalers) and shopkeepers (retailers) as sales credit to their customers, and this credit was “the backbone of the economy.” Much of the sales credit only postponed the timing of payment in coin. Businesses also received credit; they had debts to suppliers and workers. The legal historian Christine Desan claims that such credit was more common than in continental Europe because in the Middle Ages, the English coins were of too-high denominations to be used in the smallest transactions; after several such transactions with the same seller, the buyer could discharge the accumulated debt with coins.24 Muldrew argues that only in specific situations could credit not work efficiently and thus coin had to be used on the spot: between complete strangers (including travelers); between people who met infrequently; when the buyer’s reputation was bad; to pay rent; and to pay taxes.

        Most credit was oral, in front of witnesses, but our interest lies in credit documented in writing—account books, diaries, and separate sheets of paper. Contemporaries and historians alike have disagreed about the differences between such papers—bill, bond, note, and so on.25 The differences concerned the level of legal formality, varying from a mere signature of the debtor on paper to a seal and delivery in front of a witness. For our purposes, it is usually sufficient and convenient to call them all “bills.”

        Credit sometimes allowed avoiding coin altogether. Two parties that accumulated reciprocal debts could “reckon” occasionally and make a setoff of the debts until a simple balance remained. The balance would be paid in coin or documented in a single financial instrument, allowing the parties to move on and keep accumulating new reciprocal debts. This was barter enabled by credit. The English legal system allowed such voluntary setoff, but it did not force setoff on a reluctant party. If Charles the creditor sued Deborah the debtor for a debt of £10, Deborah could not get rid of the suit by proving in court that there was a counterdebt of Charles to her in the same amount (in continental Europe’s civil law, she could). She would have had to pay and then sue for the other debt. This feature came from common law, which considered one case at a time, was restricted to rigid, prewritten legal forms that described exact detailed scenarios, and never looked at the big picture. Parliament would allow general setoff only in 1729.26

        Credit could involve third parties after the debtor–creditor relation was established. Suppose that Daniel owes a debt to Deborah, and she becomes a debtor of Charles in the same amount. Then Deborah could ask Daniel to pay Charles directly, or a court could order Daniel to do so (figure 3.1), reducing coin payments from two to one. Many laws and contracts therefore ordered that a debtor “pay or cause to be paid” to another.27

        
          [image: ]

          
            Figure 3.1 A simple trilateral debt settlement.

          
        
        Another option was assignation of debt. It was standard in legal documents to grant specific legal rights to a person or his assignees.28 The rights were property, so they could be sold to third parties. Therefore, laws and contracts often required that a debtor pay the creditor “or his assignee.”29 Assignation was convenient to do in writing, on the written evidence of the original debt when that was a separate paper. For example, Charles the creditor could assign Deborah’s debt to Arthur the assignee, in return for goods. Then Arthur comes to Deborah, and she gives him coin. If a bill issued by Deborah is used as evidence of the debt and assignation, then this paper serves as a medium of exchange, and again the use of coin is reduced from two payments to one (figure 3.2).

        The most formal bills had legal restrictions against such assignments, but many issuers found it beneficial for their reputation and business to honor their assigned bills voluntarily.30 General assignability of bills would be recognized in law only in 1704.31 Such multilateral settlements of debts were institutionalized in the bill of exchange that was common in international trade. In England, the elite used it to transfer funds from the countryside to London and back.32 English financiers knew of Italian inventions—the bank, which provided safekeeping of coins and issued receipts, and the Lombard, which was a pawnshop issuing receipts for deposits of goods. Proposals to establish banks in England were not implemented.33 When banks in Europe issued bills of exchange, the check was born.

        The check would be unfamiliar to most early modern Americans. It is worth mentioning here because it is familiar to modern Americans. Showing how it works in a figure similar to figure 3.2 may help readers understand figure 3.2. Consider, then, that Deborah the debtor has deposited coin with Benjamin the banker and had received blank checks. Later she gives a filled-out check to Charles the creditor, in fact ordering Benjamin to pay coin to Charles (figure 3.3). If Charles also has an account with Benjamin, no coin moves but the amount is transferred in the bank’s books between their accounts.34
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            Figure 3.2 Trilateral debt settlement by assignment.
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            Figure 3.3 The check.

          
        
        Toward the end of this book, the invention of 1690 Massachusetts will be explained with similar figures. Together with the abovementioned concept of setoff, we shall see that the invention could have been perfectly understood by Englishmen a century earlier.

        Credit was much more than a financial device. It had profound religious, moral, and social implications.35 The word itself—credit—was a new word, related to the Latin credo (the Christian statement of faith) and creed. It generally referred to the personal attribute of trustworthiness, as in court testimony. Personal trust in contracts involving credit was supposedly based on both sides being Christians. Oral credit was commonly sealed by oaths. Credit was given to those with good standing in the community, and mostly to family members. This was important enough to encourage very close relations among local merchants’ oligarchies.36 The immorality of default was one reason for imprisoning defaulting debtors, even if the imprisonment hampered their ability to earn income and repay. There were also indirect religious connotations to contracts and their obligations. Some Puritans believed they had a personal covenant with God (salvation for faith), and made explicit analogies between this covenant and their commercial contracts.37 The legal definition of witchcraft similarly included anyone who “covenant with” evil spirits.38

      
      
        Public Finance

        The 1690 money was invented by a government that could not pay its soldiers. This had happened to countless early modern governments. While medieval kings used resources from their private domains, the Military Revolution of the sixteenth century increased the costs of European warfare too much. In the long run, this would result in a transition from the domain state to the tax state. The increasing emphasis on taxation would change the constitution, empowering the people’s assembly, which controlled taxation. But this would take centuries. New sources of tax revenues had to be found, with quick, efficient, uncorrupt collection, and without provoking revolts. A vast bureaucracy had to be created.39

        Getting the resources was only half the problem. Food and shelter had to be continuously provided for soldiers and their draft animals. One solution was to plunder anyone in sight—the enemy, your own people, even neutral parties. The first option worked only if you won. The second option could lead to revolts. The third option would gain you new enemies. It was better to pay soldiers in coin during the war so that they bought everything they needed from the local population. Enlisted civilians also needed coins after the war to compensate their families which stayed without a provider.

        How to obtain coin, then? Kings such as Henry VIII produced more coins from the same amount of metal. Spain stole metal from the Americas, and English privateers preyed on that thief’s ships. Other kings stole coin from the local rich. Less extreme was the forced loan; there was also the voluntary loan. Governments were the largest players in credit markets during wars, borrowing from international financiers.40 Loans only postponed the problem of payment. Coin had to be obtained later, either by the slow collection of taxes or by plunder. Monarchs often defaulted on their loans, ruining their reputation and the financiers to avoid tax revolts and mutinies of unpaid soldiers. The latter, typically foreign mercenaries, would plunder their employers’ population or defect when unpaid. This is why Spain failed to subdue the United Provinces.41 When a state was at peace, it could lend entire units to other states at war, for huge amounts of gold and silver.

        England regularly issued an awkward bond called tally—a wooden stick with notches that represented various denominations—that entitled the bearer to payment from the government.42 Tallies were often used as assignments: a creditor of the government received a tally from the Exchequer and was sent to look for any tax collector who happened to hold tax funds; the creditor would give the tally to a collector for coin; the collector would present the tally to the Exchequer and receive a discharge from his obligation to bring tax funds (see figure 3.4, which slightly modifies figure 3.2 of private assignment).43 The last step was a setoff of mutual debts. Setoff occurred regularly between towns and the central government: payments of taxes and fines to the government were discounted by local costs of the government’s circuit judges.44
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            Figure 3.4 Public assignment.

          
        
        A recurrent problem in the historiography of money and credit in England and Europe is the label paper money casually attached to any financial and commercial instrument: bank receipts, Lombard receipts, bills of exchange, checks, government bonds, even wooden tallies. According to such claims, paper money had continuously existed in Europe for centuries before 1690. These claims are false, confusing tradability of assets with monetary circulation. There were typically problems in trading or assigning such instruments to other people. Most instruments were named, and laws generally did not recognize their transfers of ownership. Others were “payable to X or bearer,” so they could be traded to third parties. Most important, these instruments almost always had very large and/or nonround denominations, which made them utterly unfit for use as general media of exchange in voluntary retail transactions.45 Their use and circulation were limited to financiers, merchants, other gentlemen, and nobles. Today’s equivalents would be the millions of filled-out checks and government bonds, traded every day in financial markets, low and high. That segment of the financial system is called the “money market” because these assets can be quickly sold for money, but they are not money; nobody buys groceries or pays wages with such assets. Nevertheless, there was a lesson and relevance for the American future in these instruments: coin could be voluntarily set aside by law-backed paper—at least, temporarily and partially.46

        

        * * *

        In the late sixteenth century, England was hardly out of the Middle Ages. It was a backwater in Europe, having little to show in terms of constitution, science, and banking. Only its credit seemed advanced (if we disregard the tallies’ material). A century later, everything would look very different.

      
    
  
    
      
        Chapter Four

        English Developments, 1584–1692

      
      
        No Bishop, no King.

        —King James I, 1604

      

      During the middle century of the early modern period, England bore twin crises. In each one, a royal turn toward Catholicism and despotism led to revolutions aided by foreign Protestant armies. These constitutional upheavals would cause in various indirect ways the development of money in Massachusetts. War finance was of supreme importance in these events. Because an economic historian might be suspected of overemphasizing this aspect, I often quote a noneconomic historian—Winston Churchill, in his Nobel-winning A History of the English-Speaking Peoples. Some of these financial developments would also influence Massachusetts. Revolutions in political thought and science, too, could have affected America.

      Most facts in this chapter are available in easily accessible sources on the period.1 References are given for other specific details as needed.

      
        The Road to War

        
          Politics

          The 1588 Spanish Armada was the beginning of a war that lasted until Elizabeth died in 1603. Parliament invited the Scottish king to succeed her. He became James I of England, and he made peace with Spain. Later, James declared the divine right of kings to rule and their precedence over Parliament’s laws. The clash with Parliament was expedited beginning in 1618 by the Thirty Years’ War—a religious war in central Europe—as James refused to help Protestants and married his heir Charles to a French Catholic. After James died, Charles I attacked Spain and tried to help besieged Huguenots in the French port of La Rochelle.

          Charles dissolved Parliament in 1629 and began eleven years without Parliament, known as the Personal Rule. One reason was the objection of Puritans in Parliament to the Church of England’s drift toward Catholicism. In the 1630s, the archbishop of Canterbury purified the church from Puritan ministers, physically mutilating some of those who refused to ape the primate’s liturgy.

        
        
          Finance

          The sailors who beat the armada were not provided with food, clothes, housing, or money upon return. Hundreds died in the streets.2 Elizabeth was the last monarch to get away with that. In 1601, she imposed copper coins and heavily debased silver coins on rebellious Ireland. Everyone, including soldiers, was forced to accept them under penalty. The Privy Council reasserted, in a related lawsuit, that the Crown had ultimate authority over money: the monarch’s will, rather than metallic content, determined what was money.3 The persistence of private illegal lead coins led the following kings every few years to license cronies to mint copper farthings. These were counterfeited or rejected by the public, which kept minting its own tokens.4 Money was just too useful to be left to king and cronies. Indeed, economic writers have compared money’s function in the economy to blood in the body, because the economy would die without it.5

          Charles’s 1620s warfare was supposed to be financed with a forced loan, but many refused to lend. Unpaid soldiers defected, rioted in London, and chased government officials for pay. Charles resorted to billeting soldiers in private homes.6 Parliament was called to approve war-funding taxes but instead passed the Petition of Right, which prohibited billeting and forced loans. Having dissolved Parliament, the bankrupt Charles had to leave the war, and he started collecting taxes illegally.

          Financiers and merchants had long envied the United Provinces—the financial center of Western Europe. The Dutch invented the stock market (in stocks of their East India Company) and the asset bubble (in tulips). Private Amsterdam bankers perhaps invented the banknote—a transferable printed receipt (but probably in large denominations). In 1609, the public Amsterdamsche Wisselbank (Amsterdam’s exchange bank, a.k.a. Bank of Amsterdam) was founded. It accepted coin from depositors and entered the intrinsic metallic value in each depositor’s account. The law obliged merchants to settle debts recorded in large bills of exchange in the bank’s books, transferring balances without withdrawing coin.7 The Wisselbank became the most famous bank of the century and was imitated in other Dutch cities, but proposals for an English imitation were rejected. Instead, London goldsmiths started keeping deposits and exchanging foreign coin.8

        
      
      
        Interregnum

        
          Politics

          Charles tried to change the Church of Scotland, so the Scots rebelled and in 1640 threatened to invade England. Charles summoned Parliament, quickly dissolved it; he summoned another Parliament after the Scots invaded. That Parliament enacted a constitutional revolution that eliminated many royal powers. England’s weakness prompted an Irish rebellion. In 1642, the conflict in England exploded into civil war. In 1646, Charles surrendered to the Scots, who left him and English territory to Parliament in 1647. The army revolted and took power. In the Second Civil War in 1648, the army beat the coalition of Scotland, Parliament, and royalists. The army tried the king for treason and executed him in January 1649. Monarchy and the House of Lords were abolished, and the Puritan Commonwealth republic was born. The king’s son was crowned in Scotland as Charles II and invaded England in the Third Civil War, but he was defeated and fled to Europe.

          Parliament enacted the first Navigation Act, barring Dutch ships from the trade of England and its colonies. This resulted in the First Anglo–Dutch War (1652–1654). Parliament failed to govern, and the army’s dominant general, Oliver Cromwell, became lord protector—de facto king. After he died in 1658, his son Richard lost control of the army, and one victorious general invited Charles II to return.

        
        
          Finance

          Charles summoned Parliament twice in 1640 only to get war funds. In the interlude, he sought loans from the City of London, Spain, France, Genoa, even the Vatican.9 Charles then grabbed, as a forced loan, gold and silver that merchants and goldsmiths deposited in the Royal Mint for coining. The merchants’ protest led him to keep only a third of it.10 Charles ordered minting new copper coins, to be used to pay anyone but the mutiny-prone soldiers. All private monetary transactions were to be made partly in those coins. The administration failed in executing this order.11 When the Scots invaded, the English soldiers fled because, as Churchill note, “they had had no pay.”12 The Scots plundered the countryside and agreed to a truce after Charles promised to pay the cost of their occupation. London granted Charles an emergency loan to pay the Scots and to keep his own unpaid army “from dissolving in mutiny”—on condition of calling Parliament again.13

          Political science speaks of “the power of the purse”—the ability of the tax-legislating authority to control the other branches of government by withholding tax funds. The second Parliament of 1640 gave an awesome demonstration of that power with its constitutional revolution, but behind the metaphorical power of the purse in Westminster lay a more tangible power and purse in northern England: the soldier’s decision—fight or flight—dependent on being paid.

          Tradition had it that every Irish rebellion ended in transfer of rebel lands to new English and Scottish settlements. Parliament used that expectation to authorize a private army to subdue the new rebellion there, with investors paid in expected confiscated land.14 Land, indirectly, would thus pay soldiers and suppliers.

          In the First Civil War, Charles was blocked from the Royal Mint, so he founded mints elsewhere to pay his expenses.15 Both armies repeatedly stopped marching for lack of pay, and the soldiers mutinied, deserted, and plundered the countryside.16 The Scots left the king and northern England to Parliament only after Parliament gave them money—which it borrowed from London. Owed wages for months, the army’s soldiers “were united upon the question of pay. They were resolved not to go to Ireland or be disbanded to their homes until it was settled.”17 Charles II bought uniforms on credit when invading England, promising to repay after his victory. The debt was repaid by another Prince Charles—in 2008.18

          In the First Anglo–Dutch War, unpaid sailors mutinied, deserted, and rioted in London. The 1653 Parliament “reformed taxation in a manner which seemed to weaken the security for the soldiers’ pay,”19 so Cromwell dissolved it. Cromwell later kept sailors at sea to evade their demands for pay.20 After he died, the army deposed his son Richard over arrears of pay.21 In the ensuing chaos, General John Lambert, who opposed restoration of monarchy, lost because his soldiers lived off the countryside, creating “extreme disgust and scandal”22—and their motivation to fight was lost over the legacy of not being properly paid in the Civil Wars.23 The resulting contacts with Charles II included a suggestion that he “promise full payment of the soldiers’ arrears.”24 He was invited to return after agreeing to do so.

          To summarize, throughout the period 1640–1660, parties lost control of England because they failed to pay soldiers: the king in 1640, Parliament in 1647 and 1653, and Richard Cromwell and the army in 1659.

          During the First Civil War, Parliament issued paper instruments promising payment of its debts. Money lenders and suppliers received “public faith” bills, while soldiers received “debentures.” Each debenture stated how much a soldier was owed. Several signatures on each debenture made it harder to counterfeit and prevented corruption in issuing it.25 The security for paying the debts was estates confiscated from the losers—the abolished bishops and royal family, Catholics, royalists, and Irish rebels.26 The financial instruments could be used, and were used, to buy these lands.27

          There was extensive trade in these financial instruments. A soldier selling his debenture assigned it to another by writing the buyer’s name on the debenture.28 Most debentures were sold by poor, hungry soldiers to their richer, more patient officers. Debentures were thus traded at heavy discounts of up to 80 percent (i.e., a debenture promising £10 was sold for £2 in coin). That legacy would later doom Lambert’s last effort against restoration of monarchy. In the First Anglo–Dutch War, sailors received similar “tickets,” which were traded at discounts of up to 50 percent.29

          Ian Gentles, an English Civil Wars historian, singled out Captain John Blackwell Jr. as the ace of the trade in financial instruments related to the bishops’ lands. He was a young officer in Cromwell’s regiment and son of a Puritan London merchant. With his father serving as a land sales administrator, Blackwell bought large plots and sold them at enormous profits. He paid for them with public-faith bills and other financial instruments he bought. His “ingenuity” and “creative entrepreneurship was very much an exception,” says Gentles.30 Blackwell later bought royal land and received Irish land for financing the Irish reconquest. In 1647, he was one of the many officers who demanded pay from Parliament. Appointed as one of two treasurers at war, he was involved in the issue and redemption of debentures. In 1649, he authorized the use of army funds to build the scaffold on which Charles was executed. Later Blackwell was a member of Parliament and one of two receiver generals of taxes—mostly receiving tax funds and paying them to the army and the navy.31 We shall meet Blackwell again and again, in England and America, all the way to 1695.

          The mint confiscation and the wars drove merchants to deposit coin with goldsmiths, who became the primary lenders, even to the government.32 They became goldsmith-bankers. Other banks were proposed. William Potter advocated a company of merchants issuing bills, backed by their assets, to replace coin in trade. Another proposal was for a land bank: instead of theft-prone coin, or goods as in a Lombard, the deposit would be a land title, in the form of a mortgage. Depositors’ accounts would be used in settling all payments above £10, freeing the existing coin to serve in everyday transactions. Historians have contested the land bank’s authorship. Perhaps it was again Potter; in any case, the scheme was published by Samuel Hartlib, the most important distributor of scientific knowledge in England.33 The private issue of token coins exploded with the abolition of royalty, reaching thirteen thousand issuers.34

        
      
      
        Restoration

        
          Politics

          Charles II returned in 1660. An Act of Indemnity and Oblivion forgave nearly everyone for their 1640s deeds. John Blackwell was excepted for his role in the regicide and was barred for life from public office. He lost all his English land and barely kept his Irish land.35 An anti-Puritan Parliament excluded all non-Anglicans from Parliament and fired all their clergy in the 1662 Act of Uniformity.

          In 1665, the Second Anglo–Dutch War started and London was hit by the Great Plague, followed by the Great Fire. In 1667, the Dutch ended the war by invading the Thames and successfully attacking the main naval base at Chatham. It was the worst naval defeat in English history. Charles and his brother and heir James—inspired by their parents and by cousin Louis XIV of France—turned to despotic Catholicism, igniting the second crisis of the century.36 James converted; Charles joined Louis in attacking the Dutch. Three consecutive Parliaments excluded the Catholic James from inheriting the throne, only to be dissolved by Charles. In 1681, a new Personal Rule began. Charles attacked royal charters which gave privileges to boroughs and cities. These charters (the most important being the City of London’s) gave Charles’s opponents control of parliamentary elections. Writs called “quo warranto” were issued to these corporations, demanding them to prove in court that their royal charters were valid—and royal judges judged they were not. Persecution of Puritans resumed. Charles died in 1685 and was succeeded by James II.

          James tried to repeal anti-Catholic laws by packing Parliament and forming an anti-Anglican coalition with Puritans by promises of religious freedom. Fears of his Catholicism increased after cousin Louis outlawed the Huguenots. Hundreds of thousands fled France, converted, or faked conversion. In 1688, some of the English elite invited James’s son-in-law and nephew to save England. He was William of Orange, the Dutch head of state.

        
        
          Finance

          Some historians have claimed that the banknotes issued by London’s goldsmith-bankers were paper money; however, the notes had a median and mode of at least £100—a gentleman’s annual income.37 In contrast, a genuine paper money was issued in 1660s Sweden. A semipublic bank, Stockholms Banco, printed notes that were legal tender for taxes, payable to bearer, in round amounts, and the lowest denomination equaled a laborer’s weekly wage.38 The notes were popular partly because even high-denomination coins were made from cheap copper (and thus weighed forty pounds). The experiment ended after too many depositors wanted coins and the bank did not have enough.

          In the Second Anglo–Dutch War, the treasury was run by commissioners. Commissioner Sir George Downing, back from years as ambassador to the United Provinces, planned to borrow money from the general public. His 1665 “Exchequer orders” were tradable, interest-bearing bonds. Most were issued to lenders of coin, but some were directly used by the government in purchases of war supplies. Very few had denominations of £1 (a laborer’s monthly wage) and none below that. As with earlier bonds, some historians have referred to them as “paper money.”39 They were not. The orders were named; every transfer had to be registered at the Exchequer; nearly all orders had very large and nonround denominations; they were accepted in shops only at large discounts and thus workers refused them as wages; and most were immediately sold to goldsmith-bankers, who held them until maturity.40 Others proposed “bonds,” “bill money,” or “paper money,” payable “to bearer” to ease their transfer, as legal tender for debts and taxes. But the minimal denomination was £5—with the expectation that retailers would buy them once they had enough revenue in coin.41 This was no money, but it came close.

          During the war, sailors again mutinied and rioted in London for lack of pay, while dealers bought sailors’ tickets at large discounts. The Dutch attack on Chatham was led by defecting English sailors, who yelled, “We did heretofore fight for tickets, now we fight for dollars!” (the dollar was a Dutch coin). Other sailors refused to pursue them until paid.42 In 1672, during the Third Anglo–Dutch War, royal bankruptcy ended the Exchequer orders experiment in disgrace, ruining leading goldsmith-bankers. This, together with memories of the 1640 mint confiscation, doomed any thought of large-scale banking. Nobody in his right mind would ever again trust the Stuarts to be the stewards of a big pile of money—either in their Mint or Exchequer or under their nose in London. Also in 1672, Charles outlawed all those private token coins issued since his father’s execution, and minted his own tokens.

          Bank ideas developed further. In 1661, the London merchant Francis Cradock wedded the land-bank idea to the Lombard, including both land and goods in his exchange-bank proposal. Sir William Petty, a surveyor of confiscated Irish lands, promoted a land bank supported by a land registry. In 1682, London agreed to establish a Lombard, with a list of tradesmen supposedly committed to accepting its bills in trade. The abovementioned John Blackwell, now formally titled a merchant, was a partner in a 1683 bank plan that projected issuing “bank-bills of credit” backed by land and goods. None of these bank plans materialized.43

        
      
      
        The Glorious Revolution

        
          Politics

          Facing Dutch invasion, in October 1688 James reversed his policies to gain popular support, including restoring London’s charter. William came in November, and James escaped to France without abdicating. Parliament convened as a “Convention” because only monarchs could legally summon a Parliament. In 1689, James invaded Ireland with French forces. William and his wife/cousin, Mary, were jointly crowned after agreeing to a constitutionally limited monarchy.

          William drafted England to his Dutch war against France. Churchill, who knew a thing or two about a world war or two, called it a “world war,” since it also had American and Asian theaters.44 It is known as the Nine Years’ War, but it would really last a generation, while some historians mark it as the beginning of a second Hundred Years’ War between England and France (ending in 1815). In 1690, William drove James from Ireland. In 1691, he went fighting on the Continent, and in 1692 England destroyed the French navy and its plan to invade England.

        
        
          Finance

          When James briefly controlled Ireland, he minted coins from base metal and forced them on most spot transactions under penalty, promising to exchange them for silver coins after the war. Almost all coins were used to pay James’s Irish soldiers. It was just another episode of European siege money. Many refused to bring goods to market to avoid receiving these coins. James’s own government preferred not to accept this money in taxes. France refused having its soldiers there paid in these coins, so they were paid in gold and silver. In 1691, the victorious William declared the coins to be no money.45 As usual, debentures of soldiers and suppliers were backed by lands confiscated from Irish rebels.46

          The Glorious Revolution was a unique opportunity for financial innovators because constitutional monarchy and Parliament-controlled taxation replaced the grabbing Stuarts. At last, a large-scale bank—private or public—became possible. Even better, as the new king was Dutch and brought with him financial advisors, London could become a new Amsterdam. Moreover, the expensive war made the government listen to every financial proposal.47 An unprecedented flood of proposals was published in books and pamphlets, igniting the Financial Revolution.48 One type of proposals was a loan to the government through a “bank” that would issue “current” receipts (bills). In January 1692, a committee of the House of Commons refused granting such legal tender status to private bills.49 At this point, we must leave English finance—until chapter 15.

        
      
      
        The Intellectual and Scientific Revolutions

        As the First Civil War ended, England exploded with constitutional, economic, and religious ideas and experiments. This intellectual revolution included republicanism, universal male suffrage, communalism, and Quakerism.50 Thomas Hobbes’s 1651 Leviathan supported a despot to protect the people from anarchy, and popularized the theory of the state as a social contract. Hobbes regarded the state as an “artificial man”—equivalent to the human body and comprising all the state’s residents.

        Hobbes discussed “base money,” which is supported only by “the stamp of the place” of issue and thus “has its effect at home only.” That is, money with no intrinsic value can function only thanks to local legal support. Hobbes wrote of money in general:

        
          The conduits and ways by which it [money] is conveyed to the public use are of two sorts: one, that conveys it to the public coffers; the other, that issues the same out again for public payments. Of the first sort are collectors, receivers, and treasurers; of the second are the treasurers again, and the officers appointed for payment of several public or private ministers. And in this also the artificial man maintains his resemblance with the natural; whose veins, receiving the blood from the several parts of the body, carry it to the heart; where, being made vital, the heart by the arteries sends it out again, to enliven and enable for motion all the members of the same.51

        

        As part of his general “artificial man” analogy, Hobbes, like previous authors, equated money with blood; he upgraded it, though, following William Harvey’s recent discovery of the circulation of blood. It is remarkable that Hobbes found the equivalent to the heart in the treasury rather than in the mint that receives bullion and worn coin and emits new coin. The circulation of money is defined by everyone as both receiving money and spending it, but according to Hobbes, the state’s treasury is more than that: it is the heart of the system. Money is validated in that the treasury accepts it and spends it, thus allowing it to flow back to the private economy and function there as money. A reader might conclude that the “base money” Hobbes mentioned earlier works that way, as long as the treasury accepts it.

        After the next revolution, in 1690, the Leiden-trained Dr. Nicholas Barbon, a member of Parliament, published A Discourse on Trade. His chapter “Of Money, Credit, and Interest” begins by declaring: “Money is a value made by a law.” Therefore,

        
          it is not absolutely necessary [that] money should be made of gold or silver; for having its sole value from the law, it is not material upon what metal the stamp be set. Money has the same value, and performs the same uses, if it be made of brass, copper, tin, or anything else.52

        

        A reader might conclude that legally backed paper would also qualify.

        Another consequential upheaval of the century was the Scientific Revolution.53 No explicit link can be drawn with certainty between that European-wide event and monetary innovation in America, but there is circumstantial evidence. Beginning with Plato and Aristotle, scientists and philosophers historically had been interested in the economy and specifically in money, while others like Copernicus were asked to help design their kings’ monetary policies.54 Similarly, there would be interest in monetary economics among the very few scientists in early New England. Absorbing the revolutionary developments in science may have helped them ditch old ideas about money.

        Another reason to examine science is a dark shadow that hangs above the story told in this book: the shadow of nineteen people hanged in Salem for witchcraft. Some of the infamous judges of the witch trials in 1692 were among the genius legislators who created the new concept of money in 1690–1692. Understanding the confused and confusing scientific spirit of their time would explain that paradox.

        The Scientific Revolution began when Johannes Kepler and Galileo Galilei proved that Copernicus was right. As Galileo famously used the telescope to observe the moon, so did the Englishman Thomas Harriot, who also discovered sunspots. The Englishman Harvey discovered the circulation of blood. James I was centuries ahead of his time in his Counterblaste to Tobacco, which offered reasoned objections to and policy advice on smoking.55 A science enthusiast, James employed as chief minister the polymath Francis Bacon—the prophet of the Industrial Revolution, who called for a sustained effort to learn nature in order to use it to improve the condition of human living. Bacon promoted experiments to test theories and the inductive method that looked for empirical regularities in data.

        Bacon’s agenda was picked up by a group of Puritan scholars, led by the bank promoter Samuel Hartlib. According to the historian Carl Wennerlind, scientists in England envisioned and promoted unbounded economic growth, and saw an expanding quantity of money (through banks) as necessary to accompany that growth.56 Hartlib’s group was chartered after the Restoration by another science enthusiast—Charles II—as the Royal Society of London. Robert Hooke, the society’s chief experimenter, popularized the microscope by observing cells and examining fossils. Robert Boyle discovered a law of chemistry. Isaac Newton invented calculus, and his book on the laws of physics, published in 1687, is the climactic, abrupt end of the Scientific Revolution.

        These English achievements were part of a European-wide phenomenon of inventions and discoveries by Pascal (calculator), Torricelli (atmosphere and barometer), Leibniz (calculus), van Leeuwenhoek (germs), Pascal and von Guericke (vacuum), and Descartes (mathematics). The Scientific Revolution bridged the gap between the superstitious, backward-looking Middle Ages and the confident Enlightenment of the eighteenth century. It inspired an unprecedented, general atmosphere of learning, of daring to suggest new ideas that contradicted Aristotle and other ancient sages. The overarching theme was doubt, skepticism, criticism, and rebellion against authority. Specifically, commonsense observations were proven false: the sun did not revolve around Earth (Copernicus), Earth was not a perfect sphere (Newton), and planetary orbits were not circular (Kepler). Hobbes’s and Barbon’s challenge of the commonsense observation that precious-metal coins functioned as money because they were made of precious metal can be seen as part of that trend.

        Paradoxically, the Scientific Revolution overlapped the worst century of witch hunting in European history. Tens of thousands of people were executed throughout Europe. The worst cases were during the social and religious stress of major wars (the First Civil War in England, the Thirty Years’ War on the Continent).57 Hobbes denounced demonology as a pagan relic, but Parliament’s Act of Indemnity and Oblivion regarding the Interregnum seriously excepted “invocations, conjurations, witchcrafts, sorceries, enchantments, and charms.”58 The seeming paradox between science and witchcraft existed even at the individual level. The James VI of Scotland who authored Demonology was the same James I of England who wrote against smoking. Other proponents of new science against old errors strongly believed in Satan and witches.59 One may wonder if the intense popular belief in a powerful Satan practically converted Christianity from monotheism to bitheism. Similarly, Newton researched alchemy, the laws of physics, and the laws of Moses; for him, all were equally authored by God.60

        Some nonsense had monetary implications. During the Thirty Years’ War, the English physician Robert Child wrote: “The Emperor of Germany has found a secret to turn silver into gold, by the which he pays his army.”61 Wennerlind argues that despair of alchemy led English scientists to support banking as a method of increasing the money supply.62 (Although the alchemical path to gold proved to be a ridiculous dead end, we know that, indeed, one element could be turned into another for military purposes. Ask Hiroshima.)

        

        * * *

        If in 1584 England was hardly out of the Middle Ages, by 1692 it was on the verge of the modern age, emerging as a leader on several fronts: constitution, banking, public finance, and science. The balance of power shifted decisively toward Parliament. Goldsmiths’ banknotes and checks were routinely used by the elite, and dozens of proposals for better public finance were floated after the Glorious Revolution. The theory of land banks was developed. A mass issue of government war bonds had been attempted.

        The English knew far more about the natural world than their grandparents. In exact sciences, humanities, and social sciences, the old and traditional was giving way to new and innovative. When some of the very foundations of society—the king, his church, and Aristotle—were questioned (even beheaded), what was there to keep gold and silver in the definition of money?

        England experienced a chaotic century. Its constitutional shocks created large waves that rocked the distant American boat repeatedly, and as an unexpected side effect propelled the evolution of money in one colony.

      
    
  
    
      
        Part II

        The Atlantic

      
      Bernard Bailyn of Harvard University was one of the greatest scholars of colonial America. In 2012, at age ninety, he published a history of English America before 1680, titled The Barbarous Years.1 The term barbarous, the contemporary variant of barbaric, was reserved at the time mostly to describe Indians, and referred to both their physical conditions and behavior at war. Bailyn’s point was that the European colonists were barbaric in similar ways. Relative to European standards, they lived in deplorable physical conditions, and their behavior at war was not exemplary.

      Indeed, Spaniards, Portuguese, French, Dutch, English, Scots, even Swedes, Finns, Baltic Germans, and Arabs violently competed for the vast material and human resources in that humongous “Wild West” known to historians as the Atlantic World.2 Much of the violence concerned not wealth in general but currency specifically. To produce the silver coins needed to pay for their endless European wars, the Spaniards stole Indians’ metal and labor in forced mining. Silver from Spanish America could be stolen by English pirates or Dutch privateers in the Caribbean, brought to a nearby friendly colony, only to be sacked by French pirates, who would ship the coin again toward Europe, eventually to be stolen in the Eastern Atlantic by pirates from Algiers. Welcome to the jungle.

      Bailyn’s broad characterization of barbarity also affected colonial currency. The colonists found their new physical conditions intolerable, and so they tried to buy every possible manufactured good they could from Europe, even if that meant sending all their coin there in return, on top of commodities they exported. With no coin left, they improvised other, more crude forms of money for local use, thereby exacerbating their barbaric physical conditions. Not only did they have no feather pillows and glass windows, but they had to buy local goods and labor services with bushels of wheat and pounds of pork. The currency problem hit again, given the constant threat of violence from colonists, pirates, and privateers of other nations, and from Indians. War finance was thus a recurrent problem. How would soldiers get paid quickly when there is no coin for taxpayers to pay the treasury?

      However, the distance from Europe gave the colonists considerable freedom to try new solutions for both their money and war-finance problems. Some of them used that freedom to the fullest.

    
  
    
      
        Chapter Five

        Before 1630

        Harvesters of Money

      
      
        Get thee out of thy country, and from thy kindred, and from thy father’s house, unto a land that I will shew thee: And I will make of thee a great nation, and I will bless thee, and make thy name great.

        —Genesis 12:1–2, King James Version

      

      The 1690 invention of modern money in Massachusetts was the climax of a six-decade-long monetary innovation in the leading Puritan colony. This did not come out of the blue, nor did the Puritans have a monopoly on monetary innovation. English monetary improvisation began in the first colony: 1580s Roanoke. Between that and the emigration of the Massachusetts Bay Company to America in 1630, there were dozens of colonization attempts. Almost all of them failed. The smaller the colony and the shorter its life, the less is known about its monetary practices; but such colonies probably had no money at all, as will be explained below. Only colonies that provide relevant information are reviewed here.1

      This chapter establishes the regularity of coin shortage and its causes, and the adoption of local products as alternative commodity moneys in all English colonies, and a few others too.

      
        King Copper

        The main theme in standard histories of money in English America—from Jamestown to Independence—is lack of metal. It is surprising to find that the colonists’ first money, or near money, was metal. The dramatic rise and fall of copper money is told here for the first time.

        
          Roanoke

          In 1584, an English expeditionary force reached present-day North Carolina. It was sent by the courtier Walter Raleigh, who sought gold and silver, either by looting Spanish Florida or by mining.2 Raleigh’s men bartered with Indians during their short stay. Among the objects the English offered, there was only one that Indians had already used: copper, the elite’s jewelry.3 In 1585, Raleigh sent colonists to settle Roanoke Island and who subsequently confirmed copper’s importance.4

          Roanoke’s governor, Ralph Lane, observed that copper was used to “buy” within Indian society.5 His choice of word implies that he saw copper as money. Most anthropologists, followed by sociologists and some historians, see all exchange in traditional societies as gift exchange between acquaintances rather than monetary exchange, and so do not recognize that copper was money.6 This apparently small academic disagreement with economists and others is actually a cornerstone in the biggest debate in social sciences—whether capitalism or communism is more consistent with human nature. I can skip over this minefield because this book is not about Indian exchange; it is about the invention of modern money by colonists, for use among colonists. Indian money matters here only to the extent that it influenced colonists’ view and usage of money. Colonists’ view of Indian exchange, even if distorted, is the one that matters here. Incidentally, it is the same as economists’ view of money.

          The colonists regularly used copper to obtain all their food (mostly maize) from Indians. They forced a copper-for-maize trade during a failed expedition to find copper mines. Governor Lane described what was objectively barter in this way: Indians “sell” and colonists “buy”—implying again, but now in an intersocietal context, that copper was money.7 And why not? As he had done in shops in England, he gave metal and received food. Copper was perhaps not exactly money, because it did not circulate between the societies; it flowed from the English to the Indians on a one-way ticket. In the only documented offer of payment from Indians to English (ransom), no copper was used.8

          There is no information about usage of money within the colony, and probably there was none. The few colonists were all Raleigh’s employees. They worked together, using his resources and eating from the pool of food they “bought.” Like NASA astronauts on the moon, they did not establish economically independent households.

          Fearing more coerced trade, in 1586 the Roanoke Island chief hired other tribes with his new copper to attack the colony.9 This was no different from the contemporary use of gold and silver between kings in European wars. The colonists fled to England and recommended settling northward, in Chesapeake Bay. New colonists heading there stopped by in Roanoke in 1587 and disappeared. The armada and its aftermath then halted colonization.

          Raleigh kept searching for the lost colonists. The scientist he had sent there in 1585, the future astronomer Thomas Harriot, helped him in 1602 by listing items to be taken on board, including hundreds of square or round pieces of copper in a variety of specific sizes.10 Perhaps he specified a full range of denominations of copper money. This list was composed just after Elizabeth sent new copper coins to colonized Ireland.

        
        
          Jamestown

          James I’s peace with Spain renewed colonization. In 1606, he granted a charter to two groups of investors—from London and England’s western ports—to settle in America to find “gold, silver, and copper.” The charter allowed each colony to “establish and cause to be made a coin, to pass current there between the people of those several colonies, for the more ease of traffic and bargaining between and amongst them and the natives there.” James ordered an initial cooperative period, with all produce collected and equally distributed, making money initially quite redundant within the colony.11 The charter perhaps implicitly allowed exporting coin to the colony (as “necessary” or “needful” items), but a 1609 charter explicitly allowed exporting coin. That charter turned the London group into a large corporation (henceforth the Virginia Company). The export right and the coinage right remained intact in an extended 1612 charter.12

          The London group targeted Chesapeake Bay and founded Jamestown in 1607. The area was populated by Indians similar to Roanoke’s. Copper was their key form of wealth, status, and jewelry.13 White beads, cut from seashells with stone tools, were another object of decoration and wealth.14 These rawrenock beads were commonly called roanoke by the English—after the lost colony.15 Seashell beads were among the most common forms of jewelry in human history because every society had the requisite technology to process them, while only few learned later to process metals.

          Much like metals, seashell jewelry doubled as money all over the world (according to economists rather than anthropologists), and it was probably the most common form of money in history.16 A Jamestown official telling of an Indian transaction wrote that “they use [beads] and pass one to another, as we do money.” The colonist John Smith provided a general description: “Their manner of trading is for copper, beads, and such like; for which they give such commodities as they have.”17 This is the definition of a general medium of exchange.

          Indeed, colonists documented copper and beads as dominating intra-Indian transactions: pay for labor, for service in war and heroism in war, for taxes, for tributes to king and gods, and for brides (the latter with the terms buy, sold, pay, and price).18 Usually, copper served transactions of high economic value, while beads were for traditional and symbolic transactions. Most important, the payment of these objects as alimony and in charity indicates that they were expected to buy all of life’s necessities.19 Copper and beads also dominated pseudomonetary contexts: Indians were “covetous” of them, bet on them, hid them in the ground, took them for travel, stole them from travelers, and were executed for stealing them. These objects caused wars like Europe’s gold and silver, wrote Smith.20

          The colony’s leaders were one degree of separation from Roanoke’s scientist Thomas Harriot,21 and it was probably he who advised them to bring copper. They also brought glass beads, other “toys” such as bells, and iron tools such as hatchets.22 The colony obtained food from Indians, and hired guides, canoes, and rowers.23 Colonists’ terminology was mostly of barter (“commodities” given in “trade for corn”), but there was some use of monetary terms—again, the colonists “buy” while Indians “sell.”24 Noticing Indians’ estimation of copper, John Smith gave the local leader, Powhatan, a copper gift, and later crowned him as a vassal of James I with a copper crown.25 For two years, colonists generally gave copper in exchange for goods, services, and men (English captives) and used copper as a medium of unilateral payments. They said that two Indian guides “would have betrayed both their king and kindred for a piece of copper,” reminding of how Jesus was betrayed “for thirty pieces of silver.”26 Copper was also the unit of account, and Smith apparently followed Harriot in suggesting standardized copper pieces for payments (“an inch square”).27 Again, there is no evidence of copper circulating back to the English. In many transactions, the colonists offered “beads,” of either glass or seashell. The latter were produced in Jamestown by hired Indians.28

          Flooded with copper, in 1608 the Indians raised maize prices and in 1609 rejected copper altogether, leading Smith to forced trade.29 He later extorted “contribution” as protection money, which was probably paid in maize.30 In 1610, the colony was briefly abandoned and restarted as a military garrison. The devalued copper—far less common after 1610, per archeological findings—still served as a unit of account, but was eclipsed in monetary contexts by beads and hatchets.31 Copper was still king only faraway, on the Potomac River. In 1613, colonial traders there paid copper to ransom an Englishman, and the chief who betrayed Pocahontas to the English was rewarded mostly “with a small copper kettle.”32 Thus the daughter of Powhatan, King Copper, was sold for copper.

          The new monetary king was glass beads shipped from England. In 1621, the company referred to glass beads as “the money you trade with the natives,” and sent Italian experts in a vain effort to produce beads locally.33 In 1622, a surprise Indian attack killed a third of the colonists—and the Virginia Company, because King James revoked the charter and his heir, Charles, turned Virginia into a royal colony. With the company gone, no more evidence was left of the monetary use of beads, copper, and hatchets.34

          Another Indian-related money was fur. In the very beginning, colonists illegally traded the colony’s tools and arms to Indians in exchange for furs, then traded the furs for food and alcohol clandestinely provided by individual sailors of supply ships.35 Fur functioned as money in the limited sense that colonists regularly accepted it from Indians only for purchasing European goods. The later martial law outlawed all trade with any outsiders.36

          As a cooperative, Jamestown at first supposedly did not need an internal medium of exchange, but archeologists have found many coins there. Colonists expected this and brought coin weights to measure the coins’ intrinsic worth.37 The later martial law outlawed internal trade in Virginia Company–owned goods and services.38 Payments from the colony to individuals were rare but sometimes necessary, as for soldiers in dangerous expeditions to obtain maize. These and others were rewarded with maize, which was often ruined by rain, rats, and worms.39

        
        
          Copper as a Dead End

          In both Raleigh’s Roanoke and the cooperative-turned-garrison of Jamestown, there was hardly any role for money in the colony. The main action was the use of copper in the essential trade with Indians. The English discovery of copper in America had diametrically different results from the Spanish discovery of silver in America. The latter discovery flooded Europe with silver and resulted in inflation. Copper, on the other hand, would not affect money in Europe and would not even be money in America among colonists. On the contrary, realizing the demand for it in America, the colonists imported copper from Europe, came close to minting it, overused it in exchange, caused inflation, and ruined its traditional exchange use among Indians.

          Roanoke and Jamestown could influence the monetary thinking of prospective colonists. Discovering copper and seashell money among Indians perhaps reinforced their Old World view that jewelry material was proper money. But it also opened their eyes to materials other than precious metal and to forms other than coins. This was one small aspect of Europe’s exposure to Native American ideas and practices.40 Most important, it showed that an object which English people found to be intrinsically useless could function as money—if only with non-English people.

        
      
      
        King Tobacco

        After harvesting virtually nothing but sorrow, beginning in 1615 Virginians raised tobacco for export.41 Tobacco transformed not only Virginia but the entire English colonization of warm areas, where it quickly became both the only export good and the leading money. Virginia’s colonists traded tobacco directly with European ships for European goods. Some used monetary terminology (colonists “buy,” company ships “sell”).42 It was prone to look like a monetary transaction, since each planter gave one object and received in return a large variety of commodities. But our interest lies in monetary trade within the colony. The transition to tobacco was simultaneous with a transition from a cooperative garrison to a privatized democracy. When plots were privatized, the rent was paid in the “best Indian wheat” (maize). The “best” was required because naturally planters would prefer to pay the worst. Everyone also had to contribute a period of work for the colony. Instead of salaries in coin, officials were given half the produce made by company servants on company land. Land was used to reward anyone paying for the importation of new colonists.43

        The privatized economy had more potential for internal trade, but the standard description of Virginia (among contemporaries and historians alike) left little need for money. First, supposedly “every man” grew only tobacco for export, not even raising enough grain for their own consumption.44 What, then, could they trade with each other? Second, most colonists were young single men. They lacked the demand for the wide variety of goods and services that families, and thus normal societies, require. This should have made barter more feasible. Third, and more important, these men were indentured servants. Picked from the streets and prisons of England, these tired, poor, huddled masses were treated little better than livestock by tobacco planters. Their barter contracts required no money, giving them minimal food, drink, clothes, and housing to stay alive.45 The few stolen Africans had the same status at that stage. Each plantation was a household with no internal payments: master, family, and servants. Fourth, because tobacco quickly exhausted the land, planters dispersed in isolated plantations. Trade required a boat, and time. Planters did not need to go to Jamestown to export their tobacco, because Virginia’s numerous rivers are very deep; European ships came to each plantation and bartered there for tobacco.46 Richard Sylla has concluded that Virginia “possibly had less internal commerce” than normal, diversified contemporary societies.47

        While Sylla is certainly correct, the “buying and selling” or leasing of servants, and legal maximum wages for nine professions, indicate there was a role for a medium of exchange, while the presence of resident merchants shows more-sophisticated commerce than usually imagined.48 Credit was difficult because the isolated plantations did not constitute a genuine community, and because about 50 percent of colonists died every year from disease and war. In the role of money, coin and maize were soon defeated by tobacco. In 1618, the proprietors in England of one plantation gave “ten shillings,” probably in coin, to every man they sent.49 The company demanded rent in shillings and pence, but the colonists’ first assembly in 1619 petitioned not “to exact money of us (whereof we have none at all, as we have no mint), but the true value of the rent in commodity” (i.e., tobacco).50 Why did they have no mint? The local council could establish one, according to the charters, but the colony was dirt poor, with neither tools nor professionals. It did not even have a single working plough.51 However, the absence of a mint cannot be the only reason for having no coin “at all.” Almost all counties in England did not have mints, and yet they usually had enough London-issued coins. I will return to this at the end of the chapter.

        The 1619 assembly used monetary units (i.e., pounds, shillings, pence) in most laws, but its tax was denominated in tobacco.52 By 1624, tobacco was referred to by colonists as “our money,” while Smith wrote, “Tobacco . . . passes there as current silver.”53 It did take over all the functions of money—it paid for goods and services, and it paid wages, debts, taxes, fees, and fines. The colony’s budget was listed entirely in pounds of tobacco. Laws required that only “merchantable” tobacco be paid. The term was defined in the sister colony of Bermuda as tobacco which was “sufficient and worthy to pass currently among merchants.”54 Nobody wanted to receive tobacco that, down the line of payments and transactions, would be refused by merchants shipping tobacco to Europe. The government probably accepted the reality of tobacco money as it emerged in the private economy rather than initiate it. However, once the government accommodated to that situation and endorsed it in laws specifying taxes, fines, fees, and maximum prices and wages, it reinforced and cemented tobacco’s use in the private economy.

        But tobacco was a bad money—perishable, bulky, seasonal, and heterogeneous in quality.55 The local government complained:

        
          We find that nothing has hindered the proceedings of arts [i.e., artisans’ work], manual trades and staple commodities, more than the want of money amongst us, which makes all men to apply themselves to tobacco, because there is not tobacco (which is our money) all the year, to pay workmen, and the recovery of debts, as the crop is not without trouble, and the condition of what they shall receive uncertain.56

        

        Because Virginia specialized in tobacco, it emerged as money. People had no incentive to specialize in anything else, as they would in a normal monetary economy, because there was no good money to be paid for the job, and so their best resort was to grow tobacco like everyone else. Virginia was trapped in a tobacco addiction.

        Such a bad money made credit more appealing. One governor’s will ordered selling all his property, prominently including “debts,” for tobacco.57 These debts were probably bills that others issued to him. It implies that bills, presumably denominated in tobacco, were tradable. Trilateral settlements of debt saved on transport costs: as in England, creditors of the colony were sent to nearby tax collectors to receive the tobacco owed them by the colony, instead of having everything sent to and from Jamestown.58

        Privatization created a new problem for war finance. Those leaving their private plantations and serving as soldiers required compensation from the rest. Maize looted from Indians was the official medium of payment to soldiers, so expeditions were scheduled to the season in which ripe maize was on the ground. As in Europe, payments to soldiers could dictate the most important military decisions. There was also a tobacco tax to fund a garrison.59

      
      
        The Islands

        After a Virginia Company fleet crashed unto uninhabited Bermuda, it was included in the 1612 Virginia charter, but in 1615 a charter was given to a new, offshoot company. The economy was similar to Virginia’s and had the same transition from monetary units, coin, and grain to tobacco. More colonies were founded by courtiers and merchants in Caribbean islands: Saint Christopher (today Saint Kitts), Barbados, and Nevis. They also grew tobacco and used it as a medium of paying rents and taxes.60 Further north, Newfoundland was the great crossroads of Atlantic fishermen. A succession of courtiers left a paper trail of colonization (including a 1610 coinage privilege) but few results on the ground.61 One governor was instructed to buy from fishermen the staple goods—dried fish and oil. Fines were later collected from fishermen in these same goods, even though local laws specified fines in monetary units.62

        Bermuda is important as the first English colony with a special coin. Already in 1612 the governor was promised “coin sent unto you” to pay wages, and in the meanwhile he was to register all debts for wages and workers’ debts to the company’s store. The governor and minister barely kept the population working for the company with promises of impending pay.63 The Bermuda charter gave a coinage privilege to the General Court of shareholders in London.64 In 1616, the governor received from the new company

        
          a base coin . . . whereby you may give to such men their weekly wages . . . with which coin it shall be lawful and free for them to buy any provisions out of the store or any fish, corn, tools or any other thing in the islands where they can get the same. And to that end you shall proclaim the said coin to be current to pass freely from man to man.65

        

        The Bermuda Company thought that a little, isolated faraway community did not need precious metal. The company’s commitment that its “store”—the only regular supplier of European goods—would accept this intrinsically useless coin was a critical feature. Thus, the first English coin of the New World relied not on intrinsic value but on a closed circuit, centered in a monopoly that both issued the money and accepted it in its store.

        There is scant evidence that the coins circulated. John Smith wrote about company workers’ compensation in 1616: “Besides meat, drink, and clothes, they had for a time a certain kind of brass money with a hog on the one side, in memory of the abundance of hogs [that] was found at their first landing.” Smith or someone else added that this coin “was, in a scoff, termed by the people hog money.”66 (Less than a hundred such coins, in fact made from bronze, have survived. Denominations are two-, three-, six-, and twelvepence.67)

        Why did the coins fail in the long run? First, the scheme was optional, as the default arrangement was for workers to receive tobacco dividends rather than fixed wages in coin. Second, tobacco crowded out all alternatives as in Virginia—aided by the company that sometimes demanded to be paid in tobacco.68 Third, token copper farthings had failed in England a few years earlier.

        As tobacco became the main money, those with monopolistic power—the alcohol seller, the ferryman, the minister—still demanded precious-metal coins.69 The government paid such coins only to finders of the only exceptional natural resource—stinky, expensive ambergris.70 Export of coin and gold was restricted because paying for imported alcohol in coin resulted in

        
          the utter ransack of these islands of the small store of coin they formerly had and the overthrow of commerce and trade amongst us the inhabitants through want thereof, as we feel by daily and woeful experience.71

        

        While Virginia was a disastrous battleground with Indians and tropical diseases, the more peaceful Bermuda proved that many features of English credit could be replicated in a colony: bills, assignations, setoffs, trilateral debt settlements, and debtors’ prison.72 There may even have been public-finance inventions when the governor issued personal bills to public workers (a later tax gave him tobacco to redeem his bills), and taxpayers were allowed to issue bills to the treasury if they were short of tobacco.73

      
      
        The Separatists of Plymouth

        English Separatist exiles in Leiden partnered with English merchants to fund their relocation to America. They established Plymouth in 1620 as a partial commune, but privatized agriculture in 1623.74 Privatization created opportunities for internal trade, while the dominance of families could have implied high demand for money, except that the Separatists had humble material demands.75 Maize was first treated as a commodity, but soon became the unit of account and medium of paying taxes, peaking as money in 1624. Governor William Bradford noted:

        
          They began now highly to prize corn as more precious than silver, and those that had some to spare began to trade one with another for small things, by the quart, pottle, and peck, etc.; for money they had none, and if any had, corn was preferred before it.76

        

        Soon monetary units of account made a comeback and dominated, while maize continued dominating as physical money. There were occasional transactions in which the medium of payment also served as the unit of account—coin, maize, cattle, beaver fur, or Virginian tobacco.77

        The monetary legacy of Plymouth’s Separatists was separating the unit of account from physical money. In England, that was common only in agricultural rents, and that was the Separatists’ background. Their agricultural economy generalized the separation and took it to a new level. The separation of the spoken word from the physical item was natural to all English people, who often said “pound” without there being a coin called pound, or said “shilling” while giving a bill instead of a coin.

        The few Separatists could establish long-term credit with their literate church “brethren,” in writing or otherwise. It was not necessarily a problem that most Plymouth colonists were non-Separatist employees of the English merchants, because law enforcement and the cold calculation of reputation could work just as well, especially in a tiny, isolated, stable community. Credit was made more feasible when starvation ended, and there was indeed credit at least at the community’s storehouse.78

        No great thoughts on money could be expected from farmers who generalized the most primitive form of payment in English society. Only their leader, William Brewster, was a gentleman. But in retrospect, we could expect more from them. They had lived in Leiden, where paper money had been printed in the famous 1574 siege. Could their printer Edward Winslow and soldier Miles Standish not hear about it while living there? How about the nearby Bank of Amsterdam? They did adopt Dutch institutions they liked.79 Perhaps the convertible siege money and merchants’ bank in a world of gold and silver coins seemed too different from their circumstances to imitate.

        The elite developed expertise in trade in order to survive, and so, by 1628, Bradford, Brewster, Winslow, and Standish designated themselves “merchants.”80 The staple product they shipped to Europe was beaver fur for the hat industry. They obtained it from Indians in northern areas, in exchange for nearby wampum—the Long Island version of Virginia’s roanoke seashell beads.81 There is no record of wampum being used within the colony during that decade. Plymouth learned about wampum’s utility from its Dutch neighbors.

      
      
        Seashells in New Netherland

        The United Provinces granted New Netherland to its West India Company. From 1623, the company colonized the Hudson River with trading posts in New Amsterdam on Manhattan Island and Fort Orange (today’s Albany) upstream close to beaver sources. As with roanoke, colonists thought wampum had already functioned as intra-Indian money. New Netherland’s chief merchant Isaack de Rasieres provided the first detailed report, in the 1620s: Indians “consider it as valuable as we do money since one can buy with it everything they have.”82

        The colonists bought land, fur, and food from Indians. Manhattan was “purchased . . . for the value of 60 guilders,” but it is unknown what objects were given in return. In other transactions, the Dutch gave cloth, metal tools, glass beads—and wampum. How did the Dutch obtain that wampum? In some cases, they traded tools for it.83 Wampum thus circulated back and forth from Indians to Dutch and back. Northern tribes near Fort Orange were given wampum for furs, and de Rasieres taught Plymouth to do the same in northern New England.84

        Inside the colony, the fur traders were fed by local farmers. The latter were also allowed to sell food surpluses to company workers. There is no information on how transactions were made within the colony, but the presence of regular money (“geld”) was noted.85 Wampum probably did not yet circulate within the colony (de Rasieres would have reported it).

      
      
        Beavers in Canada

        New France was a similar collection of trading posts of beaver furs, but it relied on food shipments from France. It was organized in two jurisdictions: Canada on the Saint Lawrence River, and Acadia (today’s Nova Scotia, New Brunswick, and Maine). Even though only one distant tribe was known to have used fur as money, fur became full-fledged money in Indian–French relations. Indians gave fur for manufactures, food, and political support, and in unilateral payments. It was the unit of account in the fur trade and other transactions. It circulated back to Indians when the French obtained from them food and made unilateral payments (presents) to Indians.86

        With less than a hundred inhabitants, Canada needed an internal medium of exchange only because the inhabitants belonged to different groups: old and new chartered companies, two missionary orders, a royally appointed government, and private colonists. Fur was the money among them all, and with European ships, generally used to buy manufactures, food, and travel to France. Although the company had there a stock of coin, only one coin transaction was documented—and the unit of account was fur.87 Even the Scotsman David Kirke, who occupied Canada in 1629 as part of the Thirty Years’ War, treated fur as money. He gave the colonists food for the journey to France in exchange for fur, which all recognized as the most important local property.88

      
      
        A Theoretical Reappraisal: Follow the Money

        There was considerable variation among the colonies surveyed: English, Dutch, or French; owned by kings, courtiers, or companies; with or without an assembly; starting communally or not; situated from the frozen to the tropics; with populations of dozens to thousands; with or without a coinage privilege. All this variation did not matter for money. Where information is available, a colony’s main harvest became its internal physical money and usually also its unit of account: beaver fur in Canada, fish in Newfoundland, maize in Plymouth, tobacco in Virginia and the southern islands. Monetary items that were considered valuable only to Indians—copper and seashell beads—did not (yet) circulate within colonies as far as we know.

        Every colony started with little coin, because individual colonists did not bring much coin. There was nobody around to buy from (except Indians, who preferred other objects), and most colonists worked for the same company or cooperative. The many servants were too poor to bring any coin. But why did the problem remain? The great variety of different types of commodity money in America has long been noticed by economic historians. Following the colonists’ complaints, scholars have attributed this practice to a chronic shortage of coins. That shortage was caused, so it is argued, by a deficit in the balance of trade: the colonies exported too little and imported too much.89 The colonists found themselves in a Stone Age environment, and were utterly desperate in their demand for basic manufactured European goods—especially clothes and iron tools—and sometimes food. Their export of products such as tobacco and fur was not enough to pay for imported goods, so they settled the deficit with coin. Then there was no coin left for internal trade within each colony.

        The economic historian Farley Grubb recently explained why coin was used so much in buying imports. Think of the individual colonist’s dilemma, of what to do with a coin he has. He can buy with it either a local good or an imported good. Grubb shows that it could be optimal to use the coin for an imported good because a local good could be obtained through barter, especially “efficient barter” of a store’s book credit.90 While a random visiting European ship might never be seen again and so would demand finalizing a transaction on the spot with coin, a neighbor would be there for the long run, happy with a later setoff.

        But if the colonists were the ones who chose to send the coins away, why did they complain about it? When one colonist decided to use coin to buy from a ship, he took into account only how this would affect himself. But in taking that coin out of the local economy, he took it out, in fact, from an indefinite amount of consecutive transactions that this coin could have facilitated in the local economy. In economics, this is called an externality—one person’s action influences others’ well-being without it being priced and traded in the market. A modern example would be a driver’s contribution to a traffic jam he complains about.

        The colonists found themselves in the situation analyzed in chapter 2: so little coin that, at any moment, many didn’t have any at all. Could prices have gone down and solved the problem? The data do not show prices and wages clustered at the lowest denominations of fractions of a penny. Far from it. Why didn’t prices decline to that level? One possible reason, following chapter 2, is the indivisibility of coin, which distorts the quantity theory of money. A colonial mint, reminting European coins into the smallest denominations, might have solved the problem. But the pre-1620 colonies that got a coinage license were physically and financially unable to pull it off. Only the relatively peaceful Bermuda had such coins, and those were probably sent from England. Most charters granted after 1620, when the Crown started losing control at home, were no longer generous with this part of the royal prerogative.91 Without a mint, colonists could have broken every coin available into fractions, as happened in Virginia. But it was impossible with simple tools to go below one-eighth of a coin.

        Another reason is that the quantity theory of money—connecting prices to the amount of money—is not an automatic mechanism. It works through the presence of shoppers and their money in shops. If the amount of money is low, fewer shoppers show up and/or each shopper brings less money, and this forces prices down. Colonists could have stayed home, frustrated without coins, waiting for prices to decline (probably in vain, because of coins’ indivisibility).92 But they outsmarted the quantity theory. Not content with the amount of coin and its indivisibility, they brought to the shops alternatives: commodity money or barter, with or without credit. However inconvenient physically, that kept the demand in shops high and, as Grubb put it, created “a price floor” that prevented prices from declining.93 The quantity theory of money probably did not fail in America, if we count not only coins but alternatives too.94 The colonists’ ingenious response to indivisibility of coins, though, locked them into a monetary equilibrium of awkward moneys.

      
    
  
    
      
        Chapter Six

        The Puritan Exodus, 1629–1640

        General Features

      
      
        Then the Lord said unto Moses, go in unto Pharaoh, and tell him, Thus saith the Lord God of the Hebrews, Let my people go, that they may serve me.

        —Exodus 9:1, King James Version

      

      Within a decade, a new group of colonies emerged in New England, led by Massachusetts. On average, the new colonists were more affluent, educated, and religious than previous ones. The basic constitutional and demographic structure of Massachusetts was established in this decade.1 This included an awkward corporate structure, a fragile state of near independence from England, a lay leadership knowledgeable in law and commerce, an intellectual religious elite engaged in economic policy, an accountable and partially representative legislature, executive committees with checks and balances, and an open mind for adaptation to the new circumstances. These features are covered here and would be relevant for the monetary invention of 1690. (The search for a convenient money began in this decade; this topic, along with methods of war finance, is deferred until the next chapter.)

      
        Corporate America

        The constitutional and religious troubles of late 1620s England, together with Plymouth’s success, led some Puritans to consider moving to New England. The western ports’ investors of the 1606 Virginia charter had been rechartered as the Council for New England just before the Separatists squatted on their land. Later, Robert Rich, the Earl of Warwick, the chief pro-Puritan noble, served as president of that council. He somehow got these Puritans a council grant and then a royal charter in 1629.2 Within days, Charles dissolved Parliament and began his Personal Rule, putting Warwick’s achievement at risk. “The Governor and Company of the Massachusetts Bay in New England” would spend enormous amounts of time, energy, money, and legal skill, for decades to come, in order to preserve the charter.

        The company had a General Court of shareholders to make laws, appoint officers, and annually elect the Court of Assistants, which ran the company. That latter court included the governor, the deputy governor, and eighteen assistants. The company was granted most of the usual rights of colonial charters, including making laws “not contrary or repugnant to the laws and statutes” of England, and exporting to the colony everything “necessary” for the colonists’ “use” and “for trade with the people there” (perhaps including coin).3 Like other late charters, it lacked a coinage privilege.

        Soon the company, led by London merchants, made an unprecedented decision in the history of English colonization: transfer the government and charter to America. Most grantees and shareholders stayed in England. In 1630, Governor John Winthrop and Deputy Governor Thomas Dudley led a few assistants and seven hundred emigrants to Massachusetts Bay. More than ten thousand people followed them that decade.

      
      
        Demographics

        
          Civil Leadership

          The Court of Assistants that moved to America was unimpressive, having neither nobles nor important merchants. The only knight, Sir Richard Saltonstall, unknightly fled back after the first winter. The court was composed of gentlemen experienced in law, business, and administration. Winthrop, a barrister’s son, was a Cambridge dropout who later studied law. He was lord of a manor and justice of the peace of his community. Winthrop was an attorney at a special royal court in London, and wrote bills for parliamentary committees. For the following two decades he would dominate the Massachusetts government. Dudley was a clerk to a judge and later the steward of a deeply indebted earl. The assistants had similar education and experience, and one had been a member of Parliament.4 These serious men organized colonization better than in most colonies, and had only one year of hardship; they were not Plymouth’s amateurs. Their main advantage over London merchants who controlled earlier colonial companies was their presence on the ground and their noncommercial mission. They went to build their own durable home, not to make a quick profit.

          There was a promising young generation of assistants. John Winthrop Jr. was a brilliant polymath. He studied at Trinity College, Dublin, studied law in London, served in the La Rochelle expedition, and was an amateur chemist, alchemist, and engineer.5 Dudley’s son-in-law, Simon Bradstreet, studied at Cambridge. Winthrop and Dudley became relatives after their children’s marriage, initiating a custom of elite inbreeding. Little social mobility at the top joined with the customary English deference, and the nonmigration of the nobility, to enable a few gentlemen dynasties to play the role of nobility.6 Toward 1690, we will meet two of John Winthrop Jr.’s sons, another grandson of John Winthrop Sr.; Dudley’s son; and the elderly Simon Bradstreet himself, all playing key roles.

        
        
          Religious Leadership

          The emigrating ministers had mostly studied at Cambridge, and some had taught there.7 New England Puritans differed from most Puritans in that the pillar of their theology, polity, church structure, and even militia was the contract. The covenant of grace postulated a contract between God and every person, promising success in life and the afterlife in return for faith. Pastors regularly used contractual legal terminology: covenant, agreement, compact, engagement, treaty, indentures, contractor, bonds, mutual obligations, surety, suit, written and sealed. God’s debt was likened to a monetary debt that must be repaid. From this theology they derived a political contract between government and people ruled by their own consent (at the colony level and town level), and a contract between members of each church. Such a Congregational church, which elected its officers, was a completely autonomous unit. This structure also inspired a covenanted militia in which soldiers nominated their officers.8 Perhaps this contractual foundation of emigration and settlement gave an extra moral value to contracted debts. It may be relevant for the invention of a money that relied only on public debts.

          The leading ministers were formidable intellectuals. Though barred from civil government, lay leaders regularly consulted them on key matters such as constitution and war, because the only goal of the colony was to serve as a religious refuge.9 Ministers were also engaged in economic issues. For example, excessive prices and wages bothered them as “great dishonor of God, the scandal of the gospel,” so a committee of twenty-nine legislators and ministers considered the problem. John Cotton, the clergy’s star, instructed merchants how to price goods and loans ethically.10 A lawyer’s son, he drafted a legal code for the court. After presenting the form of government, his document has four economic chapters before the criminal chapter with those biblical death penalties that Puritans cherished.11 Some ministers understood investments and financial instruments.12 Hugh Peter, stepfather-in-law of John Winthrop Jr., exceeded them all: before and after his appointment as Salem’s pastor, he promoted fisheries, shipbuilding, and home production of goods during winter, and he was involved in international trade.13

          The presence of dozens of university graduates and ministers on a religious mission resulted in the ambitious plan to establish a college to educate the next generation of ministers and lay elite, “not only in divinity but in other arts and sciences and in law also, for that would be very material for the welfare of our commonwealth.”14 The quick founding of the college, with a library and a printing press, put Massachusetts decades ahead of other English colonies. The press’s first products were the freeman’s oath, an almanac for farmers and mariners, and a religious book.15

          Cotton’s code punished witchcraft—“fellowship by covenant with a familiar spirit”—by death. He and Winthrop suspected female religious opponents of having connections to witchcraft, and attributed their “monstrous” newborns to their “monstrous errors” in religion.16 Winthrop was curious and superstitious about other unusual natural phenomena—he believed in cruentation and documented others’ reports of strange lights in the sky.17

        
        
          Land of the Free

          Massachusetts’s colonists were the first to have a majority of middle-class families—headed by gentlemen, yeomen, and affluent artisans. They were literate and numerate. Extended families and networks of friends arrived together, often following their ministers. The immigrants spread out across Massachusetts Bay and later across New England, creating tiny colonies such as Connecticut and Rhode Island. In New Hampshire and Maine there were also Anglican colonists sent by proprietors of the Council for New England (figure 6.1). The dominant form of settlement was a Plymouth-like village centered around the meeting house, which was used for both religious and civil gatherings. Strong community spirit was maintained by regulating town size, visitors, and real estate sales to outsiders.18
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              Figure 6.1 New England in 1640.

            
          
          The middle-class immigrants liquidated their England estates and used the proceeds to pay for their initial expenses in America. Once these resources were gone, they had to find a way to buy English goods. Their customary lifestyle implied high demand for high-quality domestic manufactures and food, but they had neither an easy staple product like tobacco nor as much beaver as other colonies. Ships bringing the first immigrants left Massachusetts empty.19

          The colonists found three solutions: First, they built houses, cleared fields, raised grain and livestock, and sold them to newcomers who arrived gradually. The most desired English goods were therefore agricultural equipment, consisting of items from spades to windmills.20 Most farmwork was done by family members. Servants (including very few Africans) were only a third of the workforce.21 Second, Massachusetts became a trade center, connected to all other English people in the Atlantic—in Ireland, Virginia, Bermuda, the Caribbean colonies, privateer ships, even the new Catholic refuge of Maryland. Ships began returning from Massachusetts to Europe with products of other colonies.22 Third, new fishing towns harvested the Newfoundland waters, and Massachusetts sent the processed fish to Iberia, where Catholic dietary restrictions assured permanent high demand. The merchants received in return wine or fine wool, which they sold in England, and used the proceeds to buy manufactures.23

        
      
      
        Constitution

        The immigrants’ tasks included preserving their charter from a hostile king, and modifying the corporate structure into an accountable, effective government. A key tool for the latter task was the committee.

        
          Home of the Brave

          Unlike earlier colonies, Massachusetts was completely independent in church and nearly independent in state. Physically separated by three thousand miles from the Church of England, the colonists converted in a practical sense from Puritans to Separatists. They neither saw nor would obey a bishop ever again. Unlike Plymouth, Massachusetts thought that religious independence required constitutional independence. As the king’s father put it: “No bishop, no king” (chapter 4’s epigraph). The only thing Massachusetts wanted from the king was to be left alone. To maintain independence, the charter was followed when not too inconvenient, in letter if not in spirit.24

          The Council for New England deposed its president, the Earl of Warwick, and cried foul about the charter. A subcommittee of the Privy Council, chaired by the terrorizing archbishop of Canterbury, was authorized to revoke charters and appoint colonial governors. Massachusetts responded with military preparations to defend itself against an armed English invasion. Instead came a torrent of legal threats, orders, and commissions. The lawyerly elite found technical reasons in their defense, and practically ignored everything, even a message that the charter was revoked. Massachusetts bought time until the Scottish rebellion distracted England.25

        
        
          Accountability

          With almost all shareholders staying in England, the General Court became identical to the Court of Assistants—governor, deputy governor, and assistants. These men held all the executive, legislative, and judicial powers. They became known as magistrates, since each one was also given judicial authority in his community. Though up for election every year, they practically became an aristocracy. Inspired by the English constitutional tradition of checks and balances between Lords and Commons, the absent shareholders in the General Court were replaced by two deputies from each town.26 (For most purposes of this book, it does not matter whether something was ordered by the General Court or the Court of Assistants [a.k.a. council], so references will be made to “the court.”)

          Magistrates and deputies were elected by residents who were made freemen of the colony. The novelty was that only male members of churches could become freemen. One was admitted a church member only if he or she proved to the congregation to have had a genuine transformative experience of faith and lived a “saintly” life.27 There was no priority in church membership for rich merchants over poor laborers.28 The freemen were a minority; by 1640, when there were nine thousand residents, the freemen list had a thousand names, including many who died or left.29 However, most of the nine thousand residents were women, children, and servants—who could vote neither there nor in any other contemporary English jurisdiction. Therefore, the freemen were a very significant percentage of the free men, meaning that Massachusetts was more democratic than most places. On economic issues, court members were far more accountable to the population than in England’s wealth-based representative system.30

          Another key feature of the Massachusetts constitution was the town meeting, held in the meetinghouse, which mostly served as a church. There was no mayor, but each town was managed by annually elected selectmen. Complaints and ideas about any issue could have been raised at the town meeting—by anyone—and the message conveyed by the deputies to the court. Nobody was banished, silenced, or punished over economic ideas, as they were for religious and political dissent.

          As soon as the freemen sent deputies to the General Court in 1634, legislation became more attuned to the needs of the lower free classes (e.g., a property tax rather than a head tax), and some orders started with “whereas complaint has been made” to show attention to popular will and to justify legislation to constituents.31 The deputies pushed for a code of laws to preserve people’s rights against magisterial whims. One attempt to write it started from below, with each town’s freemen submitting proposals. The court sent a draft code back to all freemen for consideration.32 This was unthinkable in other contemporary English jurisdictions. Overall, the elected leadership was highly accountable to a significant part of the population, and was expected to solve their problems.

        
        
          Committees

          One critical tool of the Massachusetts government that historians have completely overlooked is the committee—surely the least exciting of topics. To remind, and to motivate the reader, this topic is relevant because the 1690 money would be issued by a committee with political checks and balances. Moreover, this feature is present today, as the quantity of money is determined by the world-famous Federal Open Market Committee and its many imitators around the world.

          Like other commercial companies, the Massachusetts Bay Company appointed committees while in England, because the Court of Assistants was either too large or not representative enough for some purposes.33 In America, the transformation of the company into a self-governing colony required a permanent administrative apparatus that was missing from the charter.34 The solution was found in the routine creation of ad hoc committees for many issues.35 Such committees were also employed by towns, judicial courts, and churches.36

          Court-appointed committees had several basic, lasting features. First, they can be categorized to four types. Most were executive committees, having a specific, important operational task to perform, such as preparing for an expected English invasion. An administrative committee was similar, but the job was less important and required far less discretion (e.g., paying creditors from an estate). There were also advisory committees and investigative committees as in England (p. 27).37

          Second, committees were prominent in military emergencies, because then the nakedness of the central government was fully revealed. As a typical early modern state, the central government normally did very little, relegating most affairs to town, church, and the private economy. The war committee preparing for invasion was aided by other committees that fortified and armed the colony.38

          Third, committee members could be either magistrates, deputies, or other freemen. The typical committee was “mixed,” to use a later term that would describe the General Court—that is, the typical committee included members from at least two of these groups. Deputies, however, dominated committees.39 Compared with magistrates, they were numerous and were off duty when court was not in session. Perhaps they used their power in court to force their appointments to most committees, balancing the magistrates’ legislative power with their own involvement in executive issues. Magistrates dominated committees only on critical issues such as war and the college. Compared with unelected freemen, deputies were considered more capable, they were known in person to the magistrates with whom they sat at the unicameral court, and they usually had executive experience in their towns.40 The frequent use of former deputies in committees is consistent with this explanation.41

          Fourth, half of the unelected committee members would soon be elected deputies.42 They were political startups, and committee membership became an ordinary early step in a political career. There they got a first chance to show their skills to their superiors, who in turn acted as mentors, through the intimacy of committee work. Fifth, executive and administrative committees often acted by majority rule. This allowed a committee to function when there was no consensus or when not all members were present. Several signatures on legal documents issued by a committee could prevent counterfeiting and corruption.43 Sixth, members were typically listed in the commission according to rank, similar to attendance lists of court meetings: governor, deputy governor, treasurer (these three with their titles), other assistants, deputies, and other freemen.44

          

          * * *

          In early 1640, Massachusetts was a successful, booming, full-fledged colony. Its nineteen villages and towns included a Cambridge with a college, a printing press, and a library. It was already an exceptional colony.45 Massachusetts’s offshoots were in the miniature, Plymouth-like phase. The Puritans were bold adapters and improvisers who used trial and error to figure out a way forward in the strange, new land. The changes to the General Court and the reliance on committees were prime examples, but it is surprising that people who made the drastic step of leaving their homeland only to have their religious rituals just right were content with improvised lay preaching when ministers were missing.46 Less adventurous was their imitation of older, experienced Plymouth, as in the form of independent churches and the ineligibility of ministers to serve in civil government.47 Massachusetts’s contact with other colonies was far less influential.

          Learning from Indians was more difficult than elsewhere due to the arrogance of the gentlemen and ministers who doubted the humanity of these “beastlike men”48 to the extent that they questioned the applicability of adultery and marriage to Anglo–Indian relations.49 Their missionary company seal depicted an Indian saying, “Come over and help us” (based on Acts 16:9)—not “Come over and we will help you.”50 The colonists Anglicized almost every Indian name of place and chief, while the charter’s awkward “Massachusetts” was usually substituted with “New England.”51 Winthrop was especially prejudiced against Indian ways. In his journal, the use of Indian things usually foreshadowed calamities, perhaps because his son Henry drowned while trying to catch a canoe.52 However, necessity forced colonists to adopt Indian methods and objects: the canoe, the wigwam, small raiding parties at war,53 and especially “Indian corn” (maize).

        
      
    
  
    
      
        Chapter Seven

        Massachusetts Takes the Monetary Lead, 1630–1640

      
      
        And Abraham weighed to Ephron the silver, which he had named in the audience of the sons of Heth, four hundred shekels of silver, current money with the merchant.

        —Genesis 23:16, King James Version

      

      The many trials and errors of 1630s Massachusetts included currency, credit, and public finance. The educated, experienced immigrants, equipped with political independence and serving in an accountable legislature, put Massachusetts beyond the primitive improvisations of earlier colonies. Virginia also tried to solve its currency problem in various ways, all of which failed.

      
        Massachusetts: Juggling Moneys

        Before departure from England, the emigrants’ leadership surely knew about monetary improvisation in the colonies. They could read John Smith’s books on Virginia and Bermuda—and talk to him (he was one degree of separation from them).1 A former tobacco planter from Barbados sailed with Winthrop’s fleet: his son Henry.2 By the time they reached America, the emigrants could learn more from meetings with shipmasters coming from Virginia and going to Scottish-occupied Canada.3

        The colonists’ lifestyle implied high demand for goods and services, and their families required a large variety of goods and services. On the supply side, there was higher ability of producing such variety than in other colonies: more than two dozen professions are cited in Boston, the only town for full-time artisans.4 All this implied a low likelihood of a double coincidence of wants, which in turn implied that barter on the spot was difficult. This gave a critical role to money and credit. Money was needed most in Boston. It became New England’s hub; many nonresidents passed through on their way to and from England and other colonies. Special courts were established to handle the commercial disputes these strangers were involved in.5 They could not rely on credit, and so more coin was used there than elsewhere.

        The colony’s near independence allowed its leaders to solve the money problem as they saw fit, without asking permission from anyone in England—except for issuing coin. Issuing coin would have been repugnant to the laws of England and thus a charter violation. The colony had an advantage over earlier corporate colonies in that the leaders were in place to experience the money problem themselves. Even if Winthrop could buy everything on his personal credit, the court included humble deputies who could not. Simple farmers and artisans could complain to their neighbors—towns’ deputies—about the difficulties of shopping that they encountered, or that their disenfranchised wives and servants encountered.6 Massachusetts was influenced by Plymouth’s combination of monetary units of account with grain as the key physical currency. But Massachusetts employed a much larger variety of alternatives.

        
          Unit of Account

          The court denominated almost all payments in monetary units (with exceptions mostly in 16307). No law stated this general principle, but the court may have inspired it through monetary interaction with the private economy: taxes; fines; sales and rents of public land; salaries and fees of officials; debts and other payments made to the government or by it; bonds to appear in court, for good behavior, or for paying fines; rewards for killing wolves and foxes and for capturing stray cattle; maximum wages and prices; compensations and other payments ruled in civil and criminal cases; and valuations of property.

          The court went out of its way to keep monetary units. Taxes and fines imposed on trade of beaver, wampum, and maize were surely paid in these objects, but monetary units were specified.8 Winthrop’s journal and court records reported monetary units regarding their transactions in tobacco colonies and with Indians, even though these were surely conversions from the units of tobacco, beaver, and wampum actually used in such transactions.9 The motivation was probably to not succumb to what the proud Puritans perceived as barbarism. Towns denominated in grain only the salaries of the most inferior public workers, cow keepers.10 Monetary units also dominated the private economy, in sales of real estate, cattle, and other commodities, in wages and lawyers’ fees, and in bills, bonds, mortgages, other debts, accounts, and wills.11

        
        
          Coin

          The colonists thought the charter’s implicit license to export coin to the colony was sufficient. In the beginning, bringing coin was useless, as there were neither shops nor goods to buy.12 Emigrants mostly brought goods for their use and for sale. Winthrop—always careful when writing to England—thrice instructed John Jr. to bring coin for the family’s use, but only as a residual after packing goods.13

          In the second half of the decade, as shops opened and perhaps customs enforcement proved to be ineffectual, emigrants brought coin to buy everything they needed.14 Veteran colonists used this coin to buy English goods from merchants, who sent it to England to buy more manufactures. Coin did not stay for long, and perhaps some pieces went back and forth on the same ship. Another permanent source of coin was founded by a privateer who spent in the colony the standard coin of the Atlantic—the Spanish silver “piece of eight.”15

          Coin had supreme legal status: the court allowed discharging all debts in grain, but not if “money” was “expressly named” in the contract; deputies were paid in coin rather than grain to cover their expenses; and exporting coin to England and to Indian society was restricted.16 But the amount of coin was not enough. Coin was little used in public payments—mostly in officials’ salaries in 1630. Only once did the colony ask for pay “in money,” and even that was optional (the alternative was a pig). Boston made coin optional in its land sales.17 In the private sector, coin was present and used, and was expected to be available.18 Many other references to “money,” rather than “in money,” loosely meant “funds” or “wealth.”

        
        
          Commodity Moneys

          The immigrants were practical adapters, so the shortage of coin prompted them to find imperfect alternatives. Just as they allowed lay preaching as substitute to formal preachers when needed, they allowed humbler forms of money as substitute to formal money (coin). In contrast with tobacco colonies, there was no trivial choice, so a large variety of experiments was made.

          

          Grain. As in earlier colonies, the initial subsistence economy raised grain to the monetary forefront. As in Plymouth, grain remained dominant as a physical medium in the long run. In 1631, the first legal tender law stated: “Corn shall pass for payment of all debts at the usual rate it is sold for, except money or beaver be expressly named.”19 The “debts” certainly included taxes, but the “usual rate” [i.e., price] was so volatile as to cause significant losses to one party or another.20 This probably motivated a more detailed legal tender law for taxes, enacted shortly after deputies were added to the court: it became “lawful for any man to pay his rate [i.e., tax] to the Treasurer in merchantable corn of the country at 5 shillings the bushel.”21 Every year a new tax was enacted and reset these official prices for grain, presumably somewhat related to market conditions, but still great losses were incurred.22 A 1640 law started a customary distinction between types of “corn” (maize, wheat, rye).23 Such laws would become the most permanent monetary feature in court records—until paper money replaced grain in 1691. As the historian Curtis Nettels remarked long ago, these laws were important for establishing a link between money and taxes: “There was always a local demand for commodity money commensurate with the fiscal needs of the colonial government; hence a person could receive a designated product with the assurance of disposing it again in payment of taxes.”24

          A perennial problem was who would bear the costs of transportation and storage of grain, and this impacted the timing of tax payments.25 Grain quality differed vastly across time and place.26 The standard of “merchantable corn” in taxes, known from earlier colonies, was enforced by tax-collecting town constables. This threshold probably influenced the minimal quality that sellers agreed to receive in private transactions. What the treasury accepted could therefore matter for the private economy.

          The decisive evidence on the private monetary use of grain comes from Winthrop’s complaint during a 1640 crisis that suddenly “corn would buy nothing” and “it would not pass for any commodity: if one offered a shop keeper corn for any thing, his answer would be, he knew not what to do with it. So for laborers and artificers.”27 Winthrop thus implicitly stated that grain was a general medium of exchange in the 1630s.

          

          Beaver Fur. Beaver was supposed to be the staple good as in all northern colonies.28 It was prominent in interaction with Indians throughout the decade.29 It naturally became an early commodity money, and the court ordered that “merchantable beaver shall pass at 10 shillings the pound.”30 Three orders mentioned above regarding coin—exception to the law making grain legal tender for debts, deputies’ pay, and export restrictions—actually used the term money or beaver, giving this pair the same supreme monetary status.

          The only strong evidence of beaver’s actual monetary function is Winthrop’s complaint during the 1640 crisis that “men could not pay their debts, for no money nor beaver were to be had.”31 The only contemporary evidence is that constables held small fur stocks, presumably collected in taxes.32 Furs were apparently indivisible in the sense that merchants exporting them to Europe would reject their bits and pieces. They were therefore more fit to discharge obligations than to be used in daily shopping or paying daily wages.

          

          Cattle. Other than coin, cattle was the most important type of movable property. Bovines particularly were the perfect machines, turning useless grass into beef, milk, hide, manure, and ploughing energy. Their economic importance was overwhelming, and cattle defined the categories of rich, middle class, and poor.33 Cattle holdings were too indivisible to be everyday money—that is, two halves of a cow are not of the same value as a living cow. Therefore, when estates were liquidated, cattle were sold like other assets.34 But cattle do appear as large payments, sometime as an explicit alternative to coin: an annual salary, payment of an accumulated debt of the colony to Winthrop, land sales, wills, and a merchant’s bill.35 In 1640, six types of cattle were made eligible for tax payments, but each animal had to be appraised in its town by a committee.36

          

          Land. The normal way for individuals to obtain land was through a grant by their town.37 The court regularly granted land to most magistrates (or their family members) and to many ministers and deputies.38 Unlike land attached to offices in Virginia and Bermuda, these were personal grants of permanent ownership, because Massachusetts public servants were there to stay. No explanation was given in court records for most grants, it being obvious that nonsalaried court members deserved compensation for their work and that ministers (paid salaries by towns) deserved extra encouragement. Therefore, grants were given even to prospective assistants for future service.39 Land was thus a special medium of exchange used by the government to buy public service. Grants usually had a definite size in acres, but the location was often left open, making their value highly uncertain.

          

          Uncoined Metal. Some uncoined gold and silver was present.40 Probably thanks to a privateer who brought “plate” in 1639, the following annual tax law stated that “in payment silver plate should pass at 5 shillings the ounce.”41 It is important to realize that “payment” then mostly meant “discharge [of] a debt,” not a spot transaction.42 The court would have minted that plate into coin, making it a more convenient money, if permitted by English law.

          In 1635, this appeared in the court records:

          
            It is ordered, that hereafter farthings shall not pass for current pay.

            It is likewise ordered, that musket bullets, of a full bore, shall pass currently for a farthing a piece, provided that no man be compelled to take above 12 pence at a time in them.

          

          Winthrop’s journal reported these odd orders but, uncharacteristically, did not explain them.43 Why? The answer, as will become usual here, relates to England. The preceding year, the public in England rejected farthing token coins of the king’s crony more than ever before, because of counterfeiters and speculators.44 Massachusetts therefore rejected the coins too. However, afraid to mint its own substitute tokens as many businesses in England had long done illegally, the court found an alternative.

          Bullets were easy to make by molding lead into balls of standardized size to fit muskets. Molds were probably common in the colony. The transformation of lead lumps into bullets and back was so easy that they were universally considered equivalent.45 Lead had sufficient supply and demand regardless of its monetary use. Supply from England was matched by Massachusetts’s demand as an armed society. Every man legally had to own a gun and twenty bullets;46 this also helped recognition of that currency. Everyone knew what a proper bullet looked like, and nobody would accept a bad one that could lead to disaster. Therefore an official stamp authenticating the metal, as in a coin, was redundant.

          The caution shown by both the colony (in not minting lead like the English public) and Winthrop (in not explaining these orders) was prudent enough for any time. It was even more justified by the timing—preparations for English invasion. There was no need to make England any more hostile. That emergency itself made bullets more important and accessible.47 However, nothing was ever heard of the farthing tokens and the monetized bullets after that, perhaps because the traditional use of bullets soon helped Massachusetts obtain a better form of small change: wampum.

          

          Wampum. Massachusetts was exposed to wampum in interaction with Indians and learned from Plymouth to use it to buy fur.48 In 1634, a former Massachusetts colonist referred to Indians of Long Island Sound: “The northern, eastern, and western Indians fetch all their coin from these southern mint-masters.”49 In 1636, wampum suddenly appeared in several contexts: John Winthrop Jr. started sending wampum from Saybrook—a colony he ran in Long Island Sound—to business partners in Massachusetts; the court considered licensing the wampum-for-beaver trade with local Indians; and wampum was listed in the inventory of the wealthy widow Sarah Dillingham between stocks of coin.50

          For this book, wampum is the most important of the types of money that emerged in the 1630s. The Puritans, like earlier colonists, could also learn from contact with a different culture that, contrary to conventional wisdom, money did not have to be made from metal.51 The nineteenth-century historian Berthold Fernow called wampum “the first fiat money in the New World” because these beads were “intrinsically worthless representatives of money, not secured by valuable deposits.” The historian Mark Peterson has similarly called it “fiduciary money.”52 From the colonists’ subjective point of view, it was indeed as intrinsically useless as a piece of paper. To Indians, it was commodity money because they had alternative uses for it as jewelry, similar to how colonists viewed their own silver coins. But as Fernow noted, Massachusetts fur traders could not demand the wampum-issuing southern Indians to redeem wampum in fur; those Indians did not necessarily have furs, and they had no legal obligation to do so.

          But Fernow was not entirely correct, since northern Indians did voluntarily redeem wampum with furs. That was enough for fur traders to value wampum. Since it also had good physical qualities as currency, and coins were missing in Massachusetts, wampum apparently began to be used between colonists. For Widow Dillingham, the expectation that some entity outside the colonists’ market (i.e., northern Indian society) would always voluntarily convert wampum into beaver was good enough to accept it as money, even if it was intrinsically useless to her and everyone else she knew.53 This was an advancement in monetary practice, created by accident through the interaction of societies that had different esthetical preferences. Nobody in England could learn such a lesson. The closest thing in England would be goldsmith-bankers’ banknotes, but they did not yet exist (and would have huge denominations).

          Murders of colonial fur traders by Indians in Long Island Sound escalated into a short war. In 1637, near the present-day romantic village of Mystic, Connecticut, forces torched a town of the Pequot tribe, killing hundreds of men, women, and children. The rest of the tribe was hunted down with the help of Massachusetts soldiers. The latter returned home with plundered wampum and wampum tributes given by intimidated tribes.54 As Peterson observed, “it was no accident” that on the same year, Massachusetts made wampum an official, limited money, which “should pass at 6 a penny for any sum under 12 pence.”55 To be accurate, this happened three months after the soldiers returned, presumably because supply became sufficient. This law was perhaps in imitation of New Netherland and Plymouth, which may have had such laws earlier.56 After the war, Massachusetts settled occupied Pequot land, perhaps partly for access to wampum shores.

          After becoming an official money, wampum could teach the colonists another lesson. Some tax obligations, fines, and other debts to the colony were not in round shillings.57 According to the wampum law, if debtors chose to make such payments partly in wampum, the treasury had to accept it. Then wampum could have been accepted in trade among colonists not only because of Indians but also because the treasury had to accept it at whatever value the legislature determined. The lesson: a subjectively intrinsically useless object, which nobody legally promises to redeem in metal, could circulate if accepted for taxes or other payments to the government. This lesson also could not be learned in England, and from 1690, Massachusetts would teach it to the rest of the world.

        
        
          Credit and Its Settlement

          The middle-class colonists had been accustomed to using all forms of credit on a regular basis in England, and they kept doing so in America, far more than in other colonies. The early records of the private economy are full of bills, bonds, book credit, and mortgages of land, houses, and cattle.58 Merchants emerged as the lending class.59 The legendary Puritan village was a cohesive community. It was a small, homogenous, stable, selective community, where the bulk of residents were landowning families and had higher life expectancy than those in southern colonies due to peace and nontropical climate.60 In the best of times, community spirit was so strong as to approach what McCusker and Menard call “utopian communalism.”61 This was ideal for neighborly credit to function. The frontier environment did not diminish most formalities of English contract law: the elite, trained in law and commerce, kept doing what it knew, and contacts with England regarding estates and trade required continuous conformity with English law. This included the normal authentication procedures: contracts were indented, signed, sealed, and delivered in front of witnesses.62

          Regarding public credit, the treasurer was considered, in his person, the colony’s debtor for the tax proceeds he received and the colony’s creditor for the expenses he made by court order. The town constable was in a similar position relative to the treasurer. The treasurer often spent his private funds for public purposes in anticipation of taxes, as did the rest of the elite.63 There were so many public debts and credits that all debtors and creditors were referred to an accounting committee.64 Some public debts, such as the cannoneer’s salary, were unpaid for up to two years.65 The court ordered towns to sell weapons to poor residents on credit.66 In general, the “Governor and Company” used its legal right as a corporation to sign contracts, with all the formality of private contracts and more.67

          Three devices of credit are particularly relevant in this book: setoff, trilateral settlement, and assigned bills. Setoffs were common practice in the colony’s dealings with towns and individuals, saving transfers of money back and forth. The colony was owed taxes, fines, and other debts, and it set these off against various debts that it legally owed (including salaries and overtaxation), or that it gave by benevolence, to the same people or towns.68

          The elite was familiar with bills of exchange, which were essential in removing their estates to America and for trade with England.69 This perhaps contributed to the use of trilateral settlements of private debts within the colony.70 More relevant are cases involving the treasury, especially when it stood between creditor and debtor: the debtor was ordered to deliver the funds directly to the creditor and leave the treasury out. This included directing tax funds straight from the collecting constable to a nearby creditor of the colony, as in England and Virginia.71

          The English idea that any asset and legal right could be assigned to another—including a debt—was the background for Massachusetts’s first monetary invention, in 1631: “Any bill assigned to another shall be good debt to the party to whom it is assigned.”72 In one line, centuries of cumbersome English legislation about formalities and assignation of different types of paper instruments were thrown out the window. Any bill could be used as private paper money. (England, you may remember, would not have such a law until 1704.) The order went further: “Such debts due upon bill shall be paid before any other.”73 This not only encouraged creditors to accept bills, but also allowed easy setoff of bills because they were all at the highest legal status (setoff is problematic with debts of different priority74). It was also ordered: “The party that gives such bills shall renew them upon demand & delivery in of the old bill.”75 The court, merely a year after coming to America, already understood the potential of transferable paper to replace coin, with each piece potentially circulating so much and for so long as to be worn out and in need of replacement.

          If reputable men made bills in small, round amounts, these could function as private paper money, but there is no evidence of that happening. The very few known bills averaged above £25, and the smallest was £5. (For comparison, the maximum annual wage of laborers was £22.5.) These were mercantile and real estate transactions—which is why their existence was documented. Most amounts were not round. Some bills mentioned the creditor’s “assignees,” but there is no evidence of any bill being assigned.76 It would be tedious and costly for the issuer to split any amount that happened to be agreed upon in a contract into small, round amounts. A printing press issuing small, preprinted forms, or bills, would be helpful for that; the first product of the Cambridge press—the freeman’s oath—was exactly that (p. 72). But there is no evidence that small, private bills were printed. And why should have anyone thought of that? There was nothing like it in 1630s England.

        
        
          Other Alternatives to Payment

          The easiest way to avoid the money problem was autarky, and indeed initial food shortages and abundance of land turned nearly everyone into a farmer, at least part time. That unpaid cannoneer probably survived on that, which is consistent with his very low salary (£20 for three years).

          Barter was common. Pay in salted fish, apples, pigs, planks, posts and rails, wine, labor, land (between private parties), and coats (to Indians) were documented too rarely to qualify as money.77 As in earlier colonies, employers on farms often provided food and drink on the spot to hired labor, which was deducted from wages denominated in monetary units.78

          Similar to barter was the public sector’s levying of taxes in labor services to build officials’ houses and town fortifications.79 This reduced the amount of tax funds sent to the treasurer, who would have hired workers with those funds; but this medieval method (common in earlier colonies) blindly and inefficiently lumped together people of different skills and circumstances.

        
        
          Summary: Early Massachusetts Money

          In the context of religion in New England and Bermuda, the historian Charles Andrews wrote of “the influence of distance and the frontier environment” in generating “freedom from the restraints of a highly organized ritualistic body.”80 Such freedom was observed also in the constitutional structure of Massachusetts and in its monetary legislation. Beaver and grain were joined—in either law or practice—by bills, bullets, Indian jewelry, uncoined precious metal, and in a limited way also cattle and land. The emigrants who were most inspired by Genesis 17 on the covenant of grace found themselves in the monetary world of the Old Testament, where grain, jewelry, uncoined precious metal, and cattle had functioned as money.81

          To make the vast monetary experiment of the 1630s comprehensible, the discussion here has separated the various currencies and alternatives as much as possible. In reality these were confusingly intertwined in this decade of trial and error. In 1630, the colony offered its officials not only salaries in monetary units but also housing, grain, cattle, or fish. The 1640 tax law distinguished between types of grain and added silver plate and cattle. Boston sold land for “corn, cattle, or moneys.” An estate’s debts could be paid in labor or pigs.82

          Another step forward was the multifaceted exploitation of credit—with setoffs, multilateral settlements, and especially assigned bills. New England colonists had the best understanding of the relation between what the government took and what it spent, because they were not owned by anyone in England—king, proprietor, or company. Everything that was collected in the colony was spent there. The treasury’s humbling intermediary position was obvious more than elsewhere, and this would have consequences.

          Most important here are the transformation of debt in a bill into potential currency, and use of the consumption value that wampum had to Indians. These objects, with no intrinsic value to the colonists, could circulate indefinitely and teach the colonists that money could be made of any object that was convenient to carry and store. This lesson could not yet be learned in England, and it paved the road to the future: in 1690, this would enable the creation of legal tender paper money.

        
        
          Public Finance in War

          Plans for some fortifications, a warship, and an expedition against French Acadia to help Plymouth did not materialize because of costs. Winthrop apologized: “We had then no money in the treasury.”83 The currency problem increased the costs of tax collection and contributed to this problem. The main fiscal challenge was the Pequot War.

          

          Expenses and Incomes. The first expedition in the war was supposed to cost only £200 because the soldiers were “all volunteers, and had only their victuals provided, but demanded no pay,” Winthrop claimed. But later the soldiers did have demands, some “not able to bear the loss of so much time, and some others seem not willing to bestow their service freely.” The loss of time—traveling back and forth and fighting—translated into loss of income for three weeks. The court appointed a committee to “allow them such recompense as they shall think equal.”84 For the second expedition, payments were promised to soldiers and owners of drafted carriages and horses. Decades later, the court complained to the king about the “great charge” of that war, listing it before casualties.85

          Income sources were taxes and plunder. Taxes soon rose to new levels (figure 7.1). They were not explicitly linked to the war, but the 1636–1638 spike cannot be explained otherwise. Right after the first expedition, and for the next few years, there was unprecedented mentioning of the colony’s debts in the records (in part to justify the higher taxes), and tax collection was expedited.86

          
            [image: ]

            
              Figure 7.1 Taxes in Massachusetts (in pounds), 1630–1640. Source: MAGC I.

            
          
          The first expedition soldiers, who “demanded no pay,” surely enlisted for a share in the plunder. The court ordered taking possession of the land and capturing the women and children to sell them as slaves (all men were to be executed). This was performed only in the second expedition. Other plunder included maize and wampum.87

          The occupied Pequot land was not given to the soldiers; it was to be sold or leased, and that income was to be used to pay the war’s expenses.88 When a treasurer-led committee was appointed to grant land to “men that want land, and have deserved it,” military service was not a criterion. Decades later, aging veterans who petitioned the court for land (anywhere) as reward for their service did get it.89 The elite were treated differently: military officers and the accompanying minister were granted land in Pequot or elsewhere. Land grants were hard to execute, however—for example, that minister got his land only twenty-three years after the war.90

          

          Settling the Debts. The committee appointed to compensate the first expedition soldiers had a typical membership: three assistants and four deputies. The assistants included a recent treasurer and the next treasurer, while the deputies included a merchant and a member of the public debts committee.91 They were only to write “upon a note under the hands of the said commissioners, or the greater part of them, of any sum allowed to any such person; the Treasurer shall make payment thereof accordingly.” These warrants to the treasurer, each signed by at least four men, were issued to the soldiers who were to carry the warrants to the treasurer and receive pay. These financial instruments could be legally assigned to third parties, according to the 1631 law on assignation of all bills. In England, such instruments would become famous as debentures—a decade later.

          Before the second expedition, owners of impressed carriages and horses were to be given “bills to the Governor & Council,” who in turn would give “warrant” to the treasurer to pay.92 In a general trilateral settlement at the time, not explicitly related to the war, all creditors of the colony were to “make demand of their debts . . . of the constable of the town” and leave the treasurer out.93 Similarly, a maimed soldier was compensated with some fines ruled in court.94 Setoff was used when the expedition’s leader was exempted from taxes for a year, and when a soldier’s fine was “to be discounted out of his wages.”95

          The soldiers and suppliers were almost certainly paid in grain, since contemporary tax laws did not mention other options. Also, the court noted the “loss fallen upon many by the receiving of corn at five shillings per bushel from the country.” A committee of five current and former deputies, “or any three of them,” was ordered to fix the problem “according to equity.”96

          The 1690 episode would have some identical features: there would be ex ante reliance on plunder; payments to soldiers would be facilitated by tradable financial instruments; and those instruments would be issued by a mixed, majority-rule committee. Those instruments would be modified in 1690—with small, round denominations, and notions of trilateral settlements and setoff—to become a revolutionary money. And yet, the 1690 invention could not happen in 1637. The theory and practice of money, credit, and banking were not there yet.

        
      
      
        Virginia: Failed Monetary Reforms

        In the 1630s, Virginia tried escaping its monetary tobacco addiction. There were three fronts in the battle: the unit of account, special coins, and the settlement of debts. The key figure was the overbearing Sir John Harvey, who arrived as royal governor by 1630. He was deposed by his council in 1635 and sent to England. The king reappointed him just to make a point, he returned in 1637, and was replaced in 1640.97

        
          Monetary Units of Account

          In 1632, the assembly revived monetary units of account, and in 1633 the unit of account in all public and private transactions and documents was ordered to be “in lawful money of England only . . . according to the custom . . . in the Kingdom of England,” because tobacco units “bred many inconveniencies in the trade, and occasioned many troubles.”98 Historians have explained this reversion by the glutted international tobacco market, which crashed tobacco’s value and made it a bad unit of account.99 However, the mention of formal conformity with England—the last thing Virginians cared about—suggests that the royal governor was perhaps involved. The same assembly only partly obeyed its own rule: many items in that year’s budget were in pounds of tobacco.100 No budgets survived from the rest of the decade.

        
        
          Debased Coin

          In 1632, the assembly petitioned the Privy Council “that a current coin debased to 25 percent, may be sent unto us” because “nothing will be more useful.”101 This old European device induced people not to export coin because it would be worth less elsewhere. The petition was ignored. In 1636, when Harvey was in England, he complained about coin shortage and the resulting problem of paying wages before harvest. He asked the king that farthing tokens—recently rejected by the people in both England and Massachusetts—be sent to Virginia.102 In 1638, as Harvey was back in Virginia, the king suggested that the assembly make these coins “current to pass in payment between man and man in their commerce and trade within the colony.” The assembly refused, notwithstanding fury of the governor and council. It argued that the coins would be universally rejected because they were heavily debased and thus subject to extreme, arbitrary revaluations or devaluations by the Crown. The assembly again asked in vain for slightly debased silver coin, arguing this was necessary for a diversified economy.103

        
        
          Settlement of Tobacco Debts

          Virginia was a smugglers’ paradise. Those deep rivers that enabled European ships to travel between plantations to pick up tobacco in exchange for European goods, also allowed evasions of customs and quality control.104 Harvey’s personal income was based on customs.105 Probably at his insistence, an elaborate 1633 law aimed at regulating the international trade of tobacco for manufactures. The law established “five stores . . . unto which the planters shall be obliged to bring in all their tobaccos . . . and in the same stores to be repacked, viewed and tried by sworn men.” The “good and merchantable” tobacco was to be entered in the “accounts of those that were the planters thereof.”

          The relevant part of the law is this:

          
            No person or persons do or shall pay or receive, or cause to be paid or received, any tobaccos before it have been viewed, tried and entered into the stores aforesaid. And all payments of debts shall be made and done at the said stores, with the privity and in the presence of the store keepers; and all tobaccos shall there remain, until such time as the same be laden away aboard some ship or ships to be transported out of this colony.106

          

          Historians have considered this law as merely a system of quality control.107 But there is profound monetary significance here. This cited paragraph is remarkably similar to operations at the Bank of Amsterdam, in which all large bills of exchange debts were paid by book transfers between merchants’ deposits of coin (p. 40).

          The similarity was not a coincidence. The Bank of Amsterdam was famous, and its imitation in England was urged. Much of Virginia’s tobacco (perhaps most of it) was bought by Dutch ships sent by Dutch merchants, since the United Provinces dominated international trade and tobacco processing. The Dutch were all over the area—based in New Netherland, investing in English Caribbean tobacco colonies, and buying tobacco in Bermuda. One English-speaking Dutch shipmaster came from New Netherland a month after the law was enacted and documented his friendly and informative discussions with Harvey and the elite.108 One personal connection was Edward Bennett, a former London merchant who lived as a Separatist in Amsterdam. As a merchant he probably had to be a customer of the Bank of Amsterdam. He lived in Virginia in the 1620s and was one of the largest planters. At the end of the decade, he returned to London, leaving management of his plantation to his nephew Richard Bennett. By 1633, Richard had served as member of the assembly and a judge.109

          The circumstances, however, were different between the two. Unlike the Bank of Amsterdam’s coins, Virginia’s tobacco did not stay where it was deposited but was quickly shipped to Europe. It should therefore more properly be called a clearinghouse system rather than a bank system. This system, regulating all private debts in the colony, has another implication: just as the Bank of Amsterdam was founded on the background of usage of bills of exchange, so is it likely that debts in tobacco were already prevalent in the colony, and the new system meant only to regulate them—not to bring them into existence. If true, this implies that by 1633 colonists did not go shopping in other plantations or in Jamestown with barrels of tobacco, but only with pen and paper to write bills. This should not be surprising. As a physical medium of exchange, tobacco was a travesty, and the sharp decline in its value made its transport very costly.110

          The law was also flawed. The tobacco was to be shipped out of the colony from each regional storehouse, but another section of the law had all European goods landed and all contracts made in the Jamestown storehouse alone.111 A generous interpretation would have goods landed in Jamestown and contracts made there for the delivery of tobacco from the regional storehouses. Planters would carry all imported goods from Jamestown to their plantations in their boats, and shipmasters would trust planters that tobacco would await them at the regional storehouses, free of all debts to fellow colonists. This was a lot to ask in the circumstances of 1633 Virginia.

          The awkwardness of the law resulted from a compromise between two considerations. The colony’s dispersion could not allow a single clearinghouse in Jamestown, analogous to the single building of the Bank of Amsterdam. But Harvey wanted effective customs collection, and this required centralization. Half a year later, the law was reenacted with some changes. Most relevant, the number of storehouses increased to seven, but the exchange of imported goods for tobacco was to be physically made in Jamestown only.112 Apparently, after clearing local debts in local storehouses, planters would carry their tobacco to Jamestown and trade it for imports in the central storehouse.

          As usual in Virginia, laws and reality were far apart. By 1638, the system was still not in existence. Harvey kept fighting for it and for his personal profit from it.113 He got the king on his side, who suggested that the assembly implement the system. The same 1638 assembly that rejected token coins refused this royal suggestion too, with these arguments: storehouse construction would be too costly; they had no boats for transportation to storehouses; and tobacco would be at risk from water while transported and from fire while stored.114

          

          * * *

          By 1640, Massachusetts abounded with ideas and experiments in money and alternatives to money. In monetary innovation it took the lead (partly with lead bullets) over the once-innovative Virginia, which failed in all its painful attempts of tobacco withdrawal.

          Elsewhere in the Atlantic, Maryland was founded by the proprietor Cecil Calvert, Lord Baltimore. His feudal charter granted him the rights of the semiautonomous County Palatine of Durham in England, which perhaps still had a minting privilege.115 Imitating neighboring Virginia, however, Maryland adopted tobacco as its main product and money.116 In the Caribbean, the English colonized Antigua and Montserrat with tobacco. Soon the older islands started shifting to cotton as both staple good and money.117

          Tobacco and cotton were also used in Providence Island off the Central American coast. It was chartered in 1630 to Puritan nobles and gentlemen, who were influential enough to get a coinage privilege. The historian Karen Kupperman has used Providence as a unique natural experiment on the role of Puritanism in colonization. That colony was nothing like its Puritan sister colonies in New England and every bit like the other island colonies. What made New England different was its autonomy and property rights. These features drew civil and religious leaders of high quality who faced the consequences of their independent decisions. Kupperman’s general conclusion also holds for monetary innovation: while Massachusetts exploded with ideas, there was nothing special about money in Providence.118

        
      
    
  
    
      
        Chapter Eight

        A New Hope, 1640–1660

      
      
        In those days there was no king in Israel, but every man did that which was right in his own eyes.

        —Judges 17:6, King James Version

      

      During the chaotic Interregnum, the flows of immigrants, manufactures, and currency from England were disrupted, but so was the flow of governmental orders. Therefore, although immediate consequences of the period were bad, in the long run the colonists could try even bolder ideas about money. Massachusetts scored high while Virginia failed again, and other southern colonies entered the scene with paper-money contributions.

      
        Massachusetts: Minting Success

        The following discussion of general issues—empire, government, and population—will inform monetary developments that are discussed later.

        
          Imperial Relations

          The colony founded by the constitutional–religious strife in England had considerable interest in the Civil Wars. The official records, not knowing who would win, are very cautious.1 Massachusetts did not seek reunification with Puritan-led England, but used the opportunity to increase its independence, becoming a de facto state. As a corporation, Massachusetts could not legally reproduce and create other corporations. But right after monarchy was abolished, Massachusetts granted a charter to the college.2

          Massachusetts became a regional empire, expanding aggressively in all directions, with a creative interpretation of the charter and other rights derived from conquest in “just war.” It annexed New Hampshire and Maine, claimed Hudson River land, and kept Springfield on the Connecticut River and part of Pequot land from Connecticut.3 The Pequot War led to a military alliance with Plymouth and Connecticut (and New Haven, which would be absorbed into the latter).4 Massachusetts heavily dominated these United Colonies of New England. In Acadia, Massachusetts took sides in intra-French intrigue.5 During the First Anglo–Dutch War, a Massachusetts force commissioned by Oliver Cromwell occupied Acadia. Colonel Thomas Temple of England obtained Acadia’s governorship with monopoly on beaver trade and relocated to Boston.6

          Massachusetts’s biggest problem was that the return of Parliament in 1640 stopped emigration to New England at once. Winthrop complained that Puritans had an “expectation of a new world” in England, so they forgot about the New World.7 Since the Massachusetts economy was dependent on continuing immigration, the economy crashed. Massachusetts reinvented its economy, selling fish, livestock, and grain to southern colonies. The Puritans found themselves trading all over the Atlantic, with people of every creed, and had to welcome all types of visitors.

        
        
          Government

          Deputies’ accountability increased as the General Court split, in imitation of Parliament, into an upper Council and a lower House of Deputies. Any action required consent of both Houses. To the magistrates in the council, the split cemented their status as “aristocracy.”8 The deputies could now freely speak and vote their minds. They reminded the magistrates that they merely delivered the freemen’s wishes to the court.9 The deputies were probably those who initiated referenda, including on the semiconstitutional collection of laws—the 1641 Body of Liberties composed by the minister Nathaniel Ward. The freemen were not shy to reject some proposals.10

          The Body of Liberties allowed nonfreemen to attend all public meetings, and there question, complain, and petition, and access nearly all public records.11 They served in local offices and juries and voted in local elections.12 Charles Andrews has concluded that the limited franchise at the colony level did not seriously harm the nonfreemen.13 Anyone could have complained about the money problem and offer solutions. In response to “frequent complaints” of “inhabitants” (not freemen) of having no orderly way to know the laws, the court composed a legal code and noted that England never had such a collection.14 The court had each annual budget audited and published throughout the colony for the inhabitants’ “satisfaction.”15 No contemporary English government was more accountable.

          At the splitting of the General Court, the church elders clarified that executive, legislative, and judicial powers belonged to the General Court. When it was not in session (nine or ten months per year), executive authority belonged to the Court of Assistants, with one exception: ad hoc committees that had been appointed by the General Court. The elders confirmed that committees could include freemen unelected to the court.16 Even beforehand, some commissions explicitly noted or hinted that the committees were mixed.17

        
        
          Population

          Some colonists went back to fight in England; others returned to England or left elsewhere because of the economic crisis. An Atlantic Winthrop network emerged as three of the governor’s sons left: Stephen, a former deputy, returned to fight; Samuel became a planter and merchant in the Caribbean; John Jr. founded New London in Pequot and later became governor of Connecticut. Their cousin George Downing, a graduate of the college’s first class (1642), toured the Caribbean, served as a chaplain in Cromwell’s army, later led the army’s intelligence unit, and finally became ambassador to the United Provinces. The entrepreneurial minister Hugh Peter, related to the Winthrops by marriage, was sent as an agent of the colony to Parliament, and stayed to become the army’s leading preacher.18 Peter was also part of an Atlantic network of ministers—Massachusetts regularly exported college graduates to Puritan communities across the Atlantic, and received Puritan ministers expelled by Anglican colonial governments.19 Both networks were a source of information on the Atlantic.

          Boston and the rest of the Bay enhanced their riches and their dominance as the colony’s economy reoriented toward Atlantic trade. The Bay towns had half the wealth and population of the colony.20 The “great concourse of people and increase of trade there” led the court to appoint juries of merchants and mariners for commercial lawsuits, then to establish a special merchants’ court in Boston, and finally to study mercantile law.21 Winthrop repeatedly mentioned in his journal the “merchants of Boston” only after 1640 and always in the context of overseas trade.22 These merchants began to hold significant political power.23 It was their commercial interest that drew the colony into violent French Acadian politics.24 The only other town often mentioned in the context of international trade (and always with Boston) was Charlestown, just across the Charles River.25 Some of the elites’ residences far from the Bay became a problem for governance, especially in winter, so Bay residents took over. They dominated appointments to executive committees and were consulted by the governor upon emergencies.26

          At the college, students entered with basic Latin and learned Greek, Hebrew, grammar, logic, rhetoric, arithmetic, geometry, astronomy, metaphysics, ethics, science, and medicine. The bachelor’s degree, granted to a few men every year, was a liberal arts degree. Only graduate school was specifically for training ministers, and only half the graduates became ministers. The court noted the “necessity and singular use” of a college education “in managing the things of greatest concernment in this commonwealth”—specifically, training magistrates, officers, judges, and physicians.27 The innovative spirit was manifested not only in constitution and money, but also when the court granted monopolies to an “experiment” or “invention” in heating, an “engine” to cut grass, and John Winthrop Jr.’s “new way” of producing salt.28

          Not innovative, relative to England, was the routine blaming of the devil for any serious dispute or error. A public education law was thus motivated: “It being one chief project of that old deluder, Satan, to keep men from the knowledge of the Scriptures.” A witch panic in war-torn England was promptly exported to New England.29

        
        
          A Crash Course in Monetary Economics

          Remarkably, Winthrop’s first comment on the stop of emigration was about monetary economics: “There came over great store of provisions . . . but few passengers (and those brought very little money).” Therefore,

          
            now all our money was drained from us, and cattle and all commodities grew very cheap. . . . The scarcity of money made a great change in all commerce. Merchants would sell no wares but for ready money, men could not pay their debts though they had enough, prices of lands and cattle fell soon to the one half and less, yea to a third, and after one fourth part.

          

          Winthrop and others diagnosed the causality running from less money to lower prices—the quantity theory of money.30

          The court concurred and discovered what economists now call downward wage rigidity: wages did not decline as they should, given the decline in prices.31 One reason is long-term contracts; another is that workers naturally demand wage increases when prices rise but refuse wage decreases when prices fall. As servants stopped coming from England, those in the colony demanded higher wages when their contracts expired, and there was no coin for that. The elitist Winthrop was terrified of social upheaval:

          
            The master, being forced to sell a pair of his oxen to pay his servant his wages, told his servant he could keep him no longer, not knowing how to pay him the next year. The servant answered, he would serve him for more of his cattle. But how shall I do (said the master) when all my cattle are gone? The servant replied, you shall then serve me, and so you may have your cattle again.32

          

          As colonists started leaving, they sold off their property and exacerbated the deflation, bringing prices to 20 percent of their precrisis level. They also took with them coin and plate. Grain collapsed as money, rejected by shopkeepers, laborers, and artisans.33 Monetary units of account were temporarily abandoned.34

          A decade of intense monetary experimentation made the court qualified to deal with such a dramatic monetary calamity, and it responded with unusual steps. First, it reduced the prices of grain in tax payments to match the drop in market prices. Second, all workers were threatened with trial for price gouging if they refused to accept lower wages at whatever form of payment was available. Third, all obligations could be discharged not only “in money” but with “corn, cattle, fish, or other commodities.” The “corn” was extended to include barley, while the “other” specifically included peas, hemp, and flaxseed; but all commodities were legal tender for all monetary obligations (including taxes and public debts).35 Such commodities used to pay obligations were named “country pay” or “current/lawful pay of New England.”36

          With no coins, how would the colonists buy European manufactures?37 The court, like most contemporary governments, tried to increase the amount of coins with the policy of mercantilism—encouraging exports and discouraging nonessential imports, with positive and negative incentives. The exports would be more successful. Inspired by the Iberian trade triangle that involved fish, another triangle formed: merchants exported livestock and food, which had been made for prospective immigrants, to the Caribbean colonies, which used their small space mostly for producing tobacco, cotton, and the new sugar. Massachusetts merchants accepted these crops as payment, sold them in England, and used the proceeds to buy manufactures desired in New England (figure 8.1). This triangular exchange, relying on the heartless exploitation of slaves on the islands, was—from an economic perspective—a perfect exploitation of the comparative advantages of each of the three locations. Off season, when Caribbean crops were not ready, the livestock and food were sold there for bills of exchange drawn on merchants in England, with the same final use of the funds obtained in England.38 Massachusetts merchants did not just upload cargoes in Boston harbor; their own ships and crews came to dominate the trade triangles. As the economic historians John McCusker and Russell Menard put it, “The New Englanders became the Dutch of England’s empire.”39
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              Figure 8.1 The basic Caribbean trade triangle.

            
          
          These changes had direct monetary effects. First, as Mark Peterson has noted, in trade triangles no coin was needed to be exported for English goods. I disagree with Peterson’s other claim, that the new form of exchange between local farmers and merchants required a well-functioning currency.40 On the contrary, currency was needed less than before in this context. In the 1630s, farmers sold supplies to unfamiliar newcomers, so they had to insist on payment in coins, and then they used these coins to buy manufactures from merchants. Now these intermediary newcomers were out of the picture, and all that remained were direct long-term business relationships between farmers and merchants. They could work for years with barter enabled by credit: farmers provided merchants with food to export in a new triangular venture and received in return manufactures (including agricultural tools) imported in the previous venture.41 Therefore, a second direct monetary effect of the changed economy was a reduction in the internal demand for coin. Money remained necessary only for transactions that did not have such lasting relationships, a prime example of which is purchases by visitors in the Bay. As the number of creditless visitors increased, a third effect was an increase in the amount of coin in the Bay. A fourth direct effect took place when Caribbean activity led to trade of food for coin with privateers and pirates.42

          As the court ruled on intercolonial mercantile lawsuits, it became familiar with the various moneys of the Atlantic, even ordering payments in sugar.43 The merchant class—powerful in court and holding the treasurer’s office—was more exposed to such monetary practices. Moreover, a Boston merchant sending his ship to Barbados and then to England might have realized that sugar served as a medium of exchange for him. He regularly accepted sugar not to consume it but to pass it on to someone else, as one does with coin.44 Winthrop understood this point: he referred to beaver as potential “returns” (the normal term for international barter) to be traded for “English commodities”; however, regarding the trade triangle he used monetary terminology: “The commodities we had in exchange there for our cattle and provisions, as sugar, cotton, tobacco, and indigo, were a good help to discharge our engagements in England” (my emphases).45

          More generally, specialization in long-distance marine trade has proven useful for financial innovation in medieval Italian city-states that invented the bank, the bill of exchange, and the check, and in the contemporary United Provinces. By becoming “the Dutch of England’s empire,” Massachusetts merchants were on a path to a groundbreaking invention of their own.

          Atlantic exposure made Massachusetts the first English colony to adopt the European method of circulating foreign coin and encouraging its importation by legally valuing it above its intrinsic value. In 1642, the court ordered the Spanish piece of eight and the Dutch dollar to “pass” and be “current . . . in all payments.” The piece of eight, intrinsically worth four and a half shillings, was to pass at five shillings.46

          Mercantilism implied attempts at local production of import substitutes, which diversified the local economy and potentially increased the demand for money (by making barter less likely). The leading venture—and the one most consequential to monetary developments—was John Winthrop Jr.’s ironworks.47

        
        
          After the Storm

          From 1646, Massachusetts’s new economic structure as the chief Atlantic trade hub was in place, and monetary units bounced back to complete domination. Coin appears more often than in the first decade, but the problem was not solved. Most public payments were not in coin. When the ironworks wanted to sell iron locally only for coin, the deputies complained: “Some men have here Spanish money sometimes, but little comes to our smiths’ hands, especially those of inland towns,” the reason being that “our ingate exceeds our outgate”—that is, imports were larger than exports, and so “the balance must needs be made” in coin.48

          Most of the commodity moneys of the 1630s continued, at least in law. Grain remained dominant in public payments, but the court did not dare force agents of English merchants to accept it in settlement of debts.49 The “good & merchantable” standard of grain was applied to all goods.50 Massachusetts’s imperialism was partly motivated by access to beaver—in Springfield, the northeast, even the Delaware River—and beaver does become more common in records after 1640.51 Land was used to pay monetary obligations (public and private) and even to buy such obligations.52 The value of land titles was strengthened by a land registry, a requirement to make all sales in writing, and a blanket confirmation of all past sales.53

          Wampum rose and fell. At first, its legal value was raised and it was allowed in taxes and for larger debts than before.54 Wampum’s low value made it popular on the Charles River ferry, the profits of which belonged to the college. The college sold wampum to fur traders, but complained that “the Indians abused the English with much false, bad and unfinished” wampum, which eventually made it to the college and the fur traders. Then fur-selling Indians refused the bad wampum, so the traders kept it in the colonial economy: they “leave their refuse to pass to and fro in the colonies.” The court withdrew its support for an object that nobody valued and whose quantity was not under the court’s control. The court lowered wampum’s official value as legal tender for debts, and considered it “passable or payable” or “current in payment of debts” only if “entire, without breaches or deforming spots.” Later, the court declared that wampum could not be used for taxes.55 To help the college as well as the court-licensed ferrymen, the court allowed ferrymen in 1648 to “refuse any wampum, not stringed or unmerchantable.”56 After the 1640s, wampum appeared in records almost only in Indian contexts.57 A rare exception was a highly unusual 1657 ferry law which declared that “it shall not be lawful for any passenger to refuse to receive” good wampum as small change.58

          Atlantization made wine so common that it became money. Many workers were “forced” to take it as pay, and either got drunk or passed it on to buy goods or pay debts. The court outlawed passing it along because selling alcohol was licensed for social reasons.59 Merchants and others in the alcohol industry were allowed to pay alcohol customs and other debts with alcohol.60 Officially sanctioned barter transactions included coal for ironworks stocks and iron for cannons.61 Students provided the college with any goods—including butter, eggs, honey, wax, and a sword—in exchange for instruction and housing.62

        
        
          The Mint

          In a mint, a piece of metal is standardized in quantity and quality, and a sign is stamped on it as assurance of its intrinsic value. Living in a world of several commodity moneys taught colonists that metallic coin was only a special case. Other objects—grain, animals, wampum—could also be standardized and/or stamped, in one way or another, to approximate coin.

          From 1647, one of the selectmen of each town was also a “sealer of weights and measures.” He made sure that the weights and measures used in all shops, such as a bushel and a yard, were identical to the colony’s official set.63 These officers indicated their approval with seals. Adam Smith would argue that similar offices in Britain were “exactly of the same nature” as that of a mint master: control of the quality of a measure that is necessary for trade.64 The sealer of weights and measures in an economy where grain was a dominant money was close to being a de facto mint master. Grain could not be sealed, but the measure of its volume could.

          Cattle have been a problematic money for millennia, because as money they are neither easily divisible nor standardized. In Massachusetts, cattle were often gruesomely divided nevertheless, to be packed and shipped in casks. From 1651, towns appointed gaugers for these casks to assure standardization. The job description used language applicable to mint masters playing with various metals: gaugers were to make sure, regarding beef and pork, “that the best be not left out,” while fish had to be “packed all of one kind and that all cask[s] so packed be full.” The sealed end products were, in some sense, large coins of meat or fish. This perhaps prompted the court to allow discharge of one debt with “merchantable beef, pork.”65 The analogy went further when “lean cattle”—the equivalent of a worn coin—was refused in taxes.66

          In October 1648, the court came as close as technologically possible to minting wampum. It enacted the use of only “suitably strung” standardized “parcels” with quality supervision and differentiation of quantity and quality that formed eight denominations, from a penny to ten shillings. The historian William Weeden has described this law correctly as “a process more like coinage than any thing . . . found among the Indians” and reminding “of the mint.” More accurately, this new wampum was analogous to standardized lumps of metal used in the Old World before coinage. This order was “for trial until the next Court,” and was not renewed.67

          Perhaps the experiment failed, but perhaps it was not renewed because when the court reconvened in May 1649, there was no longer a royal coinage monopoly. King and monarchy had been beheaded, and a new hope emerged regarding the sorry monetary situation that had tormented the colonists for two decades. Minting coins became an option, and perhaps discussions about it started. But, unlike thousands of businesses in England, which immediately began minting their own coins, Massachusetts enacted a mint law only three years later. Perhaps the court waited for the Third Civil War to end.

          An urgent motivation for a mint was the damage caused by the Spanish coin brought by privateers and pirates, which was “light, base” and “counterfeit,” due to a major debasement fraud at the Peru mint. It was reported that “many people were cozened,” “merchants and others sustained” “great injuries,” and the result was “a stoppage of trade.”68 The court toyed with the idea of merely restamping foreign coins according to their intrinsic value.69 Eventually, though, it opened a mint. Decades later the mint would be justified in England as “little more than” that “customary” private coinage in England, occurring “when there was no King in England, but the government out of course.”70

          The 1652 mint law ordered building a mint in Boston. Anyone could bring there “all bullion, plate, or Spanish coin” to be melted and coined into three-, six-, and twelvepence. Each coin was to have one-sixth less silver than analogous English coins. The coins received supreme legal status as “the current money of this commonwealth, and no other, unless English (except the receivers consent thereunto).” They were to “pass from man to man in all payments accordingly.” John Hull, a goldsmith, was appointed mint master. The court described the mint order in unprecedented terms as “being of so great concernment,” and thus justified the appointment of five Bostonian court members as a committee to execute this law.71

          The text on the coins was simple: “Massachusetts in New England,” the year 1652 (even in later coins), the denomination, and a tree. As the historian Jonathan Barth notes, there was no mention of England.72 Soon the court clarified that no contractual creditor could be forced to take goods instead of coin.73 But there is little evidence of locally made coin circulating by 1660, and even the court kept working mostly with country pay.74 The coin was exported to other colonies, and the court prohibited exportation with its worst economic penalty ever—confiscation of all the offender’s land and goods.75

        
        
          Credit and Its Settlement

          The court complained often of inability to pay the colony’s debts because there was no “money/stock in the Treasury.”76 While individuals were arrested for debts as in England, the colony could incur only divine penalty for nonpayment: when a gunpowder depot blew up, Winthrop knew it happened because the colony never paid for it.77 It was also morally wrong; the court once apologized to creditors “who have trusted the country” to receive “their just due” but might get less “of what in justice they might expect” (my emphases). That particular loss was caused by a discrepancy between the market price of maize and its price in tax payments. The court made a compromise between its creditors and debtors by resetting the latter price, going two-thirds of the way toward the price that would have left the creditors unharmed. Other public obligations also featured what I shall call a “compromise of thirds,” with public creditors losing one- or two-thirds of the debt.78 This was an old English tradition, manifested, for example, in the aftermath of the 1640 Royal Mint’s confiscation.

          Best practices of public-debt settlement were institutionalized in new laws. The fundamental tax law of 1647 ordered that tax revenues be sent to Boston only if they could not be used locally to pay the colony’s expenses there.79 An auditor general was instructed to conduct a setoff whenever he found a creditor of the colony who was also a debtor of the colony.80 Applying methods of private finance, the treasury paid to one’s “order,” appointee, or “assignees,” while debtors of the colony were ordered “to pay, or cause to be paid.”81 The treasurer himself issued a “note” of nine pounds to buy ammunition.82

          As with all documentation, there is more evidence of private bills in this period, but no small bills survive.83 A large transaction was usually paid in installments, and sometimes this promise was recorded on a single bill. In rare cases, the debt was split into several bills (of £20 minimum) to increase their liquidity—the ease with which they could be exchanged for cash.84 The 1631 law of assigning bills was clarified in the 1647 legal code, including the form of assignation.85 All surviving bills mentioned both sides’ “assignees,” and some were actually assigned.86 Some bills were payable “to bearer,” or “to order” like checks.87 The creative colonists even assigned judgments issued by courts to parties who won private lawsuits. The court later outlawed that—but still later, it did the same.88 The court accepted private bills as payments of fines and other obligations, and as security to make such payments, and assigned private bills to its creditors.89 New Haven accepted private bills for church taxes.90

          The innkeeper in Lynn, where the ironworks were mostly based, promised to pay Bostonians with bills issued by the ironworks or their manager. As the largest business in the colony, the ironworks were known enough to get their bills circulating, and to be accumulated by merchants—until their bankruptcy.91 In 1684, the court justified its mint with this recollection of the 1640s: “For some years paper-bills passed for payment of debts, which are very subject to be lost, rent, or counterfeited, and other inconveniences.” Bills apparently paid debts, probably accumulated over time, but were not used in daily purchases. The counterfeiting perhaps prompted a 1646 law against forgery of “bond, bill” and other documents.92

          Also in 1652, a committee was appointed as a “council of trade.” It included the chief financial officers (treasurer and auditor general), three merchants, and the agent of the largest English investor—all Bay residents. They mentioned to the court the idea of “raising a bank,” but no specific details survived.93

        
      
      
        Virginia: Giving Up

        Harvey’s legacy was eliminated after he was replaced in 1640. The budget was again entirely in tobacco units.94 In 1641, keepers were appointed to a few regional storehouses, but this is the only evidence for some implementation of the 1633 storehouse law.95 The following year, this law was repealed by the assembly together with the 1632 unit of account law and many other Harvey-era laws.96

        More surprising is that the 1642 backlash even included an official refusal to enforce contracts stipulating payment in coin:

        
          It shall not bee lawful . . . to make any money debt . . . , and if any refractory person shall, notwithstanding, pass or take money bills or bonds or make such debt, they shall not be recoverable in any court of justice under this government.97

        

        Why didn’t the king’s colony recognize the king’s coin? Presumably there was not enough coin, and then courts would need to choose between imprisoning debtors and overriding clauses in contracts.

        A new royal governor, Sir William Berkeley, was also against tobacco, and so a special 1644 tax to fund his salary listed fifteen other items for tax payments, including grain, butter, cheese, “good hens,” beef, pork, and “pigs to roast.”98 During a visit to England to solicit the king’s help in a new war with Indians, Berkeley, a recent courtier, fought alongside the king.99 By November 1645, he was back in Virginia and joined in passing a coinage law. An unusual preamble emphasized the importance of the act, as 1652 Massachusetts would do:

        
          having maturely weighed and considered how advantageous a coin current would be to this colony, and the great wants and miseries which do daily happen unto it by the sole dependency upon tobacco.100

        

        The law made the piece of eight pass at six shillings—a probable imitation of Massachusetts, as there was pervasive trade between these colonies.101 A coin legally worth six shillings and intrinsically worth four and a half shillings was exactly what the assembly had petitioned for in 1632: a coin debased by 25 percent. The law also ordered minting copper tokens of two-, three-, six-, and ninepence—debased by 92.5 percent. Whereas in 1638 the assembly rejected the debased coin of the king’s crony, now it was going to keep the minting profit. Captain John Upton was appointed mint master, “we reposing much confidence in his care, ability and trust.”102 This copper coin was to be “current” with Spanish coin, while using tobacco as money would become illegal.

        Why did Virginia violate the king’s minting prerogative? The historian William Ripley thought the First Civil War made Virginia practically independent.103 Indeed, Virginia is referred to in this law, for the first time, as a “state” and “republic,” and the law does not mention the king. This is not consistent with Berkeley’s relationship with the king. If he got the king’s personal approval to mint coin while he was in England, why wasn’t the approval or the king mentioned in the act? Perhaps, as in the storehouse law, the awkwardness resulted from a political compromise between governor and assembly. Either way, once again, Virginia failed. In the following session, in March 1646, another act mentioned “the hopeful expectation of a current coin, to be made in the colony, which cannot be so readily effected as was then expected.”104 The Virginia mint and coin were never mentioned again, and probably they never existed.

        This marks the end of an intense experimental period, after which there was largely acquiescence to the rule of King Tobacco. Only the revaluation of foreign coin became standard monetary legislation for decades.105 In 1658, Virginia deteriorated to forcing money under penalty: “Pieces of eight that are good and of silver shall pass for five shillings current money upon penalty of twenty shillings to be paid by the refusers of them.”106 This law was an absurd travesty: during an Anglo–Spanish War, an English colony forced the enemy’s money on English subjects.

        In 1645, Virginia finally had a success: it invented the rule of setoff in English law. Anyone sued for a debt could present a counterdebt—“bill, bond or account”—and have the court “balance accounts.” The official goal was to avoid lawsuits, but this novelty saved costs of sending tobacco back and forth to discharge debts. Common law, dealing only with one case at a time, could not do that. Parliament would follow Virginia only in 1729. But when Virginia confirmed the law the following year, it added an old English feature of sealed bills, which was a fatal blow to bills’ monetary potential: that “no bills or accounts whatsoever be passed or assigned over without the knowledge of both parties.”107

      
      
        New Holland

        In 1630, the Dutch West India Company occupied the Portuguese colony in Pernambuco, Brazil, and renamed it New Holland. It was a typical southern colony—growing sugar and using it as money. There was almost constant warfare with Portugal, Spain (which owned Portugal), other Iberian colonies, and local rebellious colonists.108 In 1637, Count Johan Maurits of the ruling Dutch family of Nassau was appointed governor. He brought military experience, cosmopolitan humanistic education, and interest in science.109

        Maurits ran out of small-denomination coins to pay his soldiers and complained that the result was disobedience, including plunder of occupied Portuguese planters. He paid every four or five soldiers a single high-denomination gold coin for their combined monthly wages, letting them sort out what to do with it.110 In 1640 and 1643, he paid soldiers with “ordonnantien,” payment orders similar to debentures, and forced everyone to accept them in all transactions.111 This was the first paper money in America, and no specimen of it has survived. But with its forced acceptance, it was essentially the Old World device well known long beforehand. Maurits was perhaps inspired by the famous Leiden episode; his family had already led the republic back then, and Maurits’s scientists were from Leiden or studied there.112 He merely planted the old Holland paper money in New Holland. Not surprisingly, Maurits printed too much paper money, and it quickly lost value.113

        The paper-money story could have reached New England—English mercenaries were the largest group in Maurits’s army.114 New England had prolific contacts with Dutch merchants and shipmasters who operated throughout the Atlantic.115 A 1654 Portuguese reconquest eliminated New Holland, and many of its Dutch colonists dispersed across the Atlantic. Some of them moved to another colony of the company, New Netherland.116

      
      
        Antigua

        The first public system of paper money in any English jurisdiction was born in Antigua. The only information on it comes from a law reviving the system in 1669. The preamble says:

        
          By several acts formerly passed, an exact way for bringing tobacco of the growth of this island into public storehouses has been much endeavored, but more especially by an act of the 26th day of April 1654, in which an effectual progress in to the same (to the great ease and accommodation, both of merchant and planter) was not only begun but constantly continued until the late war with France that it was impeded and interrupted, and whereas to the same grounds & reasons for making such an act do still continue & not so only but more forcibly than ever require it for the propagation of trade, ease of the merchants and ready payment of the planter, who having his storehouse notes can pass them in all places of the island like ready money, as well to buy what he wants, as [well as] discharge his just debts and engagements.117

        

        Apparently, such a system had operated at least from 1654 until a brief French occupation in 1666. While Virginia’s storehouses were to settle private bills in their books, the Antiguan storehouses issued their own bills. These bills were banknotes, except that the deposits were eventually shipped overseas. As the rest of this 1669 law is strictly about the revived system, and it cannot be known how much of this law was novel, the rest of the story of the 1669 law is deferred to the next chapter, which is about the period 1660–1686.

        Why was such a novel system invented in Antigua, an island of 108 square miles? Constantly attacked by Indians from other islands and having no more than 1,200 men for defense, the residents were so poor that their Leeward Islands government exempted them from taxes.118 A 1655 list of tobacco-denominated debts from Antiguans to Dutch traders includes dozens of private bills.119 The bills are in no more round or small denominations than the other debts. But two of them are from Samuel Winthrop, and he is one clue as to why Antigua.

        Samuel, John’s son, was born in England in 1627 and lived in Massachusetts from 1631 to 1645. He spent his childhood in the greatest monetary laboratory of the era. After dropping out of college, he sought a mercantile career in London, Barbados, Saint Christopher, the Canaries, and the Azores. After marrying a Dutch woman in Rotterdam, he became a planter in Antigua in 1649, and left to neighboring Saint Christopher in 1654.120 Perhaps he carried to Antigua his unique heritage of monetary experimentation, and Dutch knowledge too.

        Also relevant is Governor Christopher Keynell, recently a captain in the English Civil Wars.121 He surely had personal experience with debentures, and perhaps he was familiar with the emerging goldsmith-bankers and the new banking ideas. The island’s tiny size and isolation may have helped the government oversee that monetary experiment. Venice, a leading financial innovator for centuries, was also basically a small island.

      
      
        The Meaning of Monetary Laws

        The 1650s saw for the first time two colonial laws of explicit forced acceptance of money: wampum in the Massachusetts ferry and pieces of eight in Virginia.122 I argue that these were the exceptions that proved the rule, and that, in general, there was no forced acceptance of money in the English colonies. All other monetary laws mentioned neither illegality nor penalty. They merely stated that these objects were to “pass” or be “current” or to “pass current,” sometimes referring specifically to “payments” (then mostly meaning discharge of debts), “debts,” or “rates” (taxes).

        Although the phrase pass current sounds like a spot transaction, earlier (pp. 29–30) I cited with agreement the prevailing view among historians that in England’s monetary proclamations, the meaning of pass current was, in practice if not in theory, equivalent to the modern notion of legal tender. That is, the state enforced the circulation of the monarch’s money only when preexisting obligations (mostly debts and taxes) reached courts. It was illegal to reject money in ordinary exchange only if the proclamation explicitly stated that—a device reserved for crises in which there was actual or predicted wide refusal of money.

        The case is much clearer, in favor of a legal tender interpretation, in Massachusetts and probably in other colonies. The Massachusetts General Court loved controlling and punishing—but under the rule of law. The first section in the legal code allowed the government to harm people only under “some express law . . . sufficiently published.”123 The court persistently worked hard to inform judges, officers, inhabitants, and visitors of its penal laws and other laws that had to be known to “every man.”124 It sometimes forgave offenders because of their ignorance of laws.125 And yet, none of the monetary laws of Massachusetts mentioned any penalty for rejecting any moneys, or even stated that such an act was illegal (except the wampum-ferry law). Records of judicial courts in Massachusetts (and early Virginia and Bermuda) have no trials over money rejections. Most telling is that Governor Winthrop told of several cases in which individuals—even entire groups or most colonists—rejected in spot transactions types of money that had been ordered to pass current. According to him, they were punished (if at all) only by God, in having a financial disaster afterward.126

        When the court really wanted to promote some money in law, it stated the criminality of refusal (the wampum-ferry law) or specified the penalties (laws against export of coin).127 Forcing someone to accept a type of money he does not want amounts to forcing a transaction. The court forced transactions in other contexts only in very rare cases, and the law was always explicit about it.128 The ferry law was not even really about a forced transaction, because it imposed a tiny, small-change obligation only on people who had chosen to ride the ferry and failed to bring the correct amount of money.

        The absence of any evidence of forcing money in spot transactions is especially revealing in Massachusetts, which was not a textbook example of free markets. The government was heavily involved in the economy from the beginning.129 The Puritan spirit of supervision and discipline appointed what the economic historian Jonathan Hughes has called a “small army” of “viewers, searchers, wardens, constables, informers, . . . , sealers of weights, measures, and casks, clerks of the market.”130 Their authorities were carefully specified in law. Monetary supervision of daily transactions could have been included, or special officers could have been appointed for the purpose. But none of that happened. Laws limiting wages and prices could have easily said something about mandatory media of payment, but that happened only once, during the 1640–1641 crisis.

        I agree with historians of money in England and America that the typical colonial monetary laws merely gave “legal tender” status rather than forced transactions.131 Where contract law is the legal foundation of the economy, the legislature must determine which objects discharge contractual liability if the parties did not do so specifically enough. Otherwise, there would be no way to end some lawsuits, and no state can allow that.

        

        * * *

        In December 1659, Barbados petitioned Parliament to have a “mint house” as that of “New England.”132 At the same time, Lord Baltimore sent from London specially made silver coins to Maryland to “pass current” “for all payments upon contracts or causes.” Probably because of the constitutional chaos playing out in London, Baltimore was undaunted when the Council of State summoned him for this “offense.” A bigger problem was a local revolution in Maryland in March 1660 that sabotaged his plan.133

        By 1660, then, the three most populous continental colonies—Virginia, Massachusetts, and Maryland—had tried to have special colonial coinage within the previous fifteen years. All attempts probably related to the constitutional vacuum in England. Of the islands, Bermuda had tried long beforehand. As of 1660, only Massachusetts succeeded, while Virginia practically gave up. But as the House of Stuart crawled back to power, the future of currency was signaled by the tropical colonies, which introduced government-issued paper money to America—backed by either a commodity or a penalty.

      
    
  
    
      
        Chapter Nine

        The Empire Strikes Back, 1660–1686

      
      
        My father hath chastised you with whips, but I will chastise you with scorpions.

        —1 Kings 12:11, King James Version

      

      This chapter brings the story from the Stuart Restoration to the end of the Massachusetts court, a period that overlaps the heyday of goldsmith-bankers in London and, as we shall see, the spread of banking ideas throughout the Atlantic.

      
        Massachusetts: Paradise Lost

        
          Imperial Relations

          Charles II confirmed the Massachusetts charter but demanded that Interregnum laws that were “contrary and derogatory to our authority” be repealed. This implicitly included the mint law, which violated the royal prerogative. From the beginning of Charles II’s rule, Massachusetts’s enemies in England marked the continuing minting of coin as a great offense against the Crown. Massachusetts did not repeal the mint law, and it obeyed other royal demands, such as on suffrage, literally rather than in substance. In 1664, the king sent commissioners to inspect New England. They proposed specific changes to Massachusetts laws to reflect the king’s authority, including repeal of the mint law, which, they pointed out, was treason. The court ignored them, and soon the king was wholly distracted for a decade by Anglo–Dutch Wars, the Great Plague, and the Great Fire. The mint issue was rarely mentioned again in England before 1676.1

          King Philip’s War started in 1675 and ravaged central and southern New England for a year. As the United Colonies defeated the Indians (and another war just started in the northeast), the attack from England resumed. Edward Randolph, a royal messenger, was followed by England’s Privy Council and top legal officers in bombarding the court with accusations and demands for the following seven years.2 The court and its agents repeatedly asked for pardon for all past “errors.” The hottest symbolic issue was the minting—unauthorized and without the king’s name or portrait. Randolph, the king’s chief scorpion, repeatedly emphasized it as the worst offense and the epitome of treason.3

          A secondary offense, less noticed by historians, was “power assumed . . . to make money current,” i.e., making that coin legal tender.4 Virginia’s royal governor explained the practical problem this caused, in his report to the Privy Council:

          
            The mint . . . is extremely prejudicial to all his Majesty’s subjects, in all other places whatsoever, that deal with them, for they call the piece they coin 1 shilling, and it goes current in all small payments, & great ones too, without special contract . . . equal with the English shilling.5

          

          The problem was that the Massachusetts shilling had less silver in it, and Massachusetts judicial courts enforced payments in those lighter coins on other colonists who expected English coins, unless they had “special contract” which explicitly specified otherwise. Making a coin current implied setting an official value to it, and that was also part of the royal prerogative.6 Making coins legal tender was a separate offense from making coins.

          Massachusetts had no chance to keep its charter, because in the new constitutional–religious battle in England, all the charters held by Puritans were targeted, including London and Bermuda. Charles II vacated the charter in 1684. His successor, James II, imposed on Massachusetts a royal government that took over in May 1686.7 Thus ended fifty-six years of the General Court in America.

          Massachusetts also lost influence of its neighborhood. The king gave New Hampshire and Maine to heirs of proprietorships granted in the 1630s by the Council for New England (Massachusetts bought back Maine). New Netherland was occupied by England and became New York—the private colony of James, Duke of York and heir to the throne. The grant from his brother included Pemaquid, north of Maine. Under Governor Edmund Andros, New York aggressively encroached on the borders of neighboring colonies.8

          A European treaty returned Acadia to France, but economically, Acadia remained just another small New England colony, sending its furs to Thomas Temple in Boston in return for food and European manufactures. Temple’s nephew and heir John Nelson was the chief merchant and lender to Acadia in the early 1680s, owning a storehouse next to the governor’s house. He served as a diplomat and as an attorney for both English and French. Intercolonial relations were amicable enough for French officials, including Canada’s intendant Jacques de Meulles, to plan to send their children to Boston in the early 1680s to learn English.9 Other French connections emerged with direct trade to France, as well as when Huguenots from La Rochelle found refuge in New England.10

        
        
          Law of the Land

          In that agricultural age, land was of critical importance. As today, it was the main security that people could offer their creditors;11 and land banks issuing paper money were the hottest financial idea in the English Empire. The court took land law very seriously, because insecure land ownership would eliminate people’s incentive to turn woods into farms. Court rulings on land ownership were strictly executed.12 Land was almost always secure from arbitrary confiscation.13 The court was flexible for the economy’s sake, finalizing transactions halted by the death of the seller, and preferring squatters to absentee owners.14

          During the battle of the charter, actual and expected changes in jurisdictions made land law a hot political issue. In 1664, the king’s commissioners claimed a part of Pequot land and ordered the Massachusetts colonists to leave.15 The colonists and the court were outraged: the land was conquered in a just war, “improved” at great cost, and “long possessed”; evicting Englishmen without legal process was against local law and Magna Carta; and all land titles would be undermined if some were annulled at the arbitrary whim of commissioners.16 The rest of Pequot had been granted to Connecticut in a charter, and even there Massachusetts colonists complained of being “injured in their possessions and rights” by Connecticut.17 After Massachusetts bought Maine, it confirmed land titles there.18

          The court suspected that land within Massachusetts was also endangered, and reminded the king that they purchased the land “of the natives” and incurred large expenses on settlement.19 Randolph claimed that by violating the charter the colonists lost not only the right of government but also the land; however, he recommended that the king promise confirmation of land titles as necessary for a peaceful transition to a new regime.20 The colonists begged for “security in the peaceable enjoyment of their houses and lands, of which they . . . had uninterrupted possession for more than 50 years.”21 When legal proceedings began against the charter in 1683, the king did “declare” that all “properties . . . shall be continued and preserved.” Randolph kept working toward such “assurance” and “confirmation” becoming part of the new regime.22 His partner in that effort was the assistant Joseph Dudley. Son of the late governor Thomas, he had been an agent of the court in London in the battle of the charter. There he betrayed the court and helped designing a postcharter regime.

          Similar promises on land failed to deliver in the new royal government of New Hampshire,23 so upon rumors of the charter’s death in 1685, the court prepared for trouble: all former land grants made by the court or towns were confirmed with all conceivable formalities (including the corporation’s seal), and towns and individuals obtained Indian backup deeds. The last committee appointed by the court, in 1686, secured “such papers . . . as refer to our title of our land, by purchase of Indians or otherwise.”24

          Paradoxically, this danger to land titles was simultaneous with a huge increase in the supply of land and some new demand for land. Most Indians of the region fled or died in King Philip’s War. The Massachusetts elite led a land rush on these areas. The predictable end of the charter stimulated them to grab for free as much land as possible as long as they could. Leading the charge were those who expected to have good relations with the expected royalist regime: Joseph Dudley; his business partner, the assistant William Stoughton; and the Anglican merchant Richard Wharton.25

          The constitutional–religious crisis of 1680s England led some Puritans to consider emigrating to New England. One of them was our old acquaintance, sixty-one-year-old John Blackwell (chapter 4), who settled in Boston. As the most senior veteran of Cromwell’s regime ever to have settled in Massachusetts, he joined the elite and was almost elected an assistant. He was granted land for a new town with potential emigrants.26 Expecting the regime change, the Cromwellian veteran partnered in the largest land purchases with the leading royalists.27

        
        
          Elites

          Economic prosperity drew many merchants—mostly Puritans fleeing Restoration England, but even some Anglicans.28 As most merchants lived in the Bay, that area dominated economic and financial committees, especially those auditing the treasurer and obtaining loans for the diplomatic effort.29 Within the Bay, it was probably an intentional check on Boston’s power that since the 1640s the treasurer was almost always a Charlestown merchant.

          John Winthrop Jr. came to London as governor of Connecticut to obtain a charter for that colony. He was already a member of the “Republic of Letters”—a European-wide network of scientists who communicated with each other by letters and publications and were the main institution behind the Scientific Revolution.30 In London, Winthrop became the only American member of the newly established Royal Society. His expected contributions were not only American curiosities and “inventions,” but also his own chemical-commercial inventions. He was requested “to season and possess the youth of New England” with “this real experimental way of acquiring knowledge” in the spirit of the Scientific Revolution. Back in Connecticut, he achieved little, but he passed the torch to the college in Massachusetts. It was a long torch—English America’s only telescope. It was used by the college president, Increase Mather, a pastor who was John Cotton’s son-in-law, and by his own son Cotton. They mostly watched comets. In 1683, Increase Mather founded in Boston the Philosophical Society, the first colonial imitation of London’s Royal Society.31

          In line with the consensus among England’s scientific community, science mixed with nonsense. John Jr. succeeded in stopping a witch-hunt craze in Connecticut with his combined prestige as a physician and an alchemist. Increase Mather published a collection of local miracles and witchcraft cases. As an amateur astronomer, Mather preached and published that comets were portents of disasters. The court agreed.32

        
        
          Money

          Also during the period of 1660–1686, Massachusetts got rid of its Indian-produced commodity moneys. Wampum lost its legal tender status in 1661 due to “much inconvenience,” while beaver became irrelevant when it became largely extinct in Massachusetts. These moneys survived only outside the colony’s bounds, mostly with Indians, even if beaver furs from faraway were still shipped to and from the Bay.33

          For two decades, the mint was not disturbed by the Restoration. It took time for the mint to make an impact. More payments in coin appear in court records from 1674.34 Many public and private payments, such as the college president’s salary, were partly in coin and partly in commodity money.35 Complaints of coin shortage continued,36 to some extent because illegal coin export continued.37 Most English colonies gave Massachusetts coin official status as a prime foreign coin, and Montserrat even fined people “refusing” these coins.38

          From 1673, it became the rule to abate a quarter of a taxpayer’s tax if he paid it in coin. During the war, this fraction increased and peaked at a half in 1679, after which another mechanism dominated: following a Plymouth precedent, the court forced some fraction of each tax to be paid in coin. In 1683–1684, most taxes were to be paid in coin (figure 9.1).39 The treasurer kept separate accounts in coin and in country pay.40 The change was officially attributed to the battle of the charter in London, where supposedly only coin was accepted.41 It was impossible to continually bribe officials for access and favors with bills of exchange. This policy required that constables convert commodity money they collected into coin, which could generally be done only in the Bay.42

          
            [image: ]

            
              Figure 9.1 Court preferences for coin in taxes (as fraction), 1666–1685. Source: See note 39.

            
          
          These changes can perhaps be attributed in part to the personal interest of the mint master John Hull, who advanced from deputy to treasurer (1676) to assistant (1680). As treasurer, he asked the court to increase the pro-coin abatement even more.43 Hull may have realized that demanding or incentivizing tax payments to be made with some object artificially increases demand for that object; such policy can induce the object’s wider acceptance in the private economy. But it was surely not only Hull’s interest, since the mandatory coin payments continued after both the mint and Hull had died.

          Because each Massachusetts coin contained less silver than an English coin of the same name, a new unit of account was born, paralleling the terminology of money in England: New England money/silver or lawful/current money of this colony/country/New England. Not all payments so phrased were actually made in coin. These terms became the default in real estate deeds, in which there was probably not enough coin to execute the transactions.44

          The battle of the charter killed the mint, probably in 1682, when the last contract with Hull expired.45 The court reverted to the 1640s practice of legalizing Spanish coin with neither reminting nor restamping.46 The supply of such coin was augmented by pirates who were allegedly protected by the colony.47

        
        
          Banking and Finance

          While London banking started with goldsmiths, even the most prominent Bostonian goldsmith (John Hull) left no evidence of banking activity—that is, of lending other people’s money or issuing standardized banknotes and checks.48 Boston did gain experience with large-scale private finance, but it originated elsewhere.

          

          The Fund. A pamphlet titled Severals relating to the Fund was published anonymously in 1682 by Boston’s printing press.49 The author told of his attempts, over more than three decades, to solve the money problem of New England through a bank. It began with discussions in London in 1649 with the financial projector William Potter (p. 43). The author attempted his own plan from 1664 after moving to New England. He operated the Fund in 1671, until “putting a stop to it” in 1672, “when bills were just to be issued forth.” In 1681, he restarted the project in Boston and began “to pass forth bills, to make an experiment,” and soon he published the pamphlet.50

          The project’s name, “Fund,” meant a “deposit in land: Real, durable, and of secure value.”51 The plan was flexible—a public or private bank, based on deposits of land titles or “merchandise,” with several methods of transferring purchasing power: “book entries,” “bills of exchange for great payments,” and “change bills” of less than five pounds as “running cash” or “pocket expense” instead of coin.52 Massachusetts records document seven mortgages of land, mostly in Boston, made to the Fund from 1681 to 1683. The Boston mortgages were made by artisans, a merchant, and a mariner, and ranged from £14 to £100. They were all made to trustees of the Fund—three Boston merchants, one of whom was Adam Winthrop, a grandson of John and the first Winthrop to graduate from the college.53

          Who was the Fund’s author and leader? Only one “Director” is known from the mortgage records, the merchant Daniel Henchman; but the author identified himself as a minister rather than a merchant.54 James Hammond Trumbull, the nineteenth-century Connecticut historian who discovered the pamphlet, conjectured the author to be John Woodbridge, a Massachusetts minister who returned to England in 1647 and back to Massachusetts in 1663. Trumbull’s conjecture is circumstantial: Woodbridge lived in England in 1649 (the Potter meeting); he was connected to the elite through marriages; and his son would launch paper money in 1704 Barbados.55

          Trumbull’s conjecture has remained undisputed and widely cited to this day.56 As I show in detail elsewhere, however, a careful reading of the pamphlet reveals that the author was not someone who migrated back and forth.57 Moreover, Woodbridge’s elite contacts disqualify him since the author described two degrees of separation from the magistrates.58 The only nonmerchant prominent in the mortgage records was the shipwright Timothy Thornton. He did most errands for the Fund: getting clients, witnessing their deeds, accepting Fund bills, and liquidating clients’ debts. It’s interesting that his father, Thomas, was a minister who came from England in 1663. Is it possible that Thomas was the author?

          Thomas Thornton moved to Yarmouth in Plymouth, rather than Massachusetts. Although historians have assumed that all the Fund’s history occurred in Massachusetts, nothing in the pamphlet disqualifies Plymouth as the place where the Fund was under consideration for two decades before being implemented in Boston. Timothy may have been the real manager, though, since his seventy-four-year-old father lived in Yarmouth.59 Timothy may have been what the author described as that combination of “spirit, purse, and hand” that relaunched the Fund in 1681 Boston.60

          No mortgages were given after February 1683, and the only later records are of redeeming mortgages in 1684–1685. The Fund perhaps ended because of the uncertainty of all land titles due to the battle of the charter. In November 1683 the colony learned that the king started legal proceedings to vacate the charter.61 It was no time to base a new credit-and-payments system on land titles. But we will meet Timothy Thornton and the trustee Adam Winthrop again in 1690.

          If the Fund’s bills were printed, they were surely printed at Boston’s press, which printed the Fund’s pamphlet. That press was managed by Samuel Sewall, a graduate of the college and a friend and relative of the Fund’s director, Daniel Henchman. Both were protégés of the merchant John Hull, whose only surviving child was Sewall’s wife. Sewall was appointed to the press by the court after the press’s owner died, “at the instance of some friends” (perhaps the assistant John Hull).62 As the basic mechanism of printing on paper was similar in principle to that of stamping coin,63 perhaps Sewall was appointed because he had acquired managerial or technical skill from mint master Hull. Although the press was probably imported from England, goldsmith Hull was best suited to produce metallic movable type when necessary.64 When Hull died in 1683, Sewall inherited his closed mint and his mercantile empire.65 The following year, he became an assistant and left the press.66 Sewall became the only colonist with either the experience, knowledge, or equipment for producing both coin and paper money.

          

          The Gospel Company. The Company for Propagation of the Gospel in New England was a chartered English company, headed by the scientist Robert Boyle, that financed the Christian conversion of Indians. The corporation’s funds were sent to the commissioners of the United Colonies, and they appointed a treasurer in Boston. That office was filled in the 1670s by John Richards, who was already treasurer of Boston and of the college. In the 1680s, the treasurer was the assistant William Stoughton.67 A single 1685 list shows fifty-three outstanding loans, ranging from £5 to £416, and totaling £3,435. The borrowers ranged from illiterate widows and artisans to merchants and assistants. Almost all these loans were secured by bonds and/or mortgages, depending on the borrower’s wealth and the loan’s size.68 It was not a bank, because there were no depositors to whom interest was paid; in modern terminology, that treasurer in Boston was the chief financial officer of an English corporation.

        
        
          Public Finance in War

          The existential war of 1675–1676 took the problem of public finance to a whole new level. The same basic principles were used as in the Pequot War, but the scale was a significant complication.

          

          Expenses and Incomes. Massachusetts spent more than £46,000, including £10,000 in soldiers’ wages.69 Soldiers were promised “a gratuity in land besides their wages” before a critical battle—or so claimed a 1731 petition by old veterans and heirs of others who asked for land. Plymouth did make such a promise, as well as a promise that all lands and other plunder be “security for the soldiers’ pay.”70

          Most expenses were paid by taxes, measured in a unit called a “rate” that had been set as the expected tax in normal years: twenty pence per man and 1/240 of one’s property.71 Figure 9.2 shows the amounts of rates enacted per year from 1646 until the end of the charter government.

          The government became far more active during the war, suddenly needing to feed, clothe, and arm thousands of soldiers. Taxes were enacted more frequently and collected more urgently. One tax was to be paid within a month “for the payment of soldiers.” Most tax exemptions and loopholes were suspended. Towns were not exempt even from paying the taxes of emigrants and of the dead.72 But the effects lingered long afterward, because taxpayers could not discharge all the government debts at once, and the war debts combined with new costs from a northeastern war and the battle of the charter. The tax burden in the final decade of the charter era was twice as that of the three preceding decades combined. Many could not pay taxes in time, and this led to increased social and political tensions.73

          Military fines were a minor source of income. Fines were threatened against frontier civilians “deserting” their homes, after the court threatened to confiscate their lands to pay garrison costs.74 The main movable plunder item was “188 prisoners at war, sold,”75 but the most valuable plunder was “the conquest lands,” sold off by a joint United Colonies committee.76
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              Figure 9.2 Taxes in Massachusetts (in rates), 1646–1685. Sources: MAGC II, IV-I, IV-II, V, passim.

            
          
          

          Debts and Settlements. During the war, the treasury was “exhausted,” so the court asked “gentlemen in Boston” and merchants for loans of funds and war supplies, and ordered ministers to “exhort” the people to lend. The urgency brought unprecedented promises: the treasurer would give lenders receipts under his hand and seal; lenders were promised repayment at a specific time or in coin, or that “for further security” the colony would reserve “all public and common lands within this jurisdiction, and all the interest . . . in any conquered lands.”77 Commissioners for the war were to “pass . . . debenture” to each soldier based on his officer’s report. These were the Pequot War notes, renamed after the Civil Wars’ debentures. Debentures and other war accounts were audited by a merchants’ committee and sent by the thousands to the treasurer John Hull. He was aided by his relative, the future Fund director Daniel Henchman.78

          Creditors “for wages, horses, provisions, etc.” could ask that their claims be sent to constables for trilateral debt settlements, and, indeed, constables paid “bills drawn upon us from the Treasurer.”79 Setoff was generally applied only when the value of clothes provided to soldiers was “deducted” from debentures upon payment.80 The court ordered setoff with petitioners, including having taxes “discounted” from their claims.81

          Most expenses were probably made in commodity money. Few payments in land were explicitly related to the war.82 The large war expenses in Connecticut River towns, and the transportation costs there, resulted in a compromise of thirds: the treasurer was “ordered to pay them two-thirds of what is their just due.”83 The court was silent about the last third.

        
      
      
        Atlantic Banking

        
          Barbados

          In 1661, the London merchant and bank entrepreneur Francis Cradock (p. 45) partnered with a royal official in a petition to the king for an “experiment” in Barbados—a bank based on land and goods. Thus the sandy island was to serve as what is known today as a “sandbox” (for experiments in software and financial regulation). England ordered the Barbados government to assist the project, which was to be controlled by Cradock as well as royal and local interests. While the bank could receive sugar—the main crop—the bank’s bills and transfers between accounts were supposed to exclude physical sugar as legal tender for debts.84 The bank was never heard of, probably because both the emigrating Cradock and the royal representative in the bank’s management, Sir John Colleton, were on bad terms with the local government for unrelated reasons.85

        
        
          Connecticut

          The polymath entrepreneur John Winthrop Jr. had a project of which few details are known. It was “a way of trade and bank without money” or “bank of lands and commodities,” but at some point he was skeptical about land. In 1661, Winthrop communicated about it with the influential science and banking promoter Samuel Hartlib (chapter 4). In 1663, Winthrop presented the plan to the Royal Society, to which he belonged, hoping it would achieve “the great advance of trade” as achieved elsewhere by “banks of ready money.” He hoped the society, given its “acquaintance and interest . . . in the gentry, merchants, and citizens,” and “the sufficient insight that many of them have into matters of trade and exchange,” would promote the idea or make “a trial . . . among gentlemen and merchants.” Although “understanding men” were expected to consider the plan after Winthrop left, it was never heard of again.86

          Perhaps the plan was similar to Antigua’s tobacco banknotes—a “bank without money” and without land. It had existed at least since 1654. John’s half-brother, Samuel, left Antigua that year but returned from neighboring Saint Christopher in the early 1660s. Samuel treated John Jr., twenty-one years older than him, as a father figure, calling him “the chief pillar of our family” after their father died. He wrote to John Jr. regularly—more than to anyone else, as far as we know. Their correspondence revolved around family issues (Samuel sent some of his children to live in New England), their business relations, and religion.87 There is no trace of the Antiguan banks in their surviving correspondence, but information could have been transmitted verbally through bearers of letters who usually gave additional information.88

        
        
          Antigua

          The tobacco-backed banking system, destroyed in a 1666 French occupation, was revived in 1669, perhaps with some modifications. The law ordered bringing all tobacco to a regional “public storehouse.” After quality inspections,

          
            the said storehouse keeper shall give to each party a receipt or storehouse note under his hand, containing the weight of the tobacco he received from him and the day of the month when brought in, which said note is to be at the only dispose and for the proper use of the owner of the said tobacco, his heirs and assignees.89

          

          It was ordered that “no payment into tobacco shall be otherwise made from the planter to the merchant or from one planter to another than by the said storehouse notes.” Complaints about keepers’ frauds, in which “merchants and others” who presented notes for redemption received a third less than the amount promised in the notes, led to elimination of the system in 1675.90

          That revived system was perhaps known in New England, even more than in the 1650s. Samuel Winthrop is again the leading candidate for transmitting such information. Around 1670, he reached the top of Antigua’s political and economic elite. He kept doing business with New Englanders, including half-brother John Jr. and the Boston merchant Richard Wharton. Always desiring to move back home, he kept some of his sons in Boston to “learn to write and cipher and gain some knowledge in accounts.”91

        
        
          West New Jersey

          In 1681, the Englishman Mark Newbie arrived from Dublin to the new Quaker colony of West New Jersey. He brought thousands of special copper coins of unknown origin. In 1682, he was elected councillor, and West New Jersey passed this law:

          
            For the more convenient payment of small sums . . . Mark Newbie’s half-pence, called Patrick’s half-pence, shall . . . pass for half-pence current pay of this Province, provided he the said Mark, give sufficient security . . . that he . . . will change the said half-pence for pay equivalent, upon demand; . . . no person . . . obliged to take more than five shillings in one payment.

          

          The extent to which Newbie’s coins circulated is not clear, because by 1684 he was dead, with thousands of coins in his possession.92 The importance is that base coin was given the status of legal tender for small debts, and that it functioned like a banknote: Newbie had to redeem these token coins in goods or proper coin upon demand. The security he deposited was, not surprisingly, a land title.93

        
      
      
        Other Projects

        In 1691, a claim would be made in Boston regarding private bills passing elsewhere for some years, perhaps including the early 1680s:

        
          One gentleman’s bills at Port Royal for diverse years, and that among foreigners; or another gentleman’s bills in the western parts for as many or more years . . . gain so much credit as to be current pay, among the traders in those places; yea, that the bill (as I have heard) of any one magistrate in the western English plantation shall buy any commodities of any of the planters.94

        

        Regarding Port Royal, Acadia’s capital, there is only one candidate: the Boston merchant John Nelson (p. 118). This is implied by his biography and confirmed by his biographer Richard Johnson.95 The “western parts” and the “western English plantation” meant—for contemporary Bostonians—the Hudson River area.96 These note-issuing gentlemen had “a good bottom for their credit in their warehouses,” meaning they were merchants whose goods could be legally seized if they failed to redeem bills.

        In Maryland, after Lord Baltimore’s rule was restored, his government asked him for a local mint. The only legal status supporting the money—as debased as in Massachusetts—was to be its acceptance in all payments to the proprietor, with the usual term current mentioned only regarding other coins.97 Although payments to Baltimore were formally rents rather than taxes, the mechanism was similar: only the government issuing the money had to receive it, and this commitment seemed necessary and sufficient to get a debased money to circulate. Eventually Maryland had special “current” coin of an unknown mint. Later there were complaints about this coin in England, but apparently Baltimore was permitted to continue minting.98

        

        * * *

        It took Restoration England twenty-six years to kill the charter government. The delay had consequences. First, Massachusetts minting survived long enough to come to fruition and make an impact. It presumably increased people’s dependence on money, encouraging more occupational specialization. Second, by the time the mint died, the practice and theory of banking in the English Empire had advanced so much that Massachusetts had alternatives. Actual or projected land banks, goods banks, and goldsmith-bankers—in England, Massachusetts, Connecticut, Antigua, Barbados, and West New Jersey—made paper money a far more realistic option than in 1660 at the Restoration. Land, already the basis of traditional credit, was especially relevant for America because of its relative abundance. After land’s use extended to soldiers’ compensation and lenders’ security during the great war, it was used as the basis for the Fund in Boston—but its legal status was severely threatened by England.

        In the end, the mint’s violation of the royal prerogative made no political difference in the battle of the charter. The charter would have been killed anyway, because Charles II targeted all his enemies’ charters. However, the coinage offense and the battle of the charter would still have an impact. First, a legal paper trail was created in England on the coinage offense, and would be used again. Second, the delay allowed the court to receive thorough training in law and diplomacy, which would soon become useful.

      
    
  
    
      
        Chapter Ten

        Governments and Paper Money Projects, 1685–1689

      
      
        Then saith he unto them, Render therefore unto Caesar the things which are Caesar’s.

        —Matthew 22:21, King James Version

      

      The 1690 Massachusetts money, legally supported only by its acceptance for paying taxes, could be created only by a government. Government’s power over paper money—with different legal support—was demonstrated several times in the few years preceding that invention, in Massachusetts and its nonimmediate neighborhood. Where governments refused to cooperate with paper money projects or projectors, paper money had no chance. Where a government created paper money, it succeeded.

      The Massachusetts episode will also bring the story to the eve of the Glorious Revolution. The effects of that episode would be consequential even after the Revolution.

      
        The Dominion of New England

        
          Imperial Relations

          To ease Massachusetts’s transition to a royal colony, England appointed a temporary local president. The useful idiot was the former assistant Joseph Dudley. He presided over a council, appointed by England, that controlled the Dominion of New England—Massachusetts, New Hampshire, Maine, and part of Pequot. Dudley appointed as deputy president his business partner, the former assistant William Stoughton. Councillors included Wait and Fitz-John Winthrop, sons of the late John Winthrop Jr. The president and the council bore the mark of the new king, James II: absolute authority on all legislative, executive, and judicial matters.1

          Why did Dudley and the Winthrops betray the heritage of their legendary Founding Fathers in leading a dictatorship? The historian Theodore Lewis blames the land rush, in which they were involved. To keep their land, they needed to be in power.2 Other councillors were enemies of the charter regime, such as Edward Randolph and Richard Wharton. As Dudley’s council took power in May 1686, it appointed committees as a partial substitute to the missing assembly, most notably in a thirty-two-member “grand and standing committee” of merchants to advise on trade and economic matters.3

          Soon the former governor of New York, Sir Edmund Andros, was appointed governor of the dominion. He arrived in December 1686 to take over Plymouth, Connecticut, and Rhode Island too. Dudley was still called president, and he and Stoughton were judges of the Superior Court. Councillors would later complain that Andros actually ruled without them; colonists referred to Andros’s government as French, alluding to Louis XIV, and “as arbitrary as the Great Turk” (the Ottoman Sultan).4 Andros usually consulted the New York cronies he imported: the deputy secretary John West, attorney generals George Farewell and James Graham, and the Superior Court judge John Palmer. Sheriff James Sherlock had arrived from serving another dictator in New Hampshire. The Puritans complained bitterly about these “strangers.”5 In 1688, Andros received a new commission that added New York, East New Jersey, and West New Jersey to the dominion.

          As soon as the Massachusetts charter died, there was renewed interest in England and among royalists in reviving the mint under royal authority. Dudley’s council, Randolph, and Andros tried to convince England that “our trade for want of money is much perplexed and decayed.” They failed, due to the Royal Mint’s objection to any coin lighter than its own.6 Other evidence is not decisive regarding coin shortage; the most remarkable one, though, is the town of Hingham’s delivery of empty milk pails as tax payment.7

        
        
          Law of the Land

          The biggest story of the dominion period was Andros’s land policy. He was instructed by the king to examine the largest land projects and report home, and to “dispose of” land “for which our royal confirmation may be wanting.”8 Andros used the latter instruction to launch a total attack on all Massachusetts lands—one befitting a foreign occupation, as the colonists had feared all along.

          Andros disappointed the large land investors of his council by blocking their legal efforts and recommending that England reject their claims. After appointing crony John West as land registrar, Andros told people that all titles to settled land were fatally defective according to English law, for several reasons. First, although the Crown granted the land to the company, the land reverted to the Crown once the charter was revoked. Second, the court did not seal its grants in real time as requested by the charter, and the frantic ex post sealing of grants in 1685 was invalid because the company was legally dead. Third, as a corporation, the company could not create other corporations, so the towns were unincorporated. Thus all the towns’ grants to individuals were void. Fourth, Andros told colonists that Indian deeds were worthless. The Charlestown merchant Joseph Lynde testified:

          
            After showing [Andros] an Indian deed for land, he said that their hand [i.e., signature] was no more worth than a scratch with a bear’s paw, undervaluing all my titles, though everyway legal under our former charter government.9

          

          All this concerns mortgageable lands—the foundation of credit; but all other lands and other types of property were also specifically targeted: town commons, Puritan churches, the college, Gospel Company funds, and wrecks of both ships and whales. The colonists believed Andros would use “tricks, juggles, and designs” to seize all their “money, ships, goods, merchandizes, . . . houses and lands.”10

          Andros implemented his “defective land title” policy gradually to avoid a revolution. He told some people that they had to ask for warrants to survey the land they claimed and later apply for confirmation that the land was theirs. His cronies led by example and also applied for personal ownership of town commons.11 The main policy lines came to the forefront by July 1687. The value of any mortgageable land was seriously reduced: unconfirmed land could have been grabbed by anyone, while confirmation would result in very high legal fees and, later, rents to the king. The fees, of course, were the whole point—generating income for Andros’s cronies.

          The colonists argued that possession and improvement of the land for half a century were more important than the technical defects Andros cited, and that purchases from Indians were valid. They asked for a blanket royal confirmation of their land holdings, as had been done regarding civil marriages in Andros’s commission.12 They organized legal action at town meetings and took cases to court, so Andros outlawed such meetings, and leaders of legal action were threatened with increased legal fees and prosecution.13 In 1687, leading colonists sailed to England to lobby against Andros’s policy: councillor Richard Wharton, who was the largest land investor; two former assistants; and college president Increase Mather. Most colonists procrastinated with title confirmations, hoping for the lobbyists’ success.

          On July 5, 1688, Andros received the new royal commission that extended his territory and said nothing of his land policy despite the colonists’ lobbying.14 A week later, the emboldened governor launched a legal attack with writs of intrusion, that accused the recipients of illegally possessing the king’s land.15 Writs were issued to two Boston merchants and two Charlestown merchants—the councillor Samuel Shrimpton, former assistant Samuel Sewall, former treasurer James Russell, and former deputy Joseph Lynde—all of whom had had specific land disputes with Andros. Attorney General James Graham said that all the rich would be targeted for all their lands.16 The writs sent a clear message: all land titles were worthless.

          The colonists were stupefied. One wrote, “Some in power have said that it is not for the King’s interest that this people should enjoy it [i.e., the land], and if another people had it would be more for the King’s interest than now.”17 Sewall, Russell, and Lynde petitioned for surveys of their lands, as did others, lest they be targeted too.18 Sewall also wrote to the lobbyists in London, sent them money, and then joined them in person. In London, he wrote to a member of Parliament:

          
            The title we have to our lands has been greatly defamed and undervalued: Which has been greatly prejudicial to the inhabitants, because their lands, which were formerly the best part of their estate, became of very little value, and consequently the owners of very little credit.19

          

          Undermining land titles was ruinous to credit.

        
        
          Banking

          John Blackwell arrived in Boston in 1685 with the idea of the bank of credit project he participated in two years earlier in London (p. 45).20 In a prospectus, he proposed issuing “bank-bills of credit, signed by several persons of good repute” with a minimal value of £1.21 This was considerably below the value proposed in bank schemes in England. The bank’s partners and others “of all trades, callings, ranks and conditions” were supposed to publicly commit to accepting the bills in trade “as ready moneys.” The bank offered loans in its bills in return for mortgaged assets (mostly lands rather than goods). Defaulting borrowers would lose these assets, and proceeds of the assets’ sale would be available for banknote redemption.

          Blackwell’s bank scheme won exceptional progress in 1686. In July, Blackwell proposed it to the new council, which referred the proposal to the standing trade committee. The committee was in favor, and in September the council approved the committee’s report and promised to act for the bank—“a public and useful invention”—so that it could solve the coin shortage. The council even made the prospective banknotes “current moneys in all receipts and payments,” including taxes paid to “the Treasurer and the receivers thereof.”22

          It is highly unusual in monetary history, before and after 1686, to give the status of legal tender to private financial instruments. Why were the bank and its bills so favored by the trade committee and the council? Merits of the bank aside, Blackwell headed the trade committee. Two other senior members of the committee would soon become senior bank officers, while the bank directors would be Blackwell and three councillors—Joseph Dudley, William Stoughton, and Wait Winthrop.23 It is unknown when these men joined Blackwell’s project, but such symbiotic relations between the absolutist government, the advising trade committee, and the private bank were typical of the era; no large-scale private business could succeed without giving the ruling elite its personal share.24 Blackwell’s chief partners were large land investors, and the bank would have allowed them to convert land into money.

          Enter Andros, scorpion-in-chief. His land policy was a fatal problem for the bank. Dudley apparently tried to make Andros a bank partner.25 While Andros’s policy was low key, the bank plan still progressed, as late as January 1688.26 The writs of intrusion of July 12, 1688, killed the bank. Four days later, on the day when petitions of frightened colonists to survey their lands peaked, Blackwell aborted the bank. His letter indicates that trials had been made with printing bills but that his partners had already showed signs of backing off. The writs sealed the deal for Blackwell, and formal liquidation occurred a month later.27 A Restoration victim, Blackwell knew the consequences of a constitutional change on property: game over for a bank relying mostly on lands with “unquestionable good title,” as his prospectus stated.28 As Sewall put it, no land could be used as a source of credit. Bank directors Dudley, Stoughton and Winthrop could do nothing while Andros “resolved and practiced to make all men’s titles quite null and void,” as the latter two would testify.29 Andros probably did not kill the bank on purpose, but simply had better uses for the land. Like the land investors, he also wanted to convert land to money—but for him, it was in the form of fees.30

        
      
      
        Quaker Banking

        The new Quaker colonies, being led by merchants, moved toward banking almost immediately.31 The merchant Thomas Budd was councillor and treasurer of West New Jersey. As land commissioner, he received the mortgage that the coin importer Mark Newbie gave as security for redeeming his token coins (p. 129).32 In 1685, Budd published a book on the economic potential of the Quaker colonies—Pennsylvania and the New Jerseys. He plagiarized two proposals from a 1677 book published in England by Andrew Yarranton: (1) registering all bills and making them transferable by assignment, and (2) a land registry to support a land bank.33

        According to the historian Katie Moore, Budd’s bank could not be established in West New Jersey because of a power struggle between Edward Byllynge, an absentee governor in England, and the local assembly, which elected its own governor. With no “land security and political stability,” says Moore, a land bank had no chance.34 The dispute was apparently resolved in Byllynge’s favor by Quaker arbitrators in London during the same year Budd’s book was published. Unfortunately, Budd was one of the leaders of the opposition to Byllynge.35 Immediately after losing the fight, he relocated to Pennsylvania. There, Budd found five partners for a bank project, wisely including two councillors. In February 1689, they petitioned, “setting forth their design in setting up a bank for money, requesting encouragement from the Governor & Council for their proceeding therein.”36 The governor was . . . John Blackwell.

        On the same day that Andros issued the writs of intrusion that killed Blackwell’s bank, Pennsylvania’s proprietor William Penn (living in England) appointed Blackwell governor of Pennsylvania. Penn heard of Blackwell’s wisdom, ability, and integrity, and thought this financial expert would turn the colony from charging bills of exchange to the proprietor to paying him rents. In December 1688, Blackwell moved from Boston to Philadelphia.37

        Blackwell’s response to the bank proposal was not enthusiastic. He acknowledged local coin shortage, but before leaving Boston he had proposed something similar to Penn, and he was awaiting a reply. He told the partners instead to “give their personal bills to such as would take them as money to pass, as merchants usually did bills of exchange.”38 Blackwell essentially threw the partners out the window—back to the beginning of the century. His procrastination (perhaps because he was not made a partner) was soon followed by the confusions of the Glorious Revolution, and the matter died.

      
      
        Canada’s Card Money: Old Idea, New World

        Since we left Canada in 1630, it had become a royal colony of a few thousand people, still dependent on furs. Its governor general handled military and external affairs. The real autocrat was the intendant—a bureaucrat educated in law, who was in charge of local civil affairs, including treasury, legislation, and police. He chaired the Sovereign Council, which validated all ordinances by registering them. Communication with France was usually made once a year, due to the winter freezing of the Saint Lawrence River. French ships arrived in the summer with manufactures, royal orders, new settlers, soldiers if needed, and new coin. In the fall, the ships returned to France with furs and officials’ reports.39

        Canada conformed to the monetary methods of other colonies, with an authoritarian twist. Official currencies included fur and wheat. French coin was overvalued to keep it in the colony. A debased French colonial coin was barely present. Foreign coin was overvalued and forced on all transactions under penalty.40 In 1682, a new, absolutist intendant arrived, Jacques de Meulles. He ordered a merchant to sell guns to all men for grain and pork. Since the forced foreign coins were light and worn, they did not circulate; De Meulles opened a mint that restamped these coins to authenticate their true weight.41

        
          Just Another Siege Money

          In 1683–1684, hundreds of soldiers were sent from France to Canada due to tense relations with Indians. Instead of sending clothes, food, or coins to pay the soldiers, France sent goods, such as guns and lead, and bills of exchange drawn on local merchants. The bills were very hard to sell or redeem for coin. De Meulles complained in November 1684: for “subsisting the troops, one must have one thing only—ready money.” In February 1685, he started paying soldiers from his own resources, taking out personal loans to do so. In March, he prohibited the use of coin in buying fur from Indians. In April, he let soldiers work for wages with locals, but many could not find jobs. Local credit dried, and the ships from France—the only supply of coin—were late. De Meulles was desperate.42

          He obtained playing cards, cut each into four pieces, wrote on them three denominations, signed them, and gave them to the soldiers. In June, he issued an ordinance that was registered by the Sovereign Council and promised redemption in coin: “They shall be paid from the first funds, which His Majesty will surely send us.” For enhanced credibility, de Meulles added a personal guarantee on the ordinance’s margin: “We are answerable for them in our personal and private name.” The ordinance continued, “We forbid all persons of whatsoever quality and condition to refuse any of them, or to sell their supplies for them dearer than customary, under penalty.”43

          In September, the ships arrived with the expected coin. De Meulles gave all cardholders eight days to redeem the cards for coin. He reported the whole affair to France, claiming that the cards did circulate, were redeemed as promised, and were then destroyed. In February 1686, while de Meulles was away, his deputy issued another batch and called it monnoye de cartes (“card money”). In September 1686, ships arrived from France with the king’s disapproval of the 1685 episode due to fear of counterfeiting. However, the deputy’s promise was honored, and all cards were redeemed with newly arrived coin.44

          Why cards? Scholars speculated about lack of writing paper and a printing press, and an abundance of playing cards made of durable paper, with printed pictures that could help the many illiterates identify denominations and prevent counterfeiting.45 Cards were abundant because, though officially frowned upon, they served a critical pastime during the long idle winters.46 Cut in four, cards had the right size and were really just rectangular paper coins. Furthermore, they had blank back sides that could be used to write denominations and signatures.

          Inventions and discoveries are known to take place when the inventor thinks about the problem while physically handling what turns out to be the solution—Archimedes’s Eureka moment, Edison’s light bulb.47 Perhaps, during a card game, de Meulles noticed that the cards, just like coins, were durable hand-to-hand objects with royal portraits. There was a technical similarity between stamping playing cards and stamping coins.48 Moreover, the most probable origin of playing cards—in China—is as paper money;49 paper money simply came full circle in Canada.

          De Meulles claimed it was his original idea. He might have copied it, consciously or not, from an earlier episode, such as the one reported by Marco Polo; a 1480s Spanish siege money, forced on the population, had been reported in a French political book that was very popular at the beginning of the seventeenth century. Maybe de Meulles found it among the books of his father—a royal councillor and treasurer general of war supplies.50

          The card money story has been attacked by many historians in the United States and Britain who have tried to crown the 1690 Massachusetts money as the first paper money in America. One legal scholar has argued that it was not money because it was imposed by a dictator, the redemption mechanism was not written on the cards, and France disavowed it ex post.51 Such legalistic arguments would disqualify most moneys in history and are irrelevant for the economic definition used here. Another scholar has argued that card money was only a “promissory note,”52 but it was more: unlike debentures, it was designed with three denominations in order to function as money, and it did function as money. John Kenneth Galbraith relegated the card money to a footnote in his discussion of the 1690 Massachusetts money, stating inaccurately that this card money was merely a contemporary “experiment.”53 These scholars mention only the 1685 episode, and not the decades of card money that followed, making it look like an anecdotal curiosity. Other scholars have implicitly ignored the card money when claiming that Massachusetts issued the first paper money in America.54

          Card money’s goofy appearance begs for mockery,55 but improvising an invention from an existing product is common in the history of technology. James Watt improvised a piston and a cylinder with a syringe, while the Wright brothers—bicycle repairmen in trade—practically used bicycle parts in their clumsy flyer.56 It is the function of the final product that is of significance, not the appearance.

        
        
          How Did Massachusetts Know?

          The greatest scholar of Massachusetts money, Andrew McFarland Davis, took it for granted that by 1690 Massachusetts knew about Canada’s card money, but he argued it was “of little consequence” for Massachusetts’s paper money. Only Blackwell’s planned banknotes, he argued, affected 1690.57 The circumstances suggest otherwise. Canada issued paper money for the same reason that Massachusetts would—to pay soldiers during a military emergency. This was far different from land-backed paper money issued to borrowing farmers in peacetime. Canada’s contribution was bringing the old idea of emergency paper money for soldiers from distant or ancient episodes to the neighborhood of Massachusetts. It was a key ingredient in the 1690 Massachusetts invention, which had nevertheless entirely different legal support and economic theory behind it.

          We shall see later that, beyond a reasonable doubt, the Massachusetts court indeed knew about Canada’s card money in 1690. How could it know? De Meulles was only two degrees of separation from the very top of the Massachusetts elite after visiting Acadia in the 1685–1686 winter. He got stuck for five months, “bored to death,” at the house of the recent Acadian governor Michel la Vallière—who told him about John Nelson.58 That Bostonian merchant, the “gentleman” whose bills circulated in Acadia, would have been interested to hear about card money. Nelson and other merchants did keep contact with Acadia and France, despite the dominion’s better enforcement of Parliament’s new Navigation Acts.59 Nelson was member of Boston’s elite social-military club, the Artillery Company; his wife was the niece of Deputy President William Stoughton.60

          Another important potential route involves the Huguenots. As de Meulles was heading to Acadia and his letter was heading to France, Louis XIV outlawed Protestantism. Hundreds of thousands of Huguenots fled during the following years, including to America. Many refugees were merchants from the main Huguenot city of La Rochelle—the conduit for most of the communication with Canada. Some formed new trade routes with relatives in France who converted or pretended to convert.61 In the dominion, both Puritans and Anglicans welcomed these fellow Protestants, even raising money for them. A French church was established in Boston, and Cotton Mather had a professional association with its minister. Large landholders, including Dudley, Stoughton, Blackwell, and Wharton, settled Huguenots on their lands. The settling refugees interacted with both locals and government.62 Perhaps some refugees knew about card money.

          A third potential route went through the Indian-populated forests between the French and English colonies. It was inhabited by French traders who sold fur to the English. The traders often spent all their money in Canadian towns before returning to the woods. These men would have been a continuous source of Canadian information to the English. The forests also saw Canadian Huguenots, including soldiers (perhaps firsthand recipients of card money), fleeing to the English colonies.63 All this interaction was mostly with Albany, but Massachusetts and New York were always in contact, and in 1688 both were members of the dominion.

          

          * * *

          Money is power. But often, power is money. Governments could determine what would and what would not be money, especially when it was intrinsically useless and thus in crucial need of some legal support. All the cases reviewed here involved Old World–style dictators, but this precept would remain true even for the upcoming, relatively democratic government of Massachusetts. Moreover, two of the episodes just reviewed would inspire crucial components of the 1690 money.

        
      
    
  
    
      
        Chapter Eleven

        The Massachusetts Legislator

        The Case of Elisha Hutchinson

      
      
        Then Elisha said, Hear ye the word of the Lord; Thus saith the Lord, To morrow about this time shall a measure of fine flour be sold for a shekel, and two measures of barley for a shekel, in the gate of Samaria.

        —2 Kings 7:1, King James Version

      

      The preceding chapters describe all the knowledge necessary for 1690 Massachusetts to construct its novel legal tender law. But there was no computer to receive all the relevant information as input and eject a new monetary law as output. Laws are written by humans. Before proceeding chronologically to the Glorious Revolution in America and its consequences, it is time for a closer look at the background of the Massachusetts legislators who would enact the 1690 money. Here we focus on a biography of one assistant who would have a special importance in 1690, and whose qualifications were representative of his class.1

      
        A Dynasty of Troublemakers

        In the beginning, there was William the Conqueror, who solidified his rule in England with mass murder (the Harrying of the North). His fourth-generation descendant was the bad king John, who was forced to grant the Magna Carta. John’s grandson, Edward I, dedicated his life to giving the Middle Ages a bad name. Unusually tall for the period—six feet, two inches—he was nicknamed Longshanks. He united the island by occupying the Welsh and Scots and butchering their leaders alive: the last Prince of Wales (whose title he stole) and William Wallace. They were hanged, drawn, and quartered, under the new crime of “treason”—against a king who was not theirs. Edward united the English people with violent antisemitism, aptly summarized by the historian Alan Ereira: “The Third Reich would adopt his entire program.” Edward deported all the Jews he did not murder.2

        Before becoming king, the pious barbarian and his wife went to the Holy Land to save the collapsing crusader kingdom, which defended its last acres in the town of Acre. Edward’s daughter Joan was born there. As an adult, she outraged him by marrying a nobody of her own choosing. As her descendants deteriorated in social status, just before Elizabeth’s reign we find the last knight among them. That knight’s granddaughter married the minister Francis Marbury, who was repeatedly imprisoned for Puritanism. With such a combined troubling heritage, the Marburys’ daughter, Anne, was also a troublemaker—but in America.3

        The extended Hutchinson family settled in Boston during the 1630s’ Great Puritan Migration. Historians refer to Anne Hutchinson’s husband, William, as a merchant.4 He had been one in England, but in America he was referred to as a “gentleman,” living off the work of his servants and tenants on the lands he bought or received from the colony and Boston for his social status and public service.5 Anne soon provoked the most severe and traumatic crisis of 1630s Massachusetts. She briefly carried most of Boston (and Boston’s merchants) behind her with proto-Quaker views on the redundancy of ministers, churches, and God’s ordinances. For the latter heresy, she and her followers were called antinomians (“against law” in Greek). In 1637, John Winthrop crushed them. Anne was banished for “traducing the ministers and their ministry” and for prophesizing “the Court ruined, with their posterity.” Seventy-five men, mostly Bostonians, were disarmed to prevent civil war.6 Many of them—including leading men in commerce, religion, and military—were banished or left.

        That first American feminist, with family and followers, founded Rhode Island, near Roger Williams’s Providence. Her son Edward, born 1613, soon returned to Boston. In legal documents, he was then titled “Sergeant,” “gentleman,” or “mercer.”7 He married Catharine, a lawyer’s daughter. Bernard Bailyn gives the Hutchinsons (implicitly Edward) as an example of those merchants who depended critically on merchant relatives in England for supply and credit. These relatives were two Richard Hutchinsons, citizens of London.8

      
      
        Young Elisha

        The fall of 1641 was uneasy for both colony and Edward Hutchinson. Massachusetts verged on economic collapse, England was heading toward civil war, and a brother of Edward was “banished, upon pain of death” “for calling the church of Boston a whore.”9 Edward was probably walking on eggshells, scattered on top of thin ice, when around November 15, 1641, his third child was born. The baby enters history with his November 28 baptism in church records as “Elisha of Edward Hutchinson.”10

        Elisha was named after a biblical prophet and miracle worker. The name combines two Hebrew words: Eli means “my God” and Yesha—an etymological relation of Jesus—means “salvation.” Elisha, or “my God’s salvation,” was an increasingly popular name among Puritans and Separatists in that spiritually challenging era.11 Perhaps he was thus named because in 1641 both Edward and Massachusetts needed God’s help.

        Elisha never knew his exiled grandparents. After William died in 1642, Anne moved near Dutch Manhattan. In 1643, Winthrop reported that during a Dutch–Indian war, Indians “came to Mrs. Hutchinson’s in way of friendly neighborhood, as they had been accustomed, and taking their opportunity, killed her . . . and all her family.”12 When Elisha was between eight and ten years old, his mother died.13

        Elisha’s mercantile career was probably foretold. As a future gentleman, he probably studied in grammar school—a secondary school that taught classics in Latin and Greek as preparation for college.14 College was useless for a merchant, but Latin was useful for legal and financial documents, and for communication across the Atlantic World, both in its own right and as an introduction to French, Spanish, and Portuguese.15

        As a young man, Elisha was a poster boy for New England’s healthy environment and good nutrition, which enabled his genetic height potential to materialize. A visiting Londoner would remark that Elisha was “the tallest man that I ever beheld”; Elisha’s grandson Thomas described him as “a very stout man, 6 feet 2 inches high, and large bones”—exactly like his scary ancestor Edward “Longshanks” I. He was also tough: he “would lie down and sleep in the open air in the field or upon the deck of a ship.”16

        In the 1660s, Elisha entered private and public records as an adult. At age nineteen, he was recruited by his father to the Atherton land company. That association of twenty men, led by Major Humphrey Atherton, bought Indians’ land with wampum. It then paid a wampum fine that the United Colonies imposed on belligerent tribes, in return for a mortgage on the tribes’ lands. The mortgage was foreclosed. The company included Connecticut Governor John Winthrop Jr. and Massachusetts Assistant Simon Bradstreet, but the manager was Edward Hutchinson.17 The jurisdiction of the area would be disputed between Connecticut and Rhode Island for decades, and the Atherton land company sided with the former.18 Edward’s considerable land holdings perhaps prompted Elisha to learn the profession of land surveyor. At age twenty-five, he laid out land at the request of the court. (A later job description of surveyors included drawing a map of the land, measuring its size “by protractor, scale, & compass, according to art,” and determining its quality.)19

        Elisha was authorized by Boston “to sell strong liquor by retail.”20 He entered his father’s mercantile business by sending livestock and provisions to cousin Peleg Sanford, a Rhode Island councillor, who shipped it to his own brothers in Barbados.21 Horses sent to Barbados operated mills that squeezed sugarcane, extracting the sweet juice and leaving out the slaves’ blood, sweat, and tears. Sanford referred to the twenty-five-year-old Elisha as “merchant.” The New England merchants routinely dealt with bills of exchange, and assigned and offset debts, because of their transactions all over the Atlantic. Merchants were the ones most exposed to the different moneys of the Atlantic and to banking ideas. They turned sugar from a Caribbean money into an Atlantic one by buying manufactures in England with it. As a merchant, Elisha had credit and credibility. He signed as a surety on a bond posted for releasing a bankrupt merchant from prison. He signed as a witness, together with the council’s secretary and a former deputy, on a contract of the colony relating to customs collection. Soon, however, he was accused of evading customs.22

        Around 1665, Elisha married Hannah, daughter of the late Captain Thomas Hawkins—a shipwright turned merchant and a Boston deputy. Soon Elisha started trading in real estate he received from his family.23 In 1666, Elisha became a freeman of the colony. Three decades after his grandma’s turmoil, he joined his father in protest over persecution of Baptists.24 Elisha signed as a witness on Boston land deeds of people close to him—his brother-in-law, a widow of a vintner with whom he perhaps had business, and one of his Richard Hutchinson relatives.25 (The two Richard Hutchinsons are difficult to distinguish. One or the other had been: treasurer of the Navy in England throughout the 1650s, regularly receiving tax funds from the receiver general and future Boston banker John Blackwell; a senior member of the Gospel Company; and represented in Boston by his merchant son Eliakim, who was either Edward’s cousin or Elisha’s cousin.26)

        The early 1670s marked a generational change of guards. Edward, occasionally a deputy, retired from public responsibilities, while Elisha advanced on all fronts. As a land surveyor, he worked with the elite in land committees appointed by the court and Boston. He bought land from the deputy governor. Boston appointed him to collect all the gunpowder in town, store it safely, and inquire about violations. The court appointed him a lieutenant in a Boston militia company. He was admitted to the Artillery Company, of which most members were merchants.27 By 1675, Elisha was a successful man, and his future seemed bright.

      
      
        Annus Horribilis, 1675–1676

        In 1675, as King Philip’s War began, Edward Hutchinson was sent by the court on an important mission to secure peace with Indians in central Massachusetts. He was sent due to his recent diplomatic success with the powerful Narragansett tribe and, according to one report, because the chiefs wanted to talk to him only. It was a trap. The delegation was ambushed, and Edward was gravely wounded. The survivors were besieged in Brookfield, and during evacuation to Boston, Edward died in Marlborough.28 In line with Puritan tradition, the Boston pastor Increase Mather knew why he died:

        
          It seems to be an observable providence that so many of that family die by the hands of the uncircumcised. His mother (long ago) & sister. And now himself. His own rashness brought his death on him. The last Sabbath he was in Boston he went out of the meeting house in a discontent, because the [blank] admonished a [blank] that had been diverse times drunk. Some say he refused to join, that he would hold communication with the [blank] no more at the Lord’s table.29

        

        As a captain, Edward was the highest-ranked fatality of the war, and his grave was the first in Marlborough, at the center of today’s Spring Hill Cemetery (figure 11.1). The original tombstone was replaced, but the original spelling remains:

        
          Captin Edward Hvtchinson aged 62 yeares was shot by treacherovs Indians Avgvst 2 1675 dyed 19 Avgvst 1675.30

        

        The text was probably composed by his heir as patriarch of the Hutchinsons, Elisha.

        Wills and estates of the deceased were handled not by professional lawyers but by ordinary capable people. Relatives had a priority, followed by merchants, and so Elisha was naturally the executor of his father’s will and took care of the estate’s debts and credits. He submitted Edward’s final accounts with the colony in a chilling, formal document: “The Country is debitor to Capt. Edward Hutchinson for his service at several times & expenses.” This includes: “To a journey to Quabauge where he received his death’s wounds, being 3 weeks before he died.” At the wage of £2 a week for diplomats, his painful endurance was worth £6. Together with “his expenses and charges there & at Marlborough,” and similarly for earlier diplomatic missions, the colony owed the estate more than £20 (figure 11.2).31

        Elisha also had legal problems that year. He had lost a lawsuit for not paying a shipwright. He owned 25 percent of the ship, as did his Barbadian cousin Elisha Sanford. There were three other partners. Splitting ownership among owners of ships was a standard method of diversifying investments; each merchant bought shares in a few ships instead of owning one entire ship, to avoid putting all eggs in one floating basket. In the lawsuit, Hutchinson served as attorney for the faraway Sanford, which was normal among merchants and especially among relatives. The defendants were ordered to pay damages, partly “in money” and partly “in goods at merchants’ price.” In a world of commodity money, merchants’ pricing of commodities determined the size of payments. Hutchinson “undertook” to pay Sanford’s part, and surely entered it into their accounts to be offset later.32
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            Figure 11.1 Edward Hutchinson’s grave in 2012. Source: Author’s photograph.
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            Figure 11.2 Edward Hutchinson’s final account with the colony, written by son Elisha. Source: Massachusetts Archives Collection, vol. 69, p. 207b, “Payment to Capt. Edward Hutchinson, July 29, 1678.” SCI/series 45X. Massachusetts Archives, Boston.

          
        
        A different legal problem—more of a commitment—was Elisha’s appointment as one of three administrators to the estate of his fellow Boston merchant Free Grace Bendall, who drowned with his wife and left eight orphans. Another administrator was the Boston merchant William Tailer—John Nelson’s partner in the Acadian trade (Nelson would marry his only daughter). Hutchinson and Tailer worked as Bendall’s administrators for six years, until Tailer committed suicide.33

        Thirteen months after his father died, Elisha lost his wife. In September 1676, like so many other women, she died of her seventh childbirth within a decade. The baby died soon too.

      
      
        The Multitasking Elite, 1675–1686

        The death of his father and wife left Elisha, at age thirty-five, alone in charge of the family and its businesses. Because someone had to take care of the kids, Elisha quickly remarried. His second wife, Elizabeth, was also daughter of a former Boston deputy—Captain Thomas Clarke, one of the wealthiest Boston merchants. Elizabeth had recently been widowed when her husband, the merchant John Freake, was killed in a freak accident: a Virginian ship exploded in Boston harbor.

        Elisha was part of an inbreeding network of Boston merchants. His aunt Faith was married to the Boston merchant Thomas Savage, whose son married into the Tyng family of Boston merchants. Sister Elizabeth was married to Edward Winslow, a nephew of the Plymouth founder and brother of John, a Boston merchant. Sister Catharine was married to Henry Bartholomew, a merchant’s son. The merchant cousin Eliakim Hutchinson married into the Shrimpton mercantile family. Sisters of his wives were married to the Boston merchants John Richards, Thomas Kellond, and Humphrey Warren. As Bailyn put it, Boston’s merchants were “a single interrelated family.”34

        Elisha inherited land from his father. Elisha was one of the Atherton land company partners who petitioned the court during King Philip’s War to defend their titles from intruding Rhode Islanders. In 1678, the partners advertised a call for settlers, signed by a committee that included the assistant Simon Bradstreet (soon to be governor) and Elisha.35

        The elite signaled Elisha to take his father’s place in public life. Within a month of his father’s death, Elisha was appointed for the first time as foreman in a trial jury at the Court of Assistants; on the following elections of the Artillery Company, he was elected its top officer, captain.36 Elisha started his public career in earnest in Boston, where, as in all towns, all officers were elected annually. In 1678–1679, he was elected to four municipal offices for the first time: one of seven selectmen (town councillors), an office he would hold almost continuously for a decade; one of seven judges in Boston’s merchants’ court, a position he would hold for six years in a row; the sealer of weights and measures (an office reminiscent of mint master), an office he would hold for five years; and, after fire consumed most of the town, Elisha was appointed one of sixteen fire officers. Also in 1679, the court promoted him to captain of a Boston militia company.37 All these offices constituted public service with no direct income.

        For his next political advance, Elisha had the king to thank. During the battle of the charter, the king insisted that there be eighteen assistants in the council, as the charter ordered, rather than ten as usual. This demand kicked Deputy John Richards up to the council, together with his natural replacements as Boston deputies—Elisha’s uncle Thomas Savage and the mint master John Hull. Their advance made room for Elisha, who was elected in 1680 as one of Boston’s two deputies. He also replaced Richards in the trustworthy office of commissioner to receive and deliver Boston’s votes for assistants and county treasurer.38

        Court records from that period almost never indicated what a certain person said, so most of the information on members comes from their committee memberships. Elisha’s first committee, as soon as he entered the court, was appointed to consider revisions of laws according to England’s objections. In his second session, he represented the deputies in a committee that selected laws of that session for printing.39 These appointments indicate that he had acquired a reputation as a competent legislator at the town level. The former committee gave him his first taste of imperial diplomacy, and apparently he did a good job, because later he was appointed to unusually large diplomatic committees with the governor and deputy governor. The committees prepared documents sent to the agents in England, corresponded with the agents, and financed them.40

        Edward Randolph—the king’s chief man on the ground—soon identified Hutchinson as a leader of the party objecting to a constitutional compromise with England. Writing to the bishop of London, Randolph listed Hutchinson as one of three deputies who were “great opposers” and who, with three like-minded assistants, should “be sent for to appear before his Majesty.”41 The two almost had a duel during a heated exchange at the Exchange. That place in Boston, imitating London’s Royal Exchange, was the place for merchants’ meetings under the townhouse. Randolph complained to Hutchinson and another Boston selectman that they levied a town tax on him. Hutchinson called Randolph “a knave,” and Randolph said, “Though you are longer [i.e., taller] you may find them that are wiser.” Randolph hinted his wish to use his sword against Hutchinson, to which Hutchinson replied, “Try now,” though being armed only with a staff. Randolph retreated and walked away. The incident was important enough for Hutchinson to submit an affidavit about it and for later historians to print this as the only evidence of a near-physical encounter between a local man and public enemy no. 1 during the battle of the charter.42

        The king’s first legal attack on the colony came in a 1683 quo warranto writ.43 It required thirty men (listed by Randolph) to explain in a court in England by what right they exercised power of government in Massachusetts. Elisha was the twenty-second person on the list, with Boston’s two other deputies (Boston had become important enough to be the only town with three deputies). Although there were several merchants on the list, Hutchinson was the only one titled “mercator” (“merchant” in Latin). Randolph hated merchants more than others because they sabotaged his enforcement of customs laws.44 Elisha would have found no consolation knowing that it was his ruthless ancestor Edward I who had invented that writ (for stripping the nobility of their powers).

        Back to court committees, Elisha became a leading deputy on public finance. Annual committees auditing the treasurer’s accounts were dominated by merchants (for expertise), by deputies (for control of tax funds), and by Bostonians (for proximity to the treasurer). Elisha was all three, so he was the only deputy serving on all five committees appointed during his deputyship.45 His other committees handled bread regulations, pacified a dysfunctional town, and repaired Boston’s prison and castle. The repairs committees were authorized to give orders to the treasurer what money to spend on wages and materials.46 Elisha was never chosen as the deputies’ speaker, yet he signed for the deputies on legislative bills more than twenty times. The bills were mostly about militia and public finance—another indication of his expertise and interest.47

        Elisha was also the court’s land expert. In 1682, the court ordered that its land grants henceforth be surveyed only by eight “known, able, and approved” (i.e., licensed) surveyors. Elisha, the only deputy on the list, was listed first. He served on a committee that organized records of lands granted outside towns (for tax purposes), and on a committee to solve a private land dispute. He received from towns accounts of their “waste lands” for tax purposes.48

        Unpaid as a deputy, Elisha kept his mercantile business, worked as a private land surveyor, and kept trading in land.49 He was one of the representatives of the Atherton company before a royal committee packed in their favor.50 When Elisha’s father-in-law died, Elisha inherited land in Pemaquid—the area north of Maine claimed by New York. Inhabitants there complained to New York that they were “disturbed by people that come here to claim lands by former and pretended rights,” namely “old mortgages that were made before the wars.” They singled out Hutchinson for his “severe threatenings that he will come and take away our land.” They asked the New York government for “assurance of our lands.”51 Elisha knew well the largest producer of local money in Maine, that private province of Massachusetts: cousin Eliakim owned the most important sawmill, which apparently made a tenth of all boards, and boards were the main Maine money.52

        Proving to be a useful deputy, in 1683 Elisha was nominated by many voters to be on the ballot for assistants, and the following year he was elected an assistant. It was part of an unusually large changing of the guard: Joseph Dudley and other assistants who favored a compromise with England were replaced by Hutchinson and other hard-liners.53 The son finally surpassed his father. Elisha would be reelected again in 1685, when the court no longer legally existed, and in 1686, just before Dudley took over. His committee work went on—in finance, commerce, land, and logistics—but by any measure, he was a junior assistant. Of Hutchinson’s municipal offices he kept only that of selectman, winning most votes in 1686.54

        Elisha took his offices very seriously. The Boston Athenaeum holds a book that belonged to him, a collection of the colony’s laws that he used as a judge and legislator. It is full of notes that he added to make his work more accurate and efficient. Bound with the laws is a handwritten copy of the 1641 Body of Liberties—the only surviving copy of the first English code of laws in America.55

        Still unpaid as an assistant, Elisha kept working as a merchant. He got in trouble with the royal customs surveyor but was acquitted and compensated by a friendly local court.56 The Gospel Company accounts reveal that Elisha owed it £100 on loan in 1685. Of course, he was not required to mortgage property.57 In March 1686, he headed for the first time an Atherton land company committee that warned Rhode Islanders not to intrude those disputed lands. A new fellow committee member was Richard Wharton, who was a partner on account of marrying a Winthrop.58

      
      
        Dominion and Diplomacy, 1686–1689

        In May 1686, Joseph Dudley arrived with the commission to rule the Dominion of New England. The third-term assistant Elisha Hutchinson was one of those approving the court’s unanimous reply to Dudley and his council. The absence of an assembly to pass laws and lay taxes was a red flag. The court’s parting response was uniquely English—understated but shockingly bold. In the spirit of 1640s England, the deposed court warned the new council and prophesized: “We think it highly concerns you to consider whether such a commission be safe, either for you or us.” Hoping for a miracle, the court “adjourned” to October, with “many tears shed,” reported Sewall.59

        The council was dominated by local merchants and especially by Wharton, Hutchinson’s land partner.60 It renewed appointments of militia companies’ captains, and only Hutchinson refused. The council removed him from his old office of securing gunpowder in Boston, but appointed him with Sewall “to receive and distribute” donations solicited in churches for arriving Huguenot refugees. He was later ordered to give the funds to the Atherton company committee (of which he was a member), because there the refugees were to settle.61

        The Atherton land company committee, now led by the councillor Wharton, published an “Advertisement” to prospective settlers there. The council recognized the committee’s records as the official Book of Records for the area. A special court assembled there, with President Dudley and the councillors Fitz-John Winthrop, Randolph, and Wharton. Apparently, Hutchinson and Blackwell were made justices of the peace there. The committee members petitioned the king against Rhode Islanders and asked the king to refer the dispute to the dominion’s upcoming “General Governor” and council.62

        Hutchinson was not so lucky in Pemaquid. New York Governor Thomas Dongan sent officials to resolve land disputes there. John Palmer was to negotiate with “inhabitants for taking out patents,” while John West assisted him as deputy secretary. Palmer simply granted Hutchinson’s land to West, and West evacuated Hutchinson’s tenant. Hutchinson informed a London co-owner: “The pretensions are that we did not hold [title] under the king, and therefore our Indian deeds, possessions and improvements are nothing worth.” Even Elisha’s nemesis, Randolph, agreed:

        
          They placed and displaced at pleasure, and were as arbitrary as the great Turk; some of the first settlers of that eastern country were denied grants of their own lands, while these men have given the improved lands amongst themselves, of which I suppose Mr. Hutchinson has complained.63

        

        And then came Andros. In February 1687, Governor Edmund Andros held a hearing on Atherton company lands. The company’s committee appeared, unwisely including Hutchinson. Andros noted the former assistant’s presence and ruled against their claims. An appeal did not help. Wharton petitioned separately to confirm some of that land to himself, and succeeded. Hutchinson followed suit, but Andros ignored him.64 He petitioned again, in more submissive terms: he was “sensible what need he has of obtaining his Majesty’s gracious confirmation.” He made the usual (but doubtful) claim that the land was “settled on” at his “great charge,” emphasizing that the plot neighbored Wharton’s confirmed plot. Andros ignored him again.65

        By June, Hutchinson joined Blackwell’s Bank of Credit as partner, listed as one of four “deputy managers” together with former Fund trustee Adam Winthrop.66 But Hutchinson was dismayed to see the thief John West moving from New York to Boston to serve as deputy secretary and land registrar, beginning to implement the same land policy in the dominion. With that policy becoming clear, Wharton left for England to lobby against Andros. Hutchinson followed, in what was perhaps his first visit to England. As common then, Elisha obtained a letter from his pastor, recommending him to whatever Puritan church he would wish to attend in England:

        
          our beloved brother Mr. Elisha Hutchinson has been an approved member of the first gathered church in Boston these many years and one in reputation with us for his gifts and graces wherewith the Lord has adorned him, as also for his Gospel-becoming conversation, I doubt not of your readiness to receive such as becomes saints [i.e., Puritans].67

        

        This first departure of a former assistant, in November 1687, was significant enough for the Winthrop councillors to correspond about it, and for Sewall to report it to his diary and to a cousin in England. Sewall described Elisha as “a worthy gentleman of this town.”68

        Elisha arrived in London early in 1688 and joined Wharton’s business initiatives. Wharton was pessimistic about the Atherton company, but he, Hutchinson, Stoughton, and others of the elite had already conceived a new project: extracting newly discovered ores and resins. Wharton envisioned a monopolist corporation presided over by Wait Winthrop. He was about to petition with London’s mayor and other investors for a charter,

        
          when Capt. Hutchinson arrived, who gave new life to my undertakings by the samples he brought and report he made; and although my progress varied much from his instructions, and the projections in New England, yet he being satisfied those were impracticable, and these methods would at least equally conduce to a public good, he cheerfully joined with me in the petition, and accompanied me therewith to the King and Council, where it was well received.

        

        But while Hutchinson was flexible and open-minded, he was still a pedantic judge and legislator at heart:

        
          Soon after considering the heads of a charter, Capt. Hutchinson, being exceeding and as apprehended unseasonably tender and careful of some little privileges, estranged himself from me.

        

        This “misunderstanding” almost derailed the entire venture, but in the end, the two partners were “firmly united” and agreed “to yield in little matters for obtaining greater.” In June, they presented a draft of a charter to the Committee for Trade and Plantations of the Privy Council, and in August, the attorney general was ordered to prepare a new draft.69

        Hutchinson also had public responsibilities. The college president, Increase Mather, and the former assistant Samuel Nowell left Boston right after he did. Mather, as agent of the college and churches, met the king in the spring and petitioned him mostly on religious freedom. However, his joint petitions in the summer with Nowell and Hutchinson had different emphases. They asked the king first that the colonists

        
          may be quieted in the possession of all property, both in houses and lands, as they enjoyed them before the government was changed . . . and that the ancient records there settled for title of lands may be confirmed.

        

        Only then did they ask for religious freedom, an assembly, town meetings, and control of the college. They also petitioned the Committee for Trade and Plantations to make the dominion council more representative, internally democratic, and transparent.70

        Hutchinson planned to return home the following winter,71 but events took a dramatic turn with the expected Dutch invasion. Right after the panicked James restored London’s charter, he met Mather, Hutchinson, and Wharton. Wharton reported home that James “assured us our properties shall be continued and confirmed,” adding that they would be happy to stay and lobby if given financial support.72 In the winter of 1688–1689, Elisha was privileged to see the Glorious Revolution—the defining event of that generation.

      
      
        The Social Life

        Assistant Samuel Sewall, the former printing press manager and mint owner, wrote the most informative diary of the period that began in 1685. Bailyn presented Sewall as the prototypical Puritan merchant of the period, and named Hutchinson as the first among “like-minded individuals with similar attitudes and styles of life.”73 Bailyn’s conclusion is based on many entries in Sewall’s diary that document their friendship. They were first elected assistants together, and they were relatives through marriage: Hutchinson’s cousin Ephraim Savage was referred to as “cousin” by Sewall as well, because their wives (of the Quincy family) were cousins. Sewall’s diary provides random snippets of Hutchinson’s social life from 1685 until Hutchinson’s departure in 1687, and it reveals their social circles.

        Most recorded events were funerals and deathbed visits, because such was life before the Industrial Revolution, even for the affluent elite of a peaceful society in a healthy climate. The deceased were mostly ministers and Hutchinson’s peers—a former assistant, a merchant, and a militia officer. Hutchinson and Sewall went to funerals of each other’s babies twelve days apart.74 By 1689, Elisha had married twice and fathered twelve children, of whom he buried one wife and seven children.75 This was terribly normal.

        There were also dinner parties, dominated by present and former captains of Boston’s militia, who were also Artillery Company members: “cousin” Ephraim Savage; John Walley, a recent Bostonian merchant and Fund trustee who became a Plymouth assistant and then a dominion councillor; and John Phillips of Charlestown, a former deputy and merchant who had recently refused the colony’s treasurership. Other attendees show that Hutchinson was in touch with lower classes: a shipwright, a shopkeeper, a blacksmith, and a cooper who was brother-in-law of the late Fund director Daniel Henchman. Hutchinson attended the wedding of Phillips’s daughter with Cotton Mather, son of pastor Increase.76

        Boston merchants could pay for recording their appearances in portraits. Surviving portraits from the 1670s and 1680s include those of John Freake and family (including Elisha’s future second wife), Adam Winthrop, Samuel Shrimpton, and uncle Thomas Savage. One portrait at the Harvard Art Museums is similar in style to Savage’s 1679 portrait and shares Artillery Company insignia (figure 11.3). The art historian Jonathan Fairbanks saw Elisha Hutchinson as the “best” candidate to be the man in the portrait, given his age in 1679.77 The periwig, however, seems out of place, because Sewall and ministers still utterly despised it as the epitome of Anglican decadence.78 Perhaps the portrait was made a few years after 1679.

        

        * * *

        Elisha Hutchinson had, by modern standards, a dizzying diversity of occupations and offices. By 1689, when he was forty-eight years old, he had considerable experience at the highest level in intercontinental trade, land (measurement, appraisal, and development), politics, diplomacy, executive office, legislation, justice, finance, and military. When the great economist Joseph Schumpeter looked for an exemplar of similar nonspecialization in leadership, he resorted to the prehistoric “chieftain.”79 But Hutchinson’s story was entirely typical of the colonial elite. Sewall’s career components have significant overlap with Hutchinson’s, while Elisha’s father and grandfather were not much more specialized.80

        All English colonies inherited the English stratified social order, except that the nobility did not emigrate. In New England, their traditional offices in government and military were left to the gentlemen; that class was dominated by merchants and so the merchants did almost everything at the top level of town government, colony government, and the private sector. Massachusetts became a small merchant republic, like medieval Venice and the contemporary United Provinces. In Barbados, the same happened with the sugar planters.81

        
          [image: ]

          
            Figure 11.3 “An Unknown Gentleman,” perhaps Elisha Hutchinson. Source: Harvard University Portrait Collection, gift of Robert Winthrop, class of 1926, to Harvard College, 1946, photo © President and Fellows of Harvard College, object no. H527.

          
        
        Such a drastic lack of specialization must seem inefficient to economists. (This problem will be taken up later.) Other readers may be concerned about separation of powers, since Hutchinson filled most of these offices simultaneously. However, Montesquieu, the champion of separation of powers, was only born in 1689. Moreover, the Massachusetts constitution was originally not of a state but of a commercial corporation, where none should expect such a degree of separation.

        Another anachronistic concern is the relation between government and private business. Hutchinson got at best a refund for expenses in most of his public offices. These offices took much of his time and thus hurt his income. On the other hand, these offices gave him the ability to influence legislation and policy in ways that benefited his private business. It was not viewed as corruption, but as the nature of the elite—they had special obligations to society, and they had their privileges too. As Blackwell knew, one such privilege was partnering with entrepreneurs or else sabotaging their projects.

        Through his offices, trade relations, family relations, social relations, and intercolonial property holdings, Elisha Hutchinson was exposed to most of the Atlantic’s moneys and alternatives to money: all the Massachusetts experience; board money in Maine; sugar money in Barbados; bills of exchange on England; and the Fund and the Bank of Credit in Boston. He may have been exposed to Canada’s card money through his social connections with Nelson or through his charity and land connections to Huguenot refugees.

        Having learned about Hutchinson, and through him about the typical Massachusetts legislator, we can now return to the chronological storyline and examine how events unfolded in the wake of the Glorious Revolution in England and America.

      
    
  
    
      
        Chapter Twelve

        The Return of the General Court, 1689–1690

      
      
        Thus saith the Lord God unto these bones; Behold, I will cause breath to enter into you, and ye shall live.

        —Ezekiel 37:5–6, King James Version

      

      The Glorious Revolution rocked not only Europe but America too. The people of Massachusetts revolted, dismantled the dominion, and revived the General Court.1 Skirmishes with northeastern Indians escalated and merged with the great Anglo–French war across the Atlantic. In the winter of 1689–1690, joint French and Indian forces massacred populations of frontier towns in New York and New England. The English colonies decided to uproot the French colonies. In May 1690, a Massachusetts expedition forced Acadia to surrender. In August, a larger fleet from Massachusetts and Plymouth sailed to Quebec, while New York and Connecticut tried to attack Montreal by land. Both expeditions failed. The Massachusetts forces, escaping the freezing of the Saint Lawrence River, straggled back home, most of them arriving in November. Throughout 1690 in Boston, and in the fleet to Quebec, a smallpox epidemic killed hundreds of people.2 In December, morale was exceptionally low.

      This chapter first examines the revival of the Massachusetts General Court, and especially the constitutional constraints at home and from England on its actions and words. Then war finance is discussed. The intersection of war finance and the constitutional problem would result in the monetary invention of December 1690, which is the topic of the next chapter.

      
        The Glorious Revolution in America

        In April 1689, news of the Glorious Revolution arrived in Boston and prompted a popular uprising. The militia seized senior government officials. An ultimatum for Governor Edmund Andros to surrender was signed by fifteen men, led by the councillor Wait Winthrop. Another Winthrop on the list was cousin Adam, a militia captain. The ultimate New Englanders—the Winthrops—were restored to power. Pastor Cotton Mather authored The Declaration of the Gentlemen, Merchants, and Inhabitants of Boston, and the Country Adjacent to justify the revolution;3 Mather wrote it because ministers had long been constitutional advisors, and at age twenty-five he was already one of the most eloquent of New England’s writers. The revolution, wrote Mather, was “in compliance with” the “Glorious Action” taken by “the nobility, gentry and commonality” in England. They were equivalent to the “gentlemen, merchants, and inhabitants” in the declaration’s title. The declaration mentioned the outrage over land titles: “We were every day told, that no man was owner of a foot of land in all the colony.”4

        As Andros surrendered, the signatories of the ultimatum declared themselves a provisional Council for the Safety of the People and Conservation of the Peace. Its president was Simon Bradstreet—the last charter-era governor and the last Founding Father. They invited more men to join the council, and then asked towns to send deputies.5 At the deputies’ request, the magistrates of the last General Court of 1686 were restored until upcoming elections in May 1690.6 Adam Winthrop was demoted to Boston deputy.7 The court generally reinstated the laws that were valid in 1686, and by the end of 1689 resumed the main functions of government.8 The court reestablished its government in Maine, while besieged New Hampshire rejoined Massachusetts as a county.9

        Back in England, regime change implied that lobbying for the charter started from scratch. As Nowell and Wharton had died since the summer, only Mather and Hutchinson remained, but then Samuel Sewall arrived and helped the lobbying effort. In their spare time, Elisha and Sewall visited the Royal Mint. Sewall, the owner of the closed Boston mint, noted with disappointment: “none to see the milling”—the latest anticounterfeiting method.10 Both men surely saw goldsmiths’ notes and checks. They returned to Boston in December 1689 and resumed their assistant positions. Hutchinson was promoted to major, leading the Boston regiment.11 He attended nearly all court and council meetings.12

        Ahead of the May 1690 elections, two prospective assistants were made freemen: Wait Winthrop and Sir William Phips. The latter, the only local knight, was a thirty-nine-year-old Maine man recently knighted and enriched for salvaging a sunken Spanish treasure ship.13 The prestigious Election Day sermon was delivered by Cotton Mather, soon elected fellow of the college.14 Simon Bradstreet was reelected governor. After serving in court more than five decades, he was the living embodiment of the five thick volumes of General Court records. It is impossible to tell how much he remembered, at age eighty-six, of all the monetary and constitutional events he took part in, but he seems to have functioned reasonably well.15

        Boston’s increasing importance made it eligible to send four deputies. Adam Winthrop lost his deputy seat. In Boston he continued as a selectman, but apparently refused reappointment as a judge.16 Another Boston deputy, Speaker Penn Townsend, is of special interest; he was a thirty-nine-year-old alcohol merchant who rose quickly in society because of family connections. He was an Artillery Company member, a militia captain, and a Bank of Credit officer. During the revolution, he was a fresh Boston selectman and was invited to the extended Council for Safety. Soon he was elected deputy. In March 1690, he was appointed commander in chief of the Acadia expedition, but quickly gave it up to Phips. He was soon elected speaker, a Boston judge, and Boston’s elections commissioner.17 This multiple trust positioned him right under the level of Boston assistants such as Hutchinson and Sewall. The latter two were recognized for their recent diplomatic experience: Sewall was appointed one of the commissioners to the revived United Colonies of New England, while Hutchinson was appointed one of the commissioners in reserve.18

        The nature and pace of the constitutional steps mentioned above were determined by external and internal constraints. The future of the court lay in England, as Increase Mather tried to revive the charter, so the colony had to display its best behavior toward England. But there were also many in the colony who opposed the old-new regime and questioned its legitimacy. The court had to deal with both pressures.

        
          The Constitutional Problem with England

          The most important task of the regime was to get England’s approval. Arresting a royal governor and dismantling a royal regime were no trivial matters. Even if William remained in power, he might have resented such defiance of royal authority. The worst offense would have been a unilateral restoration of the charter, which was legally possible only for the Crown or Parliament to enact. The council therefore sent its revolution’s declaration to the monarchs, emphasizing they merely “imitate” with “conformity” the revolution in England. They hoped for “our share in that universal restoration of charters” that they presumed was taking place in England.19

          The restored 1686 magistrates stated on record that they ruled only “according to the rules of the charter,” without claiming resurrection of the charter itself, until England directed “an orderly settlement of government.” They declared to both population and Crown “that they do not intend an assumption of charter government; nor would be so understood.”20 The hairsplitting rhetoric—de facto restoration but not de jure—was the difference between a necessary caretaking government and treason. For the same reason, any charter-era terminology was initially avoided (table 12.1).

          The use of the term convention was an imitation of the revolutionary English parliament of 1689, which called itself a convention since it was not called by a monarch.

          Progress on the exercise of government powers was slow and hesitant until Hutchinson and Sewall returned in December 1689 with William’s approval of the temporary government. William expressed “approbation” and “acceptance” of both the revolution and the provisional government “until we shall have taken such resolutions, and given such direction for the more orderly settlement of the said government.” Only then did the Court of Assistants really resume its judicial function, and a hesitant reversion to charter-era terminology was soon completed.21

          Table 12.1 Change of Terminology
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          Source: MS 53–55, 59, 66, 88, 102, 135.

          The court sent new agents to join Mather. They were instructed to mention “the despair” when “those in the late government sought to turn them out of their lands and possessions.” The court wrote the king that the court’s domestic opposition also opposed the revolution in England. From the queen the court asked for “help for the confirming to us what God has given to us to possess, both as to the good things of Earth, and Heaven.”22

          Hutchinson and Sewall had helped Mather’s meetings with the new English government.23 They learned how damaging the mint was to the colony’s reputation. The mint, (and by association the making of the coins legal tender) was resented even by the new regime in England because the new regime was informed about the charter revocation by the same hostile professional jurists of the early 1680s.24 When the court reinstated the old laws, it excepted “any that are repugnant to the laws of England,”25 in a rare quote from the charter. This exception implicitly voided the 1652 mint law, which had never been formally repealed. But the court wanted to resume coinage, so it ordered the new agents “to solicit that the liberty of coinage may be allowed us.” It was the only specific privilege the court sought that was not in the charter. It was the only matter to be lobbied for, which was not related to the revolution or the war. As a bill for restoring all charters was pending in Parliament, a pamphlet war ensued in England, in which the coinage offense was again listed at the top by the court’s enemies. From Boston’s jail, Randolph argued that it was a major reason for the revolution:

          
            Their liberty of coining money is taken away, which encouraged pirates to bring their plate here, because it could be coined and conveyed in great parcels undiscovered to be such. Mr. Sewall, another of the agents attending in England, was Master of the Mint, and a loser by putting that down.26

          

          At the king’s demand, the dominion leadership was sent from jail to a trial in England. In preparation for the trial, former dominion councillors prepared, at the court’s request, a document with incriminating inside information.27 This show of consensus was meant to strengthen the court’s position in England, where things did not proceed as planned. The bill for restoring all charters did not pass in Parliament, and rumors about Massachusetts’s future included a royal governor.28

        
        
          The Constitutional Problem at Home

          The revolutionaries wanted political consensus to avoid civil war. The Council for Safety therefore displayed perfect political balance: five dominion councillors, five charter-era magistrates who were not dominion councillors, and five men who never held office at the colonial level. Decades of politically balanced committees led to such perfection. The latter group was composed entirely of Boston merchants, including John Nelson, who led the militia at a crucial moment of the revolution.29 The consensus was widened by enlarging the council and summoning deputies twice until enough of them showed up.30 The court delayed the imposition of taxes until November, due to questionable legality and despite mounting war expenses. When the court did impose new taxes, the record states that the deputies resolved it unanimously.31

          Many of the colony’s inhabitants were nonfreemen and wanted a more democratic regime. These included the non-Puritans, who were more powerful than they were in the 1630s and 1660s when freemen rules were set. At that time they were mostly servants, but by 1689 they included merchants and large landowners. The court handled the opposition with the carrot-and-stick approach, but the stick came first: it harshly suppressed opposition that materialized as open disobedience or speech thereof, then tried to placate resentment with popular measures.

          The fountainhead of the opposition was the dominion leadership in jail. Joseph Dudley, Sir Edmund Andros, Edward Randolph, John West, John Palmer, James Graham, George Farewell, and James Sherlock were listed by the deputies as unbailable.32 All but Dudley were the “strangers” involved in the land titles fiasco, while Dudley was listed first for treason. As Randolph was spewing letters to England, the deputies demanded tightening security in jail, isolating the prisoners, and disarming the opposition. The royal warship in Boston was grounded. Its crew was suspected of “mutinous” speech and sabotage, leading to investigations and arrests.33 The opposition included important locals: a deputy and a charter-era deputy were dismissed from all offices and fined, and a merchant was arrested.34 Some “gentlemen, merchants, and other inhabitants of Boston” petitioned the king for a dominion with an assembly. The signatories were led by the nonfreeman Nelson, who was again without political rights.35 The government responded by publishing the king’s approval of the government as a broadside throughout the colony to encourage “obedience.”36

          Obedience was hard to obtain during the war, as inhabitants and soldiers deserted the frontier.37 The government was in full wartime emergency mode and curtailed individual liberties with no qualms. It was worse than in the 1675–1676 war, because of the new diplomatic front and home opposition. Frontier inhabitants were ordered back to their homes or—threatened the deputies—they would lose their land titles; movement of Indians was severely restricted; Sabbath loiterers were stopped and questioned; letters to England were perhaps opened; trade with French and Indians was outlawed; export of arms and ammunition was licensed; judicial courts were postponed; an embargo was imposed on all shipping to Europe; and Shrove Tuesday’s “tumultuous gathering” was prohibited.38

          The shipping of the prisoners to England marked a shift from stick to carrot: popular pressure, which included veiled threats, led to a massive extension of the suffrage ahead of the May 1690 elections. The property requirement was slashed by 60 percent, and the local minister’s approval of candidates for freeman status was replaced by selectmen’s approval. More than seven hundred men, perhaps a thousand, were made freemen in 1690.39 In the charter era, it had taken at least a decade to enfranchise so many people.40 Disobedience reports indeed became rare.41

          The preparations for the Quebec invasion renewed wartime measures: committees searched and seized gunpowder and pressed ships, departures of ships were licensed, cannons were pressed, and letters were opened. While the fleet was away, the first English newspaper in America—Publick Occurrences—was terminated by the furious court after one issue.42

        
        
          Committees

          The institution of ad hoc committees was immediately revived, and was widely applied to the war effort. More than thirty committees were appointed during the eighteen months from the resurrection of the court to the invention of legal tender money. Old features remained: a majority of executive committees, an explicit mix of both legislative houses, numerical dominance of deputies over magistrates, all-magistrates committees on critical executive issues, and inclusion of men who were not court members.43 The latter group was more conspicuous relative to peacetime charter-era committees because of the war’s workload. Almost a third of the committees was composed only of such men, and they dominated a third of the other committees.44

          Almost half of the executive committees handled war logistics—pressing men and equipment and sending both to the front. Merchants knew best how to move people and goods and how to finance that, so they were conspicuous in war committees. As usual, merchants (especially Bostonians) dominated financial and commercial committees.45 Nelson, who resumed Acadian trade (if he ever suspended it), was a member of the committee that planned the Acadia expedition, and he was asked by the court how to conquer Acadia.46

          Hutchinson served on most of the all-magistrates committees, handling diplomacy, fortifying Boston, and negotiating taxes with alcohol sellers.47 In the latter committee, he appeared for the first time in the most esteemed company of present and former treasurers—John Phillips, James Russell, and John Richards (of course, all Bay merchants). Hutchinson emerged as the leading man on war finance and logistics. He served on the three executive committees that prepared the Acadia and Quebec expeditions; the only other man on all three committees was Sir William Phips, who led the expeditions. In October 1690, Hutchinson served on an investigative committee, headed by Russell, “to examine the state of the country with respect to their debts, by the treasurer’s accounts, which may give light how to grant sums for defraying of the same.” In November, he headed an unusually large executive committee “to procure the sum of three or four thousand pounds in money upon loan for the present paying of seamen and soldiers at their return from Canada, and for other emergencies upon the public credit.” By December 1690, Hutchinson was the only man who had served on all the war-related fiscal committees of that year.48

        
      
      
        War Finance

        In 1689, the Council for Safety appointed two members, the Boston merchants John Foster and Adam Winthrop, as co-treasurers and chief logistics officers.49 Adam was not only Wait’s cousin but also the stepson of the councillor John Richards. As that council was replaced, Foster and Winthrop were replaced by a treasurer, fifty-six-year-old John Phillips,50 whose political power stemmed at least partly from his relation to Increase Mather.

        
          Expenses and Incomes

          The court sent at first dozens of soldiers to the northeastern frontier, then hundreds, then hundreds more to Acadia, and finally thousands to Canada. Soldiers were promised wages, initially with extra pay per scalp or captive; later they were also promised plunder (including Indian women and children). Some soldiers reportedly doubted the government’s ability to pay.51

          To pay for these expenses, taxes skyrocketed: six rates in November 1689, one and a half in December (for the agents), ten in March 1690, two and a half in July (for the land frontier), and finally twenty rates in November just before the defeat in Canada became known.52 Recalling that a “rate” included 1/240 of one’s property, these forty rates meant that every taxpayer had to pay an entire sixth of his or her property, besides the poll tax part of the rate. These taxes dwarfed the taxes of the previous war, just as that war had dwarfed the taxes of the preceding peace (figure 12.1).

          Back taxes from Andros’s time were also ordered to be collected.53 This enormous increase, together with the government’s questionable legitimacy, threatened the regime’s popularity among taxpayers. Delays in payments were significant, as towns argued for poverty or frontier status. The court perhaps mistrusted towns’ property valuations, made extra efforts to justify taxes to taxpayers, and threatened to fine delinquent tax officers. Dr. Benjamin Bullivant, a dominion official arrested by the revolutionary government, wrote in February–March 1690 that many refused to pay taxes; objective evidence of some refusal is available for that November.54

          Another expected source of income was plunder. Phips violated the terms of Acadia’s surrender by sacking Port Royal and personally stealing the property of Governor Louis-Alexandre des Friches de Meneval. The private share of Acadia’s plunder was given to soldiers by committees headed by Boston’s treasurer, the merchant Richard Middlecot.55 Regarding the greater armada to Canada, Hutchinson wrote about expectations of “plunder enough taken to defray all the charges.” Others agreed, and the court promised a share in the plunder to soldiers and lenders.56 There was probably a religious aspect to placing such confidence in plunder: God was supposed to help finance an anti-Catholic mission carried out for him.57 Elected for the first time as Boston’s tax commissioner in August, Hutchinson soon had to reckon with the failure of these expectations.58

          
            [image: ]

            
              Figure 12.1 Taxes in Massachusetts (in rates), 1646–1685, 1689–1690. Sources: MAGC, II, IV-I, IV-II, V, passim, MS, passim.

            
          
        
        
          Settling the Debts

          As usual, in 1689 the treasurer was personally the lender of first resort.59 The court asked the populace and especially “gentlemen” and “merchants” to lend resources in money, goods, or food, with a promise of payment from the next taxes, upon the “public faith,” “public credit,” or “trust.”60 The treasurer was ordered to “draw his notes” on lenders, as with bills of exchange—that is, he paid suppliers with bills promising that other private people would redeem them in money or goods. Deputy Penn Townsend was requested to pay such a bill and was promised repayment from future income of alcohol taxes.61 He was probably chosen because he was an alcohol merchant; some of that repayment could have been replaced by setoff.

          In December 1689, a committee was appointed “to pass” debentures to soldiers, and later to all war-related creditors. The committee, receiving audience at the Boston townhouse, included four Boston merchants, headed by Eliakim Hutchinson (Elisha’s relative). A fifth member was Thomas Brattle Jr., a scientist whose late father was a merchant and Boston’s treasurer. Authority to issue was given to these five men “or any three of them.”62 A soldier’s debenture looked as follows:63

          
            Boston in New England. [date]

            Mr. Treasurer.

            There is due unto ____ for serving their Majesties against the French and Indian enemy as a ____ under the command of ____ the sum of ____ .

            [signature]

            [signature]

            [signature]

          

          The hostile Bullivant wrote in March 1690:

          
            The soldiery about this time that were returned from the eastward were in a high disgust for their pay . . . and spoke very insolently to their new masters [i.e., government] publicly in the streets. . . . In the mean time to stop the soldiers’ clamors, they had debentures on the constables, but could not be paid unless they would abate for present pay some 25, some 50 per cent, according as their necessities were.64

          

          Translation: instead of letting soldiers wait for tax receipts to reach the treasury, the constables redeemed debentures. But constables did not give the tax funds they had and promise more later; rather, constables personally bought debentures at large discounts. That was legal in a culture that lacked separation between the person and his public office. This claim, made about “the constables of Charlestown & Boston,” is consistent with the infamous secondary market of debentures in the Civil Wars. It is also consistent with the court’s usual policy of occasionally ordering constables and customs collectors to pay public funds they held directly to specific local creditors of the colony.65

          Following the English practice of distinguishing between soldiers’ debentures and sailors’ tickets, another committee was appointed after the Acadia expedition to pass tickets to sailors. This three-man committee was led by Major Thomas Savage Jr., Elisha’s cousin.66 That both debentures and tickets committees were led by Hutchinson’s relatives is another indication of his growing influence in fiscal matters. This committee was never heard of again, and only the debentures committee handled the later Quebec expedition.

          Between expeditions, Cotton Mather’s Election Day sermon had an unusual reference to credit. Speaking to the revived court, Mather preached on Nehemiah, who led the revival of Judea. Mather brutally forced on the biblical text a notion of a General Court and a governor who “[seemed] to erect a bank of credit” with “credit so passable.”67 Mather, the treasurer’s son-in-law, probably reflected contemporary discussions about public credit and about establishing a public bank. The audience probably included the recent “bank of credit” entrepreneur John Blackwell. Tired of the Friends’ unfriendliness, he had resigned as governor of Pennsylvania and returned to Boston.68 Soon people lent funds for the Quebec expedition. They were mostly merchants, who gave “much of it in ready silver.” If no plunder was taken, they were “to be paid by the country when able.”69

          In December 1689, it was ordered that soldiers awaiting pay of wages from the dominion era should “reserve” part of their recent taxes, implying a tentative setoff, “until further order.”70 In the huge tax of November 1690, this setoff idea was generalized: “All persons that have credit with the country to pay by discount.”71 Finally, setoff became a legal right rather than the treasurer’s discretion. It was a deviation from common law, seen before perhaps only in Virginia. The implication for returning soldiers was that they could present debentures to constables and significantly reduce—perhaps even eliminate—their large tax obligations.72

          The court resumed pro-coin discrimination in tax collection: some taxes had to be fully or partially paid in coin, while in other taxes the amount was abated one-third for those paying in coin.73 Initial optimism that soldiers could be paid in coin was later replaced by the use of country pay, as in the previous war.74 The court paid coins mostly where country pay would have been too expensive to transport: expenses in England, expenses in the frontier, and payments to men traveling on the court’s behalf.75 The lists of prices for taxes included (as usual by then) wheat, barley, barley malt, rye, maize, peas, and oats.76 In October 1690, beef and pork—the favorite foods of soldiers—made their first appearance on such a list, following a recent Plymouth precedent and their listing as preferred items for loans to the colony. They had to be “merchantable” and “sealed by a sworn packer”77 (i.e., sort of coined).

        
      
      
        Discovering Canada’s Card Money

        Perhaps Canada’s card money of 1685–1686 had become known in Massachusetts by 1689, as detailed above. If not, there were new routes in 1690. Acadian prisoners of war were brought to Boston and were disposed to local families, to work for their livelihood until shipped to French dominions. One “Lavalier”—perhaps the former Acadian governor who had spent a winter with de Meulles—was delivered to Deputy Joseph Lynde.78 Governor Meneval was released to Nelson’s house. Other French soldiers were captured or deserted in the land frontier and disclosed considerable information.79

        Some historians have argued that the expedition to Quebec could have directly and physically exposed Massachusetts soldiers to Canadian money.80 The armada captured French ships on its way to Quebec and back. The Puritans raided houses below Quebec and fought French soldiers there. Prisoners were taken and interrogated. The retreat involved a general prisoner exchange, returning to Massachusetts about twenty people captured in the land frontier. They had spent months in Quebec in relative freedom and were well informed of the situation in the town, which was then using its third generation of card money.81

      
      
        On the Brink

        The only history of the war written by a contemporary was composed by Cotton Mather. In 1697, he described the state of the colony in the fall of 1690:

        
          Of the disaster which now befell poor New England, in particular, every one will easily conclude, none of the least consequences to have been the extreme debts, which that country was now plunged into; there being forty thousand pounds, more or less, now to be paid, and not a penny in the Treasury to pay it withal.82

        

        Enemies of the government estimated the debt at up to £55,000 and equated it to the cost of “Spain’s 88”—that is, the Spanish Armada.83 The problem was not just that the treasury was empty, and not even that there was probably not enough coin around to pay such high taxes. More important, the required taxes were probably more than the population could spare from its current income and illiquid property. Mather wrote about “the sailors and soldiers, now upon the point of mutiny,” and quoted a Roman historian about the danger to the regime: “The one who refuses what is just, gives up everything to an enemy in arms.” Contemporaries cited “much murmuring” and “clamors” of soldiers and sailors, and fears of civil war.84 Could Boston see a reenactment of England’s 1667 Chatham disaster (pp. 43, 45)?

        Debentures, which promised payment from the hapless treasurer, could be used for tax payments. Soldiers could also offer debentures to shopkeepers when trying to buy goods; but debentures had large denominations, because each single debenture was given for the three months’ expedition. For example, one Edward Budd (of whom nothing else is known, so he was surely a simple soldier) had a debenture for two pounds, nineteen shillings, and two pence. At the prices of the latest tax law, it was worth thirteen bushels of wheat, which is what a family of five would eat over three months.85 Senior soldiers and officers had even larger debentures. Did the typical soldier want to spend such a big amount in one shop at one time? Did any shopkeeper agree to accept such a large, nonround sum? Did the shopkeeper’s ability to pay his own taxes with a soldier’s assigned debenture induce him to accept it as payment for goods? The soldiers’ noisy complaints testify that the answers are negative.86

        The first meeting of a governmental body after the soldiers returned was a council meeting on November 29. Having received no letter from either the agents or the king that year, the despairing council wrote the agents about “the awful frown of God” and that “our Father spit in our face.”87 Another matter in that meeting was the complaint of the plundered Acadian governor Meneval against his plunderer—Assistant Phips. Meneval was represented by John Nelson.88 With the fiscal abyss on everyone’s minds, Nelson could have used the opportunity to inform the desperate council about the Canadian monetary solution to the problem they faced.

        Following almost daily funerals in the smallpox-infested colony, the last entry in Sewall’s diary before the court’s next session is from December 8. He dined at a Boston tavern, the Royal Exchange, with eleven men. Their combined backgrounds of past and present offices is remarkable. In the political realm there were three assistants, two deputies, two members of the Council for Safety, and three Boston selectmen. Judges included the assistants and three municipal judges. Military men included a general, three captains, and an ensign. Three were intellectuals—that is, graduates of the college: a leading pastor married into an important mercantile family, a scientist who was a merchant’s son, and a merchant who had managed a printing press and owned the closed mint. Fiscal men included a county treasurer, a Boston treasurer, a tax commissioner, and three constables. Half of the men were merchants. Four supervised the Boston market as sealer of weights and measures, culler of staves, wheat-price setter, and clerk of market. One was member of the Acadian plunder committees. Most intriguing is that four were members of the five-man debentures committee that was just then issuing debentures to the returning troops.89 Solving the financial mess was an obvious topic of conversation, and this group was typical of the multitasking, inbreeding elite, which represented the interests, perspectives, and knowledge of soldiers, officers, tax collectors, legislators, magistrates, judges, intellectuals, merchants—and issuers of public-debt instruments.

      
    
  
    
      
        Summary of Part II

      
      Before proceeding to the December 1690 court session, it is time for a longer view, summarizing the main relevant points that came up since 1630.

      Much of part II is a biography of the General Court of the Massachusetts Bay Colony. Born in London in 1629, it relocated at age one to America, where it grew and became wise and experienced. At age fifty-seven, it entered a three-year coma, and as of December 1690 it had been back to life for a year and a half. Governor Simon Bradstreet alone embodied the court’s history. The colony had fifty thousand inhabitants living in more than fifty towns and villages, with one-seventh of these people living in Boston—English America’s biggest town.1 Like English towns, and especially trade hubs, it was dominated by merchants.

      The court was sophisticated in its relations to England, fully committed to maintaining its near independence as much as possible, for the one and only sacred goal of preserving the integrity of the largest Puritan refuge on Earth. The court was a formidable political and legal player. It used everything in its arsenal—legal arguments, friends in England, bribes, tributes, procrastination, pretensions, subterfuges, hairsplitting rhetoric, half-truths, distance from England, and consequences of key events in England—to secure its autonomy during Charles I’s Personal Rule, again for a generation after the Restoration, and then to regain that autonomy after the Glorious Revolution.2

      The court was attentive to the needs of the population. In spite of the rule of the minority—the freemen—the court was accountable at least on anything not directly related to the religious mission. Had it ignored justified complaints about the economy, the economy would have been hit and people would have left. Suffrage was expended when the court was pressured to it by English events: the Restoration and the Glorious Revolution.

      A standard tool of government was the ad hoc committee. Executive, administrative, investigative, and advisory committees were regularly appointed, especially in war. As the constitutional extension of the court between its sessions, the committees routinely included magistrates, deputies, former deputies, and political upstarts (usually listed by rank). On commercial issues, the overwhelming dominance of the Bay and particularly Boston, with Charlestown at a distant second, was reflected in committees. Merchants from these places were the key workforce, especially on economic matters, because committee work often required being at the central location, where any colonist could access the committee and the committee could access the governor, treasurer, court records, and other merchants who could lend money or goods to the colony. While the institution of the ad hoc committee was used instead of an orderly government bureaucracy as in England, the community of Bay merchants became more than a pool for economic and financial committees. It sometimes seemed like a pseudo treasury department: every few months, some of its members were called up for some committee work.

      Massachusetts had the only college in English America. Although there was hardly any scientific basis for some of the materials taught there—whether medicine or religion—the college did encourage some smart people to think abstractly and not spend their entire time on the farm, in the workshop, or at the countinghouse. Those who became ministers were expected to be involved in key constitutional and economic issues. There was little to no scientific or technological advancement in Massachusetts, but there was much creative thinking and boldness in monetary innovation. The variety and sophistication of commodity moneys was unique. Coinage, broadly conceived, was attempted or approximated not only with metal pieces but even with wampum, cattle, fish, and grain. Tradable financial instruments—simple promissory notes, notes of land banks, or debentures—had been on the court’s mind since 1631. Credit was very common and well developed, with setoffs and trilateral debt settlements often used in the public and private sectors. These efficient methods were most needed in time of war, when there were no spare resources of time, equipment, and funds to transport grain as money over large distances.

      The smallness of each colony and town, and the small role of governments in the economy, helped people understand the court’s repeated dictum that the treasury was a mere intermediary. The treasury’s debt to a soldier had to be paid by a tax imposed on the soldier’s neighbor. If the neighbor paid taxes in bad money, the soldier would have difficulty buying food with that money.

      The Atlantic World abounded with ideas of using paper (in account books or as bills) or cheap metal instead of precious-metal coin. Legal support came in the form of compulsion, convertibility into coin, backing by land, or legal tender status. Boston, Connecticut, Quebec, Pennsylvania, West New Jersey, Antigua, Barbados, Bermuda, Virginia, Dutch Brazil, Ireland, London, and probably Plymouth were all involved in that advance in monetary theory and practice. New England merchants were well positioned to know about all these ideas, through a great variety of information channels.

      All the components of the 1690 invention have just been reviewed here. Let Hutchinson and company connect the dots for us.

    
  
    
      
        Part III

        A Monetary Revolution

      
      Having traveled the long road from 1584 Roanoke, we can now finally understand the revolutionary Massachusetts law of December 24, 1690. Reading, let alone writing, an entire book to understand just one document is an effort befitting a constitution. Indeed, this 1690 document is the constitution of our modern currency.

      The main task is to examine the law itself—based on all the insights of part II. We will understand every aspect of this law, and, equally important, understand what was supposed to be in it but was not. I will suggest a political explanation regarding such puzzling omissions. Within a year and a half, the 1690 money would gradually converge in legal status toward our modern legal tender currency. It would need three more centuries to take over the world—for better and for worse.

    
  
    
      
        Chapter Thirteen

        The Legal Tender Law, 1690

      
      
        War is the father of us all.

        —Heraclitus

      

      
        The Session

        On Wednesday, December 10, the General Court reconvened. As usual that year, only half the magistrates showed up, including the governor, the deputy governor, the treasurer John Phillips, Samuel Sewall, and Elisha Hutchinson. Hutchinson hardly missed a meeting of the council or General Court since the elections. Sir William Phips, as usual, stayed home. Wait Winthrop was home injured, but was later visited by Sewall. Only half the towns bothered sending deputies—mostly Bay towns and northern towns, which were most exposed to an expected Canadian attack. Ice and smallpox prevented others from showing up during the two-week session. It was probably smallpox, however, that arranged an odd meeting, halfway through the session, between Hutchinson, the council’s secretary, the speaker, the former assistant John Richards, and the Boston treasurer Richard Middlecot. They could have a lively financial discussion while carrying the coffin of the Boston deputy Dr. John Clark.1

        The court handled many issues, including a first letter to the king since the French entered the war. They wrote of the Acadia success and the Quebec failure. Warning that “some may seek to misrepresent us,” the court asked as usual for “confirmation of the charter government.” The desperate court made its first-ever request for military aid from England.2 December 23 was a busy day at court, Sewall reporting “being detained at the townhouse all day.” The council passed an order for printing “bills” and the exact form of these bills. Both were approved by the deputies, but the following day, December 24, the council added a limitation on the quantity of bills. The court expedited the granting of debentures and adjourned until March 1691.3

      
      
        The Preamble

        Important laws in England and the colonies had preambles, the length of which depended on the importance of the matter and the justification required. The preamble to the paper money law was unusually long:

        
          Whereas (for the maintaining and defending of their Majesties’ interests against the hostile invasions of their French and Indian enemies who have begun and are combined in the prosecution of a bloody war upon the English of their Majesties’ colonies and plantations of New England) this colony has necessarily contracted sundry considerable debts, which this Court taking into consideration and being desirous to approve themselves just and honest in the discharge of the same and that every person who has credit with the country for the use of any of his estate, disbursements, or service done for the public, may in convenient time receive due and equal satisfaction; withal considering the present poverty and calamities of the country and (through scarcity of money) the want of an adequate measure of commerce, whereby they are disadvantaged in making present payment as desired; yet being willing to settle and adjust the accounts of the said debts, and to make payment thereof, with what speed they can.

        

        There are important points here. First, knowing that its laws could become known in England, the court emphasized that the expedition was sent for the monarchs’ interests, as it claimed in the contemporary letter to the king. Second, the debts were “contracted,” so discharging them with “due and equal satisfaction” was “just and honest,” but at the moment the court could only “settle and adjust the accounts of the said debts” rather than discharge them. Third, there were three types of creditors, giving either “estate” (e.g., ships hired), “disbursements” (e.g., food), or military “service.” Finally, as Sewall would write years later, the bills were born not for lack of money in the colony per se, but for lack of money in the treasury.4 That happened partly because there was no convenient money for paying taxes. As a contemporary Englishman in Ireland noted, money was both “the sinews of war [and] life blood of trade.”5

      
      
        The Law

        After the preamble comes the law itself:

        
          It is ordered by this Court that Major Elisha Hutchinson, Major John Phillips, Captain Penn Townsend, Mr. Adam Winthrop and Mr. Timothy Thornton or any three of them, be and are hereby appointed and empowered a Committee for the granting forth of printed bills in such forms as is agreed upon by this Court (none under five shillings nor exceeding five pounds in one bill) unto all such persons who shall desire the same, to whom the colony is indebted, for such sum or sums of money as they shall have debentures from the Committee, or Committees that are or shall be appointed to give out the same. Every of which bills according to the sums therein expressed shall be of equal value with money, and the Treasurer and all the receivers subordinate to him shall accept, and receive the same accordingly in all public payments. No more of said bills, to be printed or granted forth than for the sum of seven thousand pounds. And the colony is hereby engaged to satisfy the value of said bills as the Treasury shall be enabled. And any person having of said bills in his hands, may accordingly return the same to the Treasurer, and shall receive the full sum thereof in money, or other public stock at the money price as stated for that time. And if any of said bills be worn in any person’s hands, so as they desire to renew them, returning them to the Committee, they shall have new ones of the same numbers and sums given out.

        

        The order, with the preamble, was the only document of that session published as a broadside (figure 13.1).

        
          [image: ]

          
            Figure 13.1 The order for paper money. Source: Massachusetts General Court, At the General Court of their Majesties Colony of the Massachusetts Bay in New-England, sitting in Boston by adjournment, December 10th, An order for the granting forth of printed bills for seven thousand pounds Cambridge: Printed by Samuel Greene, Cambridge, Massachusetts, 1690, https://www.loc.gov/item/rbpe.03302500/.

          
        
        The form of the bills was enacted:

        
          This indented bill of twenty shillings due from the Massachusetts Colony to the possessor shall be in value equal to money and shall be accordingly accepted by the Treasurer, and receivers subordinate to him in all public payments, and for any stock at any time in the Treasury.

          Boston in New England, December 10th 1690. By Order of the General Court.

        

        
          [image: ]

          
            Figure 13.2 The draft of a bill. Source: Massachusetts Archives Collection, vol. 36, p. 260b, “Bill of Twenty Shillings, December 23, 1690,” SCI/series 45X, Massachusetts Archives, Boston.

          
        
        The date does not imply that the draft of the bill was written on December 10. It was merely the first day of the session, and court sessions were always dated in official records that way, no matter how long they lasted.6 The draft was written by Sewall, who had the clearest handwriting among magistrates (figure 13.2).7

        It is time to dissect the law and look in detail at each and every component of it, except for the committee which will be discussed later.

        
          Issuing Bills

          Physical Form. These were “printed bills,” unlike the handwritten playing cards of Canada. With thousands of soldiers, sailors, and suppliers to be paid, the technological ability to print small forms was a prerequisite. Cotton Mather wrote that the bills were “printed from copper plates,”8 as the Bank of Credit bills were supposed to be. Decades after copper starred in Roanoke and Jamestown, it was used to print the first English paper money on the mainland.

          The bill was indented and carried the company’s seal (figure 13.2). Indentures and seals were routinely used to prevent forgery in legal documents. The message was that each bill was a binding legal document. A charter-era law mandated the use of company seal on all commissions and “writings of public concernment” or “public instruments” issued by court or council. The seal had been used on a debt instrument only once before, regarding £1,000 borrowed by agents in England in 1666. The treasurer also had a seal.9

          It was obvious that debentures did not carry company or treasurer seals because they were issued not by court, council, or treasurer, but by a committee. Debentures were addressed to “Mr. Treasurer.” An exception was made for the 1690 paper money—probably the first instrument issued by a committee that carried the company seal. Indeed, while debentures began with “There is due” and not specifying from whom, the bills specified “due from the Massachusetts colony.” The bills were given the strongest possible formality (if we ignore the fact that the company was legally dead).

          The law ended with the provision that “worn” bills in “any person’s hands” could be renewed. The bills were expected to be used till worn, and the replacement would not necessarily be to the original recipients of the bills but to “any person” holding them. These bills were designed as money.10

          

          Denominations. No bill was to be worth less than five shillings or more than £5. The highest denomination was far lower than the £100 of London goldsmiths’ notes; the lower bound was five times higher than the largest coins locally minted, but it was close to the value of the piece of eight, so it was certainly money. At the prices of the latest tax law, the amount of five shillings was worth slightly more than a bushel of wheat, which could feed a family of five for a week.11 The bills were of the right denomination for a soldier, typically a young family man, returning home after three months and needing to buy food. The bills were not meant to buy beer at an inn or ride the ferry (a few pennies’ cost), but they were certainly not restricted to mercantile and land transactions only. As John Hanson has argued, too-low denominations during war could slow the production and issuance of bills too much, especially when each bill required three handwritten signatures.12 That debenture of almost £3 cited above was just above the average of the lowest and highest denominations. Its recipient could trade his single debenture for twelve bills of five shillings each, and give coins or country pay as change.

          The whole point was that bills replaced debentures of high, nonround denominations. Both financial instruments had the same intrinsic value (zero) and the same basic legal status (they could be used to pay taxes). Debentures were de facto reminted into smaller pieces, more convenient for the market. This is what the local mint had done when reminting pieces of eight (about five shillings) into coins of a shilling or less. Similarly, the minting of pieces of eight by Spaniards turned silver mines into smaller, standardized, convenient sums.

          The scholars Drew Boyd and Jacob Goldenberg call this method of innovation “preserving division”:

          
            You can frequently make groundbreaking innovations simply by dividing a product into “chunks” to create many smaller versions of it. These smaller versions still function like the original product, but their reduced size delivers benefits that users wouldn’t get with the larger, “parent” product.

          

          Their examples include multitrack recording, memory sticks, packaged foods, and radiation therapy.13 Debentures were divided in a way that allowed the smaller chunks to function as money in shops, and did not take away from the soldiers any legal right or economic ability they had when holding debentures.

          The wide range of possible denominations that the court gave the committee—from five to a hundred shillings—granted the committee considerable discretion and responsibility. If the chosen denominations were too small, effectively converting all debentures into the most convenient money, it could take too much time and prices might jump. If the chosen denominations were too large, the bills would not function as money and soldiers might mutiny.

          

          Quantity and Timing. After the law passed both Houses, the magistrates amended it with an upper bound of £7,000. Deleted text in the draft indicates that the original intention was probably to issue bills for all the colony’s debts. In the spirit of experiments—which characterized both the court’s history and the Scientific Revolution—the cautious magistrates had second thoughts and decided to try first with £7,000, leaving out the rest of the £40,000 debt. The committee could issue fewer bills if it wanted, which was another important part of the discretion given to it. The committee could stretch the operation for months, experimenting with denominations and the rate of emitting the bills.

          

          Open Market Purchases. The bills were not forced on any creditor of the colony; they were to be given to debenture holders “who shall desire the same.” This operation was not redemption of debentures, because debentures, just like bills, promised pay in conventional money. It was merely a swap of financial instruments—bills for debentures. There already was active trade in debentures that year, and the committee entered that secondary market, agreeing to purchase all debentures at face value. Since that market was open to anyone, modern jargon calls it “open market” and calls that procedure “open market purchases.”

        
        
          The Legal Status of the Bills

          One difference from debenture was that the bill was an evidence of debt to “the possessor” rather than a named person. Debentures were tradable but had to be assigned in writing from one possessor to another. The bills, in contrast, were designed to pass easily from hand to hand, just like coins. The order decreed two uses for the bills: bill holders could ask the treasury to redeem them in coin or goods, and any payment to the colony could be discharged with these bills. Let us examine these uses in turn.

          

          Convertibility. Although the 1690 money is typically presented by historians as an inconvertible currency—and indeed, it was not converted by that government into coin or goods—the letter of the law did promise convertibility. The promise was to convert bills to either coin or “other public stock” held by the treasurer. These were the goods that had a “money price . . . stated” in tax laws (country pay).14 What was the credibility of this promise? Legally, it meant almost nothing because it held only “as the Treasury shall be enabled.”

          And if it was not “enabled”? Initially the treasury was empty, which was the reason for issuing bills. In the immediate future, until the huge taxes were paid (presumably with agricultural produce) during a difficult winter by a sickly population, there was no hope of obtaining coin or goods to redeem bills. Other sources of funds were not available: the loss in Quebec proved that expected plunder was unreliable, and the war was on hold for the winter; financial aid from England was unprecedented and unthinkable; the colony never earned revenue from producing and selling goods; it no longer produced coins; potential lenders were “out of cash,” claimed an antigovernment merchant;15 and proceeds from land sales were unreliable, as will be explained below. For the first few months, at least, the convertibility promise was a dead letter, and everyone knew it.16

          

          Legal Tender for Taxes. The court decreed in a somewhat alchemical spirit that bills “shall be of equal value with money.” But only the treasurer and his receivers were obliged to accept bills according to this pompous declaration. The mentioning of the treasurer and his receivers in such a context was almost an exact quote from the Dudley council’s approval of the Bank of Credit (p. 135). The “receivers subordinate to him” were tax-collecting constables, marshals who collected fines, and customs officers. Other payments to the treasurer could have been made from people who owed money to the colony for other reasons and from purchasers of land. But these, just like fines, were uncertain. Effectively, only taxes could be relied upon. With the convertibility being a dead letter, all the burden was on taxes as the legal support for the bills. You may recall, the usual commodities could also be used to pay taxes, so bills did not have a monopoly, even in tax payments.

          The colonists may have viewed tax acceptance as necessary—if the issuing government itself would not accept its own bills, why should anyone else accept them? It was the one necessary legal requirement. It was important especially given the absence of any other legal backing. It is time to examine the economic mechanism of this tax acceptance.

        
      
      
        The Economic Mechanism

        Figures 13.3 to 13.5 show the economic working of the legal tender money as designed. Figure 13.3 shows the problem: the government owed a debt to soldiers, while taxpayers’ debt to the government was not yet paid. The taxpayers were mostly private sellers of goods and services. All debts were supposed to be paid in coin or country pay.

        
          [image: ]

          
            Figure 13.3 The problem.
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            Figure 13.4 The solution.

          
        
        Figure 13.4 shows the solution. The soldiers get bills, with which they buy food, and then the sellers, who are also taxpayers, pay taxes with these bills. The bills complete a full circle and the problem is solved. There are no payments in coin or goods of either original debt, and the bills are not redeemed by the treasury in coin or goods.

        The larger significance is displayed in figure 13.5: not all sellers necessarily pay taxes with all the bills they get from soldiers. Sellers can circulate bills between themselves—the baker uses bills he gets from soldiers to buy shoes from the shoemaker, who uses bills to buy tools from the blacksmith, and so on; occasionally, after a bill circulates and passes many hands, one seller uses the bill to pay a tax. In the figure, it is the nth time that the bill has changed hands. This is how a medium of paying taxes, if conveniently denominated and easily transferable, becomes a general medium of exchange—a true currency.
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            Figure 13.5 A general medium of exchange.

          
        
        
          Bills of Credit

          It was indeed a credit operation, and the difference from known practices should be clarified. A trilateral settlement of debts as in figure 3.1 could work if there had been a single taxpayer and a single soldier, with the former’s tax obligation equal to the latter’s credit, and if the taxpayer had enough coin or grain. But reality was much more complicated. In using bills, the solution of figure 13.4 is similar to figure 3.2 (trilateral debt settlement by assignment) and figure 3.4 (assignment of public debt). The difference is that in those cases the use of coin was reduced from twice to once, but it was still there. In figure 3.2, the bill is eventually redeemed in coin, while in figure 3.4 the tally is traded for coin. But in figure 13.4, there is no coin at all. It is a coin-free settlement of public debts between three groups on a massive scale.

          The mechanism can also be seen as voluntary exchange followed by setoff. Consider first a constable visiting a soldier who is also a taxpayer. The constable tells the soldier-taxpayer that he owes one pound in taxes and asks for coin or grain. The soldier-taxpayer shows a bill of £1 and claims, “But you owe me coin or grain at the value of one pound—so let’s have a setoff.” Paper for paper, claim for claim. No physical goods involved. To the unsophisticated eye, it would seem like payment of taxes in paper money. Next, consider a shopkeeper who voluntarily accepts a bill from a soldier. That action transfers the colony’s debt from the soldier to the shopkeeper—who is also a taxpayer. Now the colony owes coin or grain to the shopkeeper-taxpayer, and his payment of the tax with a bill is a setoff.

        
        
          Learning the Tax-Foundation Theory

          How did the court realize this could work? For decades, Massachusetts taxpayers paid taxes in coin and goods—as long as the goods had “merchantable” quality. Sellers could learn the minimal quality of goods that the treasury accepted for taxes. For example, in 1690 a bushel of barley discharged four shillings of tax liability. A shopkeeper offered by a farmer fifteen bushels of barley of sufficiently good quality as payment for goods knew that this barley could at the very least be used to discharge sixty shillings of his tax liability. The tax law’s prices put a lower bound on the value of these commodity moneys. Sellers probably accepted some payments in grain only because they knew it had a sure value in tax payments. This guarantee should have increased the demand for grain, including grain of marginal quality.

          Producers of other types of money apparently understood the importance of this mechanism for increasing the demand for, and the value of, their money. John Hull, the mint master and treasurer, probably influenced the statutory discount for taxes paid in his coins and the forcing of taxpayers to use his coins as part of their payments. Similarly, Blackwell used political connections to obtain for his Bank of Credit’s notes the status of legal tender for debts and taxes.

          Hull’s son-in-law and heir (Sewall) and Bank of Credit officers who were legislators in 1690 knew the power of this mechanism: if an object was acceptable for tax payments, it was more likely to function as money. Indeed, empirically, objects acceptable for taxes also functioned as money in the private economy. Theoretically, taxpayers could make good use of this object, so they might agree to accept it in return for goods and services they provide to others. Shopkeepers would accept it for shop payments and workers would accept it as wages. If it was the only acceptable object for taxes, then it would be necessary for them to accept it. But what if some Richard had enough of that money to pay taxes with in the foreseeable future? Given a high enough tax burden, Richard should still be willing to accept it, because the next seller he meets (Katherine) might not already have all of that object to pay her taxes, so Katherine would accept it. And so on. This is why the court dared supporting its novel money with this mechanism alone.

          Compared to grain, local coins, and Bank of Credit notes, the 1690 money—being intrinsically useless and unbacked—merely took this mechanism to its limit. It promised that paper would discharge tax liabilities according to its face value. Every seller was supposed to understand that regardless of the acceptability of bills in the market, they were still useful for tax payments. The guarantee that £1 in paper discharged a £1 tax liability was supposed to put a lower bound on the bills’ value. The intrinsic uselessness of the bills was not supposed to matter to sellers any more than they had cared about the quality of grain as commodity money so long as it was at least at the treasury’s threshold of acceptability.

          The court perhaps thought that in the long run it was on safe ground with such a combination of legal tender for taxes and an empty promise of convertibility. It seemed like a win-win plan: if all bills were rejected in shops, then sellers would pay taxes in coin and goods as usual, and then there would be “money, or other public stock” in the treasury with which to redeem bills; if all bills were accepted in shops, then seller-taxpayers would probably prefer to get rid of paper rather than coin and goods when tax collectors show up; then the government would have no “stock . . . in the Treasury” with which to redeem bills—but it would end up holding all the bills, so nobody would ask to redeem them.17 A perfect plan. Easy money.

        
      
      
        The Missing Parts

        The 1690 money has been usually portrayed as a natural, almost trivial development from recent paper moneys, such as Canada’s and Blackwell’s.18 It clearly differed in that the convertibility promise was a nonbinding dead letter. But other key features of those recent moneys were not even written into the 1690 law: monetary terminology, forced acceptance, legal tender for debts, and backing by land. These differences from past practices have sometimes been noticed by scholars but never explained. We need to be reminded how odd the absence of these features is, and then I will propose a single factor that may explain the absence of them all.

        
          Monetary Terminology

          The bills were called simply “bills.” There was no justification to call them “money” because that meant coin, but “paper money” and “bill money” had long been proposed in England, Canada had “card money” and the Fund used “change bills.” Clear monetary terminology could have helped the population realize what they were expected to do with the bills. It might have induced sellers to accept them. Why was there no monetary terminology?

        
        
          Forced Acceptance

          At least some of the previous governments that issued paper money in a military emergency, such as that of 1690 Massachusetts, forced everyone to accept the new money in trade under threat of penalty. This definitely happened in China, Spain, Dutch Brazil, and, most important, in contemporary, neighboring Canada. With a harsh legislative record in general and draconian wartime measures in 1690 in particular, the Puritan colony should be expected to do the same. But the court did not force everyone to accept paper money. In fact, it forced nobody but itself. Why?

        
        
          Legal Tender for Debts

          The normal status of coins in England and the colonies was “pass current.” Any monetary obligation could be discharged with such coins, including all debts and taxes. If a contract denominated in pounds had been created without specifying the medium of payment, these “pass current” objects were good enough to discharge the debt at face value, and the creditor would lose if he sued for nonpayment. That was the case for most of Massachusetts’s previous moneys, including local coins and Bank of Credit notes. But the 1690 money was legal tender only for taxes and other payments to the treasurer. It wasn’t even legal tender for payments from the treasurer to others—soldiers and suppliers. Why was the 1690 money an exception?

        
        
          Backing by Land

          From time immemorial, land was used in payments of debt, or at least as security for such payments. Such use had critical importance in wars. Wars were expensive and created large debts; wars were often about land disputes, and the victor often gained land. Therefore, it was routine to pay land for war debts or to make land security for paying war debts. As shown above, this happened in the Civil Wars, in Ireland, in the Pequot War, and King Philip’s War. This financial use of land led to proposals of land banks. The idea of backing paper money with land was the foundation of both the Fund and the Bank of Credit in the 1670s and 1680s. It was the hottest financial idea of the period in the English-speaking world.

          There were personal connections between that money-land tradition and the 1690 money. Governor Simon Bradstreet and Deputy Governor Thomas Danforth were among the assistants who pledged land as security for the colony’s debts during King Philip’s War.19 Sewall printed the Fund pamphlet (and its printed notes, if there were any) in 1681–1683. Bank of Credit officers included Wait Winthrop, James Russell, Isaac Addington, Elisha Hutchinson, and Penn Townsend, who would be legislators in 1690. John Blackwell himself was almost certainly in Boston in December 1690 (see below). As the foremost financial expert in America, he was surely consulted.

          Given the success and prevalence of this financial use of land in the previous wars (in which new lands were won) and the numerous personal connections to land-backed financial institutions, it is remarkable that the financial use of land is completely absent from the records in 1689–1690. Before and after each of this period’s expeditions, the forces were promised a share of the “plunder,” while loans were secured by future tax revenues or “plunder.” That word never included land before and did not include land in this war either. Land in foreign occupied lands was too important and consequential to be included implicitly with movables like furs and guns. Land was not explicitly promised before any expedition, nor explicitly given after it. The bills were neither convertible into land nor backed by it. Even an empty promise was not made regarding land backing, as was made about redeeming the bills with coin or goods. It’s as if all the financial legacy of land in Massachusetts was suddenly completely wiped out. Terra incognita.

        
        
          A Political Explanation

          It should be clear now that the 1690 paper money was nothing like its predecessors, and was not a trivial development from recent paper moneys. It was a money lacking monetary terminology; it was an emergency money with no forced acceptance; it was a money designed to pay a debt, but was not legal tender for debts and was forced only on its issuer; it was a money not supported by the most obvious device for that time and place—land; it was a money that promised convertibility into everything the government did not physically have (coin or goods), but did not promise convertibility into the only thing the government did physically have (land). What can explain such an odd, paradoxical, even absurd type of money? The answer is: England.

          

          The Plausible Deniability of Money. Massachusetts had not received the right to mint coins in its charter. When the court was caught doing that, it paid a diplomatic price. Recent assistants John Richards and William Stoughton were among the agents who had begged Charles II to pardon the mint offense, and could have informed the court in case anyone forgot. More important, the court kept paying that price. The minting accusations resurfaced in Increase Mather’s face in 1689, as Hutchinson and Sewall surely told the court. The court knew that the new battle of the charter was tough, and it did not want to give ammunition to its enemies. Minting coins in 1690 would have been a colossal mistake. Issuing paper money might have been just as bad; it would have opened a debate on whether the ancient royal prerogative included a monopoly on issuing coins or on issuing any objects specifically designed to function as money.

          What to do when soldiers need money but England presumably does not allow money? The solution was to eliminate all nonessential monetary features. First, consider monetary terminology. Hairsplitting rhetoric was second nature to the court when dealing with England. Just as the restored court operated “according to the rules” of the old revoked charter without formally reviving the charter itself, and the court’s terminology was replaced entirely (table 12.1); so were the “bills” designed to function according to the rules of money without being formally money and without monetary terminology. It was called “bills” rather than “money” for this reason.20 Moreover, as the historian Jonathan Barth has noted, the bills were “of equal value with money”—and so formally distinct from money.21

          Second, the legacy of accusations against Massachusetts coinage included not only the fact of minting but also the making of the coins “current” for debts. This monetary feature was not essential for the tax-foundation economic mechanism. In theory, taxes alone should have made it work. Moreover, legal tender for debts is a weak mechanism, forced only on creditors not careful to specify otherwise in contracts. Making bills legal tender for all debts would imply that soldiers had to accept them. It was a feature that could not have been hidden in those circumstances of 1690.

          Third, if making an object legal tender for debts was too much of an explicit monetary feature, forced acceptance in spot transactions was so much worse. Therefore, even though it was a military emergency, this paper money, unlike most or all of its predecessors, was not forced on anyone in regular trade.

          Additional considerations required extra care. First, while England repeatedly objected to the Massachusetts coins, which were, according to the Royal Mint, debased by 22.5 percent, the paper money issue amounted to opening a mint with 100 percent debasement. Second, while the colonists got away with minting for decades under Charles II, they might not have been so lucky with the new king, who came from the world’s financial center. Third, the revolutionary constitutional settlement made William one of the weakest kings in English history. Formally he ruled only with wife Mary, and Parliament took from him significant powers to assure that the Stuart tyranny never resumed. Such a king might have been more reluctant than previous ones to give up the royal coinage prerogative—one of his few remaining powers. His great-grandfather James I stopped granting coinage authority to colonizing companies when Parliament challenged his general authority.

          In conclusion, of all the types of transactions and payments in the Massachusetts economy, the court could force the bills on nobody but itself. The sensitive situation of charter lobbying in England did not allow anything more than that. What Massachusetts created was formally not money. It looked like a simple credit instrument and was named as such. It was a bill, or a promissory note, which happened to be issued by a colonial government rather than an individual. There was nothing illegal or sovereign-like about that, as any person was allowed to issue bills.22 The court had already compared once its legal rights to those of an individual, in another context.23

          A typical bill issued by English people had four standard features: first, it was redeemable in coin or goods; second, it had an indenture, and perhaps a seal too; third, it was not forced on anyone; fourth, it was not called “money.” The 1690 “bills” formally fulfilled all these criteria. The paper money was thus disguised from the king as a simple promissory note. How about acceptance of the bill for tax payments? Is that not a sovereign act? Not at all. Any issuer of a bill was expected—by commercial custom and common sense (though not by common law)—to accept it to offset debts owed to himself. By accepting its own bills in tax payments, the court was on safe grounds because it was just a setoff. If anything, tax acceptance made the bills seem even more like simple promissory notes.

          

          Andros’s Shadow over Land. The financial legacy of land was not forgotten. It was suspended, pending England’s repeal of Andros’s land policy, which invalidated all land titles and decreed that the land belonged to the Crown. Some private plots had been confirmed by Andros, but all public lands—those which could be granted to soldiers or could back paper money—still belonged to the Crown according to Andros’s interpretation. Though the royal governor was deposed along with his boss, a decision made by him was perhaps valid until repealed by a new royal governor or by the king. The court probably learned by December that the king exonerated Andros of all allegations.24 This implied that there was nothing obviously wrong with his land policy. William was too busy fighting to make any further policy decisions about Massachusetts.

          Therefore, as of December 1690, it was doubtful whether either the colony or most colonists legally owned any land. Some 1690 legislators were personally affected by Andros’s policy. He ignored Hutchinson’s land claims, and he served writs of intrusion against Sewall, Russell, and Deputy Joseph Lynde. The best indication of the uncertainty and its importance is that in November 1690, the agents in London asked the king for a new charter and “to confirm to them the enjoyment of their lands and properties.” It was their only specific request at the time.25 Further evidence from 1691–1692 is related below.

          So, as of December 1690, the king could have confirmed Andros’s policy and could have been angry at the court for giving away his land, or for promising his land as backing for the colony’s money. Avoiding any reference to land seemed like the safest course of action while the colony’s fate was under discussion in London.

        
        
          Summing It Up

          Four standard, traditional ingredients are missing from the 1690 law: monetary terminology, forced acceptance, legal tender for debts, and land backing. The political explanation—trying to keep on good terms with England while the fate of the charter hung in the balance—can explain all four anomalies. The first three relate to the coinage offense, while the last relates to the land problem. Diplomacy required complete silence on both issues: the colony did not produce something that was formally money or looked too much like money, and it made no movement on the doubtful land ownership. The claim that a single cause can explain multiple puzzles, is, at the very least, desirable according to the logical criterion known as Occam’s razor. The four dogs that didn’t bark in 1690 were silent because they were terrified of the single lion in the room—the lion on King William’s coat of arms.

          The court’s caution is consistent with the general behavior of colonial elites. Rhode Island, Connecticut, and Plymouth were friendly to the Crown while trying to obtain a charter in the 1660s.26 Most New England governments were careful in 1689–1690 regarding their constitutional status, fearing royal disapproval. They did not revive their old charters after unilaterally dissolving the dominion, even though the dominion had been established, and the charters revoked or suspended, by the new king’s enemies.27 Before the king approved the revolutionary Massachusetts government, the latter was extremely cautious when exercising authority over taxation and justice.

        
      
      
        The Monetary Committee

        
          The Members

          We have already met the committee members. Elisha Hutchinson, the top expert on public finance in 1690, received a full chapter. This grandson of “anti-law” Anne headed the creation of a purely law-based money. John Phillips was the treasurer. Penn Townsend was speaker of the House of Deputies. Adam Winthrop had been a trustee of the Fund, deputy manager of the Bank of Credit, co-treasurer after the revolution, and a deputy. Timothy Thornton, however, is a puzzle worth examining.

          Thornton did not have the status of his colleagues. By 1686, he advanced from “shipwright” to “merchant” in legal documents. In 1689, he was one of Boston’s price setters of grain. In 1690, he was elected in Boston as a judge, and, surprisingly, also as a “scavenger” who cared for cleanliness of roads. The court appointed him an ensign in a Boston company, and he worked for the court on minor ad hoc committees—to search and seize gunpowder and to take names of refugees who fled the frontier.28 He was on the same path to deputyship that Hutchinson took in the 1670s and Townsend in the 1680s. He was a typical political upstart, and would indeed become a deputy. In retrospect, with two assistants and current, former, and future deputies, this committee was entirely typical.

          But this was no regular committee. Thornton’s signature was to appear not on a committee report seen only by the court, but on many bills distributed throughout the colony in its most consequential, risky financial operation ever. This was no time for mentoring an inexperienced man. His status was far lower than the others who had the reputation of office or heritage—the treasurer, an assistant, the speaker, and a Winthrop who was a recent co-treasurer. His only proximity to power at the colonial level in December 1690 was literally standing near Sewall and Hutchinson at a soldier’s funeral.29 Thornton seems to have been way out of his league on that committee.

          The simplest solution to his membership in the paper money committee is to accept the hypothesis that he was the manager or deputy manager of the Fund from 1681 to 1685. For the first issue of paper money by the colony, it would be obvious to appoint the only man around who actually succeeded in circulating bills issued by an organization (the director, Henchman, had died by this point).

          Another oddity is the treasurer’s low profile. One would expect the most important financial committee in the colony’s history to be led by the treasurer; however, Phillips was listed second, and his office was not even mentioned. Listings of committee members was almost always according to rank. Probably Hutchinson headed the list because he sponsored the bill, as modern parlance would have it. He may have invented it, or he may have supported and promoted it when others doubted. Perhaps he was listed first because he dominated the fiscal-military committees of that year and especially in the fall of 1690.

        
        
          Members’ Characteristics

          Cotton Mather described the committee as an “able and faithful committee of gentlemen.”30 The adjective able regularly appeared in orders to draft soldiers and hire ministers, and indicated the necessary qualification required to perform a job.31 For that daring credit operation, the people chosen indeed had to be “faithful” (literally “credible”). Similarly, the Bank of Credit’s prospectus promised the “bank-bills of credit” would be “signed by several persons of good repute.”32

          All committee members were merchants. Historians have sometimes overidentified merchants, ascribing that status without evidence to any important, rich man.33 If any important man was a merchant, then an all-merchant committee was as trivial as an all-male committee. But since there were also rich men who lived off lands they leased, an all-merchant committee was not a trivial fact. At the same time, by now the court’s choice of such a committee should be obvious. The merchants were the financial experts who have long held the offices of treasurers of the colony, counties, towns, the college, and the Gospel Company, and dominated all commercial and financial committees, including the committees of auditing, accounting, and granting debentures. Nobody was more qualified than them to issue financial instruments.

          In this specific case, an all-merchant committee had more advantages. First, no one could better estimate what would be the appropriate denominations, timing, and total amount of the bills to be issued; the consequences of bad choices could be serious. Second, expected doubts among the population regarding a new type of financial instrument with little legal support could be countered only by the prestige of merchants—who were the economic and financial backbone of the community. Third, the quality of commodity money had long been defined everywhere by the merchants’ standard: “merchantable.” Who could better vouchsafe for the value of a new money? Fourth, merchants’ qualifications made them natural officers in banks. Except for the treasurer, all committee members had experience in 1680s banking: Thornton was part of the Fund, as was Adam Winthrop. Adam, Hutchinson, and Townsend were part of the Bank of Credit. Finally, the appointment of merchants guaranteed there would not be high inflation. Not only were the merchants always the main creditors in the economy, but they were the ones who lent money for the Quebec expedition, and inflation would have hurt them. The only known list of lenders to the colony around that time includes eleven merchants, most of whom were partners, friends, or relatives of the committee members.34

          Except for the treasurer, who was from Charlestown, they were all from Boston. Bay affiliation had long been typical in financial committees, and was especially appropriate in this case. The Bay is where most soldiers and sailors disembarked, and where some of them stayed or returned to demand their pay. The committee was expected to sit in an accessible place for weeks, if not months, in the dead of winter. It had to be in the Bay, and thus the men had to be Bay residents.

          Hutchinson, Phillips, and Townsend were titled by their military rank. Perhaps it was a signal that this was a time of war, which required radical emergency measures. It could also be a signal to soldiers that this proposed solution to their problem was managed mostly by some of their own officers and not only by detached civilians.

        
        
          Checks and Balances

          Why were there five members? Regardless of the workload of signing thousands of bills, almost nothing of importance was done in the colony by a single man. Committees were the norm. In particular, committees issuing financial instruments had at least three members that signed each paper. This helped prevent corruption among the issuers and counterfeiting by anyone else. Cotton Mather confirmed it when writing that “besides” designing bills in such a way “as to make it impossible to counterfeit[,] . . . they were all signed by the hands of three, belonging to that committee.”35

          Why five members rather than three? One trivial answer is the workload, as in the debentures committee (but unlike the tickets committee). But there was probably another reason, which was not present in the debentures and tickets committees: with five members, there could be political checks and balances. The debentures and tickets committees were administrative committees. They required very little discretion. They required reliability, credibility, and financial knowledge, but nothing else. None of their members was a court member. The paper money committee, in contrast, required considerable discretion regarding the denominations, timing, and quantity of bills. It was an executive committee that had to make political decisions.

          Indeed, the affiliation of the committee members is the most interesting part. They were two assistants, a deputy, and two private men (one a former councillor and deputy). As any three members of the committee could act on its behalf, no group had a majority. Not a single bill could be issued unless some coalition, let alone a consensus, could be reached. One such minimal coalition could be the three court members; after all, they had been elected to handle such situations. This was also a coalition of senior military officers. Another minimal coalition could be one from each group. Yet another minimal coalition could be all the nonassistants. They could block any attempt by the executive branch to inflate the debt away (that is, print it all as paper money and let the ensuing inflation erode the debt). Every bill given for military service had at least one signature of a senior military officer. The committee was a masterpiece of checks and balances, building on a long tradition of mixed committees.

        
      
      
        Legal Tender for Debts After All?

        While the legal tender law has captured all the attention of economic historians, there is another relevant law from that session. Already, on December 12, the deputies had passed this:

        
          Ordered that all country pay with one third abated shall pass as current money to pay all country debts, at the same prices set by this Court, except what has been borrowed in money, which shall be paid in money.36

        

        The magistrates approved this law only on December 24, the same day they finalized the legal tender law.

        This law was about paying the colony’s debts in country pay, excluding only debts borrowed in coin—given by merchants and other gentlemen as the court had solicited. The abatement of a third was in line with a long history. When a loss had to be borne by one or two sides, a compromise of thirds was often the solution. The soldiers were expected to take a loss of one-third of their pay.

        However, this penalty applied only if the soldiers wanted to be paid in country pay. There was no abatement for those agreeing to swap their debentures for bills, because accepting bills was no redemption. Consider a soldier who is owed sixty shillings, when barley is priced according to the tax law at four shillings per bushel, and assume this is also its market price. Normally the soldier would be paid fifteen bushels. With this new law, he would be paid only ten bushels. Together with the legal tender law, the choice he faced was between sixty shillings in bills for certain or ten bushels that might be in the treasury in the future. With sixty shillings in bills, he could hope to get fifteen bushels of barley in shops. Better to get fifteen bushels than ten. This was discrimination against soldiers demanding country pay from the treasury.

        To understand what this really meant, take this idea to the limit. What if the options were fifteen bushels in the market (in exchange for bills) versus zero bushels at the treasury? Then the bills would be, practically, legal tender for the colony’s debts: any soldier refusing them would lose his claim entirely. Because the pay in the treasury was reduced from fifteen bushels to ten rather than to zero, we could say that the bills were one-third of the way to becoming legal tender for debts. With some linguistic freedom, they were not fully legal tender for the colony’s debts, but only one-third legal tender for the colony’s debts.

        This “country pay” law was part and parcel of the whole legal tender package. It indirectly boosted the legal status of bills. Although the bills were only one-third legal tender, and only for the colony’s debts, the £40,000 colony debt was a large one in the Massachusetts economy. The bills were legal tender for a significant part of outstanding debts. The one-third abatement mirrored the customary one-third abatement for tax payments in coin. Instead of benefiting those paying coin to the government, the court benefited those receiving bills from the government. Both cases were discriminations against the use of grain.

        The “country pay” law, which should have induced soldiers to accept bills, has gone unnoticed by historians.37 It was separate from the legal tender law, and the two laws did not even mention each other. This separation perhaps resulted from the bicameral structure of the legislature: the magistrates initiated the legal tender law, while the deputies initiated the country pay law. But the separation might have been done on purpose. If England had noticed this country pay law and realized its meaning, the whole ploy might have been considered another violation of the prerogative.

        

        * * *

        What led Massachusetts to break with monetary tradition (including its own) and dare support a new paper money with such an extremely flimsy law at such a critical time? The unique political situation in 1690 is the answer. Massachusetts was ruled by a provisional government while its agents in London were lobbying for restoration of the colony’s charter. The illiquid colony had to issue money to soldiers to avoid a mutiny, but some of its traditional methods of supporting currencies—legal tender for debts and land backing—could have upset the king, who was then considering charter restoration. Under those regulatory circumstances, the colony had no legal right to use these methods. The solution was to disguise the new money as private-like promissory notes that were not backed by land. The new money was seemingly not forced on anyone other than the government itself and happened to be convenient for use as money. Stuck between a rock and a hard place, Massachusetts invented a new currency, which was de facto inconvertible legal tender. Easy money.

        The invention did not come out of the blue. Paying soldiers in paper was known from China to Canada. The exact legal way to pull it off in 1690 was a recombination of legal features, long known in England: bill, debenture, assignation, setoff, trilateral debt settlement, and legal tender for debts and taxes. This is similar to the history of technology, where many inventions involved a recombination of components from existing machines.38 In 1690 Massachusetts, constraints from England resulted in a specific recombination of these methods rather than others. Decades of monetary experiments gave the court the confidence that this unprecedented recombination would work. The fact that it was merely a recombination does not diminish the intellectual achievement. Curtis Nettels overstated how the invention “grew naturally out of the use of private credit” and “came as the culmination of financial practices long in vogue.” He failed to explain why something so “natural” was not invented before 1690 or elsewhere.39

        Most important, this recombination was not one more variation on the legal status of money. Most pre-1690 currencies had intrinsic value, and the rest had been supported by committing public or private parties to convert them into intrinsically valuable objects. The 1690 money was a conceptual shift in the foundation of the monetary system from tangible assets (coin, goods, land) to monetary obligations involving the state (taxes and the government’s debts). It was a monetary revolution. That this happened during war is no coincidence but reflects one of the most important developments of the early modern period—the rise of the fiscal-military state. It was a landmark in monetary and fiscal history, and its consequences will stay with us long after government-issued, legal tender paper currency is replaced by government-issued, legal tender digital currency.

      
    
  
    
      
        Chapter Fourteen

        Aftermath, 1691–1692

      
      
        A new mint raised here of paper money.

        —One of “several gentlemen & merchants from Boston” writing to London, 1691

      

      We now know how, and why, American Puritans invented the money of 1690. But it wasn’t exactly like our money; it would become nearly identical to our money only in 1692. Therefore, we must continue the story a bit more. This brief period offers more evidence on the importance of imperial politics to the design of the new money, and unique explicit evidence on the monetary thought behind the experiment.

      
        Market Crash

        Five days after the court adjourned, Samuel Sewall wrote to Increase Mather in England and carefully stuck to official terminology: “Here is a project on foot of passing bills.”1 James Lloyd, an opposition Boston merchant, wrote to England on January 8, 1691. Mocking the stupidity of appointing Phips to lead the expedition just for his knighthood (granted for a diving operation), Lloyd wrote of a “pumpkin fleet . . . commanded by a person [who] never did exploit above water.” He added:

        
          The present way of raising money (the subscribers [i.e., potential lenders] being out of cash) is by a bank: Papers from the Treasurer to pass as money, which may be undervalued—debentures being already sold at half price.2

        

        His skepticism on the value of the bills is derived from the contemporary price of debentures in the market for government debt. The 50 percent discount is consistent with Benjamin Bullivant’s testimony and even the Civil Wars. Lloyd’s testimony is consistent with the interpretation that the injection of bills into the economy occurred through open market purchases of government debt.

        The first bills were soon issued. On January 20, Sewall sold wood for a war widow’s “bill of ten shillings, no. 21.” Leading by example, this assistant added “money-bills” with “cash” (coin) in his accounting—at face value. He kept the incriminating monetary terminology (“money-bills”) to his private business papers.3 The only surviving bill of the original issue is shown in figure 14.1.

        Soldiers turned in their debentures voluntarily and accepted the bills, but they had difficulties buying goods with bills. The opposition happily reported this to London; one member stated that a man “may buy £20 [in bills] for £13 in money.” The trade of debentures for coin was thus expanded to a trade of bills for coin. One of “several gentlemen & merchants from Boston” wrote of the new money: “There are not many that take it, and they that have it scarce know now what to do with it.” Another argued: bills “will not pass in trade between man and man, nor can these poor soldiers and seamen get any thing for them to above half their value, they being only used to pay rates [i.e., taxes] with.”4 Friends of the government agreed, scorning their fellow colonists. One complained: people “cheat the needy persons to whom the bills were first given, of half the worth of them,” elsewhere describing the market discount as 30 percent or 25 percent. Another wrote: “It is strange that . . . bills should not pass between man and man.” He mentioned “refusers to receive” bills, and soldiers “selling them at under-rates.”5

      
      
        Contemporary Monetary Theory

        It often happens in history and archeology that disasters lead to documentation and evidence that would not otherwise be available (e.g., Pompeii). Happily for historians, the bills’ troubles indirectly revealed some of the theory behind the bills. The crisis prompted the second original publication in New England on monetary issues (after the Fund’s 1682 pamphlet). It is a pamphlet that includes two open letters written anonymously—as usual in political works of the time. Scholars have used typography, biographical hints in the text, and similarity in content to texts of known authorship, to identify the authors as court friends Cotton Mather and John Blackwell.6

        
          [image: ]

          
            Figure 14.1 The only surviving legal tender bill of 1690. Source: Currency Collection, 1690–1910 (MSS 831), Phillips Library at the Peabody Essex Museum, Salem, Massachusetts.

          
        
        Both men were almost certainly heard during the deliberations of December 1690. Blackwell’s presence in Boston was recorded in March and July 1690, and in April 1691 he was referred to in England as “lately come from New England.”7 It would have been irresponsible not to consult a former phenomenal trader of wartime financial instruments, treasurer of war, member of Parliament, receiver general of taxes, merchant, bank entrepreneur, and governor. The court had reasons to hear Pastor Mather as well. First, a minister’s role in political life was to advise on constitutional issues, and the new money had profound constitutional implications. Second, paying debts was a moral issue and thus within the interest of ministers. Third, there was a tradition of ministers advising on the economy, starting with Mather’s grandfather John Cotton. Fourth, Mather expressed interest in public credit, as seen in that year’s Election Day sermon, as well as in abstract monetary theory (see below). Just as European kings employed gifted experts such as engineers in their wars and hired brilliant scientists as general advisers,8 so was it natural for the court to hear the prodigy Mather on monetary issues. He enjoyed easy access to the court: the treasurer Phillips was Mather’s father-in-law, and Mather was invited for that session’s fast day. Mather was also an extremely prolific writer, notorious for expressing his opinion even when not asked.

        Since we have no protocol of the December session, the Mather–Blackwell pamphlet serves as a unique window into the opinions expressed in court. Of course, not everything said within closed doors was fit to be published, and not every popular argument was fit to be seriously considered by the legislature.

        
          Cotton Mather

          The first letter was titled

          
            Some Considerations on the Bills of Credit now passing in New England, Addressed unto the Worshipful John Philips, Esq.; Published for the Information of the inhabitants.

          

          Writing to his father-in-law, Mather reminded him that “you and I have had some former discourse about the nature of money,” in which they expressed the Platonic view that money was a mere “counter.” Sufficient knowledge of “writing and arithmetic” made metal redundant, argued Mather.9 He therefore condemned

          
            the great indiscretion of our countrymen who refuse to accept that, which they call paper-money, as pay of equal value with the best Spanish silver.

          

          Mather continued:

          
            What? Is the word “paper” a scandal to them? Is a bond or bill of exchange for £1000 other than paper? And yet is it not as valuable as so much silver or gold, supposing the security of payment be sufficient? Now [in] what is the security of your paper-money less than the credit of the whole country? If the country’s debts must be paid (as I believe they must, and I am sure in justice they ought), whatever change of government shall come, then the country must make good the credit, or more taxes must be still raised, till the public debts be answered.10

          

          The only problem, claimed Mather, was constitutional uncertainty—people fearing “that we have no magistrates, no government, and by consequence that we have no security for any thing which we call our own.” Otherwise, “there would not be the least scruple in accepting your bills as current pay.”11 Mather knew that a new regime might repudiate the bills or abolish the taxes, especially if James were to win.

          The treasury was a mere intermediary, but its monetary dealings with both soldiers and taxpayers should have inspired use of bills among individuals:

          
            It is strange that in the meanwhile between the government’s paying the people, and the people’s paying the government, the government’s (or rather the country’s) bills should not pass between man and man.12

          

          He could have cited Hobbes’s Leviathan on the treasury as the heart of the monetary system, and he did cite Leviathan there in another context.13 Mather understood a key part of the economic mechanism when he asked: “Is not discount in accounts current good pay?”14 Translation: running accounts can be settled by setoff.

          Mather compared the colony’s bills to an individual’s bills. After mentioning the private bills in Acadia and “the western parts” (p. 129), he admonished his people who

          
            deny credit to the government, when it is of their own choosing. Had the . . . gentlemen (above named) a good bottom for their credit in their warehouses, and are not the whole estates of the Massachusetts as good? Is the security of one plantation-magistrate better than that of all the Massachusetts Representatives? Can that one magistrate give force to the contracts, and cannot all our government do the same?15

          

          Using a Latin phrase meaning “it is right to be taught even by an enemy,” Mather concluded:

          
            The French (I hear) at Canada pass such paper money without the least scruple; whereby the government is greatly fortified, since they can at all times make what they need. Now if we account ourselves to transcend the French in courage it is a shame for us to come so far short of them in wit and understanding.16

          

          Mather had legislative recommendations. First, to increase taxes for those “debasing the credit of your bills either by purchasing them with little money or selling commodities for them at excessive dearer rates.” This was in essence a fine. Second, those refusing to receive bills should have “their taxes demanded in silver,” as opposed to country pay, which was still a legal option. Third, to make the bills legal tender for all private debts until the public debt was discharged:

          
            Declare by a law, that if any man tender these bills for payment of his debts . . . if any private person will not receive them so, that then the government will not concern themselves for the recovery of those debts.17

          

        
        
          John Blackwell

          The second letter was titled by the publisher

          
            Some Additional Considerations Addressed unto the Worshipful Elisha Hutchinson, Esq. By a Gentleman that had not seen the foregoing Letter.

          

          At the end of the letter, this anonymous author testified: “Many proposals have been made unto the government, for establishing the credit of our bills.” Addressing the head of the monetary committee, he cited “your desire of seeing some thoughts upon the subject.”18 Elisha Hutchinson, the dominant fiscal-military man of the 1690 court, had nobody to turn to for public advice—except for the elderly financial sage from England who had employed him in a projected bank, John Blackwell.

          Blackwell wrote about “the BILLS of CREDIT now passing (or that should be so) among us” (original emphasis).19 This was the first documented use of the phrase bills of credit for the government bills, named after the bills in Blackwell’s 1680s London and Boston banking ventures. He pounded on the credit aspect again and again. He agreed with Mather that the concept of setoff was relevant: “No man that deals but for ten pounds, will refuse to grant, that discount in accounts current is good payment.” But he superseded Mather in getting the crux of the economic mechanism: “All these bills enable people to discount with the Treasurer at last.” His conclusion from this, surprisingly, did not revolve around seller-taxpayer incentives to accept the bills but around Puritan morality: “Therefore it is but fair and just [the bills] should have a general circulation.”20

          Similar to Mather, Blackwell suggested that dishonest traders have their taxes increased to compensate the soldiers21—strange words from the ace of such trading in England decades earlier. Perhaps he recognized that activities such as his helped ruining the military effort to halt the Restoration a decade later—efforts led by his father-in-law, General John Lambert. Having witnessed the Protectorate collapse, he now warned, far more than Cotton Mather, that not paying taxes and rejecting bills, would be “moral madness” that would destroy the regime, society, and all property in face of a French invasion.22 Chatham could repeat even in New England.

          Blackwell gave the nearest example available for “such” bills: “When Canada shall be better known to us, we shall find, it is a common thing for the government at Quebec to pay their men in such ways.”23 He proceeded to the mercantile world in general:

          
            Yea, there are no men of business through the world, who do not use as well as know the way of dealing by bills of credit. How many credible merchants are there, whose bills do pass as ready money, with hundreds of people with whom they have had no immediate concernment? And shall not the government of this colony, have much credit with a people that choose all, and make part of it?24

          

          As the leading financial expert in English America, he could tell stories about his recent specialty—banking:

          
            The more sensible part of mankind have thought banks of credit on many accounts preferable to silver in their pockets; it is so in Venice, Paris, Leghorn [Livorno] & Amsterdam, and other such trading places. We shall find men who have had store of money, have carried it into banks, from whence they have taken only bills of credit, with which they have managed all their businesses, bills being less troublesome & cumbersome, than silver would be, and more safe.25

          

          He claimed that in Venice bills were worth more than coins, and hoped for the same in Massachusetts: “If we as well understood our interest, these bills would in a little time be so valuable, that men would cheerfully give silver, to purchase them at their full credit.” Such men would “thereby save a shilling in a pound,”26 meaning that market forces would make bills worth 5 percent more than coins.

          Blackwell acknowledged that the new bills, unlike Europe’s, were based on taxes rather than coins:

          
            It is true ours are founded on the acknowledgement which the country has made of their being so much in debt, and their resolution of raising what is owing. Now suppose, that fund, be never so tottering, it is a sufficient bottom for those few bills which there have yet been order for.27

          

          Land-banker Blackwell understood that bills could be backed by anything of value—coin, land, or taxes. He therefore condemned “the foolish flout” of calling the bills “paper-money.”28 To absorb all these tax-based bills within a year, he argued, taxes should be “vigorously raised.”29

          Blackwell testified that merchants had lent thousands of pounds to the colony, much of it in coin, without interest, and were repaid entirely in bills. As a bank entrepreneur in 1683 London, he probably knew that in 1682 the City of London agreed to establish a Lombard based on a list of tradesmen who committed to accepting the Lombard’s bills of credit in trade. Blackwell thus had another suggestion, expecting Boston’s merchants to step up again and collectively save the day:

          
            If but a competent number of men, who deal much, would now give yourselves the trouble of meeting, to debate, agree, conclude, and engage upon giving a just reputation to our bills, the whole country must and will join with them in it. And if they will further give themselves the trouble of publishing to the country, what may rectify some common mistakes, and how willing they themselves are to pay and also to take bills at a due price, doubtless it would much promove the cure of this distemper among us.30

          

        
        
          Evaluating the Letters

          Mather and Blackwell were important government supporters, addressing the assistants on the monetary committee. Both authors hung on past and present practices, indulged in name-dropping of this or that episode of credit and/or paper money, arguing that it was all the same: forget about the details, it’s credit on paper, and that has worked so far. Most of their examples are misleading, because they skipped the differences and the features that made the 1690 bills unique in monetary history. For example, the Canadian money, which both cited, was backed by criminal penalties to its refusers and by a credible promise of convertibility. However, the examples they gave were indeed components in the state of monetary thought that led to the 1690 breakthrough. The commercial hub of English America had enough merchants in power who knew and understood all current practices and implemented what they could in 1690.

          The authors also appealed to logic and explained the workings of the tax-foundation mechanism: accept it for your own good, dear seller, because then you pay your taxes by setoff. Like good lawyers, they tried to play both cards: First, they tried to convince the people that there was nothing new and remarkable about the new money. To paraphrase the title of a 2009 influential book, this time was not different. They tried to harness the momentum of history to their cause. But if people did not buy that, then the authors were set on an alternative course: teaching the public why the government thought it should work nevertheless.31

          In policy, it is the differences between Mather and Blackwell that are most marked: Mather, for whom (divine) ordinances were supreme, recommended solving the problem by law; Blackwell, the former financial trader and merchant, preferred a market-oriented solution.

          With both of them mentioning Canada’s card money, we conclude the issue of whether the court knew about this financial tool in December 1690. If Mather or Blackwell had the information by December, they surely shared it with the court. But when did they write their letters? Their pamphlet was dated 1691, but no month was specified. On April 21, Blackwell was referred to in England as being “lately come from New England.”32 With a minimal sailing time of three weeks,33 he left before April. From December to March, there was no further contact between the French colonies and the English, courtesy of a horrible winter. While there is no positive proof that the court or anyone in the colony knew in December about Canada’s card money, it seems that this was the case—beyond a reasonable doubt.

        
      
      
        Upgrade and Normalization

        The awkward bills, designed for a single, exceptional purpose, gradually became normal paper money during 1691, converging through various upgrades toward the modern currency we know. It started when Bradstreet summoned the court, ahead of schedule, to February 3, 1691. One major reason was that the amount of £7,000 in bills was “far short of what is absolutely necessary.” It was also an opportunity to improve the bills, subject to known constraints. The legal tender law was amended.34 First, the official name changed to Blackwell’s “bills of credit.” Second, the committee was ordered to “proceed” issuing bills without limit. Third, bills were to be given not only for debentures but also to specific debtors as directed by court or council.35 Fourth, the range of denominations expanded in both directions, from two shillings to £10, giving the committee more flexibility. This brought the lower-denomination bills much closer to the coins formerly minted in Boston, and the committee indeed started issuing bills of less than five shillings.36 (The higher authorized denominations were probably meant for the merchants who lent the expedition.) Fifth, the bills were made better than coin for tax purposes:

        
          every of which bills of the sum of twenty shillings shall be accepted in all public payments by the Treasurer, and all constables, or other receivers subordinate to the Treasurer, in lieu of money at twenty one shillings, and so proportionally for all bills of greater or lesser sums.

        

        A taxpayer who owed 105 shillings could discharge them in 105 shillings in coin, or 105 shillings’ worth of goods, or 100 shillings in bills. The idea apparently originated with Blackwell. His bank prospectus encouraged the use of bills in a similar way: those redeeming their mortgage in coin rather than bills had to pay 2 percent more.37 This feature was combined with the hope in Blackwell’s letter that the bills would be worth 5 percent more than coin on the market. Bills issued from then on bore the date “February the third 1690” because back then the new year began on March 25.

        Another Blackwell advice was followed as the court enacted new taxes of £32,000 over four years to strengthen the bills’ only solid support.38 Legislating sums of money to be collected in taxes had not been the norm since the 1640s, but there was a problem in legislating taxes by the number of “rates” as usual. Such taxation was not transparent. When the court voted twenty rates in November 1690, how much was that in pounds? Nobody outside the court knew. It was common knowledge, however, that the size of the debt was tens of thousands of pounds; the new taxes were therefore written in pounds rather than rates. In May, the court declared: £40,000 is “what the country is indebted and will probably be called in again by the rates already granted.”39 So, the £32,000 enacted in February were meant to complete a £40,000 tax package—just enough to pay the debts. There would be enough taxes to get all the bills into the treasury. The bills would be 100 percent backed by taxes. The new taxes were to be paid “either in bills of credit,” or the customary objects.

        In May, commodity money suffered another blow:

        
          Ordered, that the money prices of grain and provisions for the payment of the rates now appointed to be gathered, shall be one third abated of the prices ordered for the last rates.40

        

        A taxpayer owing sixty shillings could previously pay it with twenty bushels of maize. Now maize’s price in taxes was cut from three to two shillings, meaning that thirty bushels were needed to pay the tax. This 50 percent increase in tax burden on those paying in commodity money was actually a fine on those refusing to accept bills. It was the last explicit reference to country pay in the context of taxes—after six decades. Farewell, Middle Ages.

        The court capped the total printing at £40,000 because this was the size of both the debt and the taxes. Another committee was appointed to then take the plates for printing and dispose of all the bills that reached the treasury, “as there may be no danger of their coming forth again into any private hands.”41 That committee burned more than £10,000 in bills collected in taxes, and did not mention any bills obtained from conversion of bills into coin or goods.42 But the resolve to destroy all bills was soon cracked. First, the government used bills as collateral for a loan of coins it took.43 Then the court ordered the treasurer, rather than the monetary committee, to give bills to some creditors, using the explicit word pay rather than the original word adjust.44

        The bills simply proved to be too useful to be discarded. Unlike the old local coins—which surely deteriorated over time and could not be reminted, and thus each one of them had a different intrinsic value—wear and tear did not affect the bills’ uniform value. Their zero intrinsic value made them immune to export—a problem that had troubled the colony for six decades, with English coins first and local coins later. The bills thus became normal money, circulating into the treasury and out of it in “pay,” while both coin and country pay were discriminated against in public payments.

      
      
        It’s All Politics: A Savage Manipulation by Randolph

        The political game played by the court was not over in December 1690. The court’s enemies justified its fears of getting caught issuing money. Letters cited above regarding the money’s performance were written to people in England. One stated: “Now to cheat the men we have paper money.”45 The phrase paper money was mockery in Boston, irritating Mather and Blackwell, but in London it was an accusation. “Money,” normally meaning coin, was something the court was not allowed to produce. One of several “gentlemen & merchants from Boston” was more explicit:

        
          We have found a way to stop the mouths & assuage the passion of the soldiers & seamen by a new mint raised here of paper money, the other good kinds being almost quite exhausted, our Treasury being quite empty.46

        

        Another letter referred to the bills as “ps of paper,”47 short for “pieces of paper.” It was an allusion to “pieces of eight” coins, often written as “ps of eight.”48 The same author later wrote about “bills of credit, vulgarly called paper money, for we love to be fingering the royal prerogative.”49

        The only real-time London publication that referred to the bills was printed in April 1691. Its title is:

        
          An account of the late action of the New-Englanders, Under the command of Sir William Phips, Against the French at Canada. Sent in a Letter from Major Thomas Savage of Boston in New-England, (who was present at the Action) to his brother Mr. Perez Savage in London. Together with the Articles of War composed and agreed upon for that purpose.

        

        On page 12, the pamphlet refers to the performance of the “bills”:

        
          But they will not pass in trade between man and man, nor can these poor soldiers and seamen get any thing for them to above half their value, they being only used to pay rates with.

        

        The description combines the worst of all previous accounts: 50 percent discount or rejection. This is surprising because Major Thomas Savage (Jr.) was a man of unquestionable loyalty to the court. He was Elisha Hutchinson’s cousin, head of the tickets committee, and the first officer to storm the beach near Quebec.50 Why would he write that and have it published in London?

        He wouldn’t. It was a fraud. It was perpetrated by Edward Randolph to discredit the bills of credit. Randolph had a new job, working on the London docks in search of smuggled merchandise,51 when Savage’s February letter arrived.52 It was sent to brother Perez, who had tried to relocate to London but was captured by Arab pirates and died in Africa. Randolph took the letter and published it without permission.

        Why would Randolph publish a letter of someone loyal to the court? He used Savage’s letter as a host to the content of opposition letters. It was standard practice to lump into pamphlets and books material by different authors, as in the Mather–Blackwell pamphlet.53 Not all parts were always listed in the title page. The title page of this pamphlet indeed declares that after Savage’s account, one could find the articles of war. But there was another item not listed: a summary of opposition letters.

        An outright forgery would have been too risky. Justly considered by the colonists to be a grand liar, forger, and manipulator,54 Randolph committed a “small print” fraud. The last item in the pamphlet starts on page 11: “By other letters from New England are these further particulars.” Page 12 reports the bills’ performance. Page 13 has a facsimile of a bill, which seems authentic: ten shillings, no. 2161, dated December 10, signed by Penn Townsend, Adam Winthrop, and Timothy Thornton.

        Strictly speaking, there is no forgery. Page 11 admits that the following is taken from “other letters.” A careful reader would know that everything on pages 11–12 is not by Savage. However, Randolph’s longtime boss in the English government, William Blathwayt, could stand in front of the Privy Council with the pamphlet and declare with a straight face: “I hold here a letter from Major Thomas Savage. It says that the bills are either rejected or received at a 50% discount.”

        This is not a conspiracy theory. Massachusetts’s agents and/or friends caught Randolph in the act, wrote to Bradstreet about it, and accused Randolph of being “of late grown very eminent for his new inventions in the arts of forging letters and false news.”55 Only future generations were misled. Historians have attributed that specific incriminating line about the bills to Thomas Savage personally, or, without qualifications, to “Savage (1691),” as this publication has been cataloged by librarians.56

        Meanwhile, memoranda on the charter revocation were prepared at the royal court. As usual, some of them recalled the mint offense, often at the top of the list.57 In spite of this, Randolph’s efforts—and more defaming letters coming from the opposition in Boston58—there is no evidence that anyone in government compared the new money to the old illegal coins or cared about the Massachusetts bills. The court’s trick worked; it got away with issuing money. Easy money.

      
      
        It’s All Politics: The Land Uncertainty

        I argued above that land was still a major problem in December 1690, citing the agents’ request in November for a blanket confirmation of all land titles in a draft of a new charter. They did it again in January 1691. This request entered one draft but was erased by royal officials from later drafts, before Increase Mather had it restored at the last moment.59 On October 14, 1691, the court wrote the king for the first time since issuing the bills, asking “that they may be continued, and fully confirmed in the enjoyment of their charter rights, and their religious, and civil liberties, and their properties.”60 The last word shows the lingering uncertainty about land titles.

        In fact, a new charter for the Province of the Massachusetts Bay was just being finalized. Mather informed the colony about it, opening thus:

        
          The charter for the Massachusetts colony passed the great seal on the 16 instant [i.e., October 16]. The king reserves power to himself to appoint the Governor, Deputy Governor, and Secretary. But all men’s properties are confirmed as before the judgment against the old charter.61

        

        Only then did he mention other huge achievements: (1) an elected assembly and limits on the appointed governor’s powers, and (2) the annexation of Plymouth, Maine, and Acadia. The latter was not just a bonus; according to the historian Mark Peterson, it amounted to ratification of decades of contested economic and territorial expansion.62 The fact that Mather started the good news with “properties” (which for Mather meant land63) shows how critical the issue was to the colonists, and attests its uncertainty until October 1691. In February 1692, the court received a copy of the charter. As many colonists were unhappy with it, Cotton Mather wrote Political Fables to market his father’s achievements, and there he emphasized that all landowners owed gratitude to his father for the confirmation of their titles.64

      
      
        Legal Tender for Debts

        In May 1692, the new governor, Sir William Phips, arrived with the new charter. The charter provided political insurance by a new mechanism: all new acts had to be sent to England for approval.65 The new charter would not be revoked like its predecessor just because the king disapproved of certain acts. With the risk of revocation removed, the colonists immediately restored their monetary tradition. In July, in the very first legislative session under the new charter, the bills were upgraded:

        
          All bills of public credit . . . shall pass current within this Province in all payments equivalent to money, for the sum in each bill respectively mentioned (excepting all specialties and contracts made before publication hereof), and in all public payments at five per cent advance.66

        

        The legal status of bills was expressed in the same terms as in pre-1690 monetary laws: pass, current, all payments. There was no penalty for refusal in spot transactions. The law therefore applied only to obligations such as debts and taxes. The legal historian Arthur Nussbaum has referred to this measure as “the legal tender feature.”67 The first-ever use of legal tender in the English language is, to the best of my knowledge, in discussions on a 1712 Massachusetts paper money law, and it, too, implies the equivalence of “current” and “legal tender.”68

        To conclude, in 1692, Massachusetts formally made the bills of credit legal tender for both debts and taxes. They became nearly identical to the currency of the early twenty-first century. The remaining difference was the 5 percent premium in tax payments.

        Regarding England, in the worst case, this act would have been vetoed by the king, without endangering the charter. Since the colony had formally made all earlier currencies full legal tender and made this change only after the new charter was secured, it indicates that political considerations were the only impediment to a formal full legal tender status in 1690.

      
      
        Retrospective: Cotton Mather in 1697

        Phips died in 1695, and in 1697 Cotton Mather published his biography. It included an account of the paper money affair, merging the laws and events from November 1690 to May 1691. He argued that the tax-foundation mechanism had been perfectly understood then:

        
          The people knowing that the tax act would, in the space of two years at least, fetch into the Treasury as much as all the bills of credit thence emitted would amount unto, were willing to be furnished with bills, wherein it was their advantage to pay their taxes rather than in any other specie [i.e., type of money], and so the sailors and soldiers put off their bills, instead of money, to those with whom they had any dealings, and they circulated through all the hands in the colony pretty comfortably.69

        

        But it was not that smooth, and even in 1697 Mather insisted that the only short-term problem was the constitutional uncertainty coming from England (resolved by 1692):

        
          Had the government been so settled, that there had not been any doubt of any obstruction or diversion to be given to the prosecution of the tax act, by a total change of their affairs, then depending at Whitehall [i.e., the royal palace], it is very certain that the bills of credit had been better than so much ready silver; yea, the invention had been of more use to the New Englanders than if all their copper mines had been opened, or the mountains of Peru had been removed into these parts of America. . . . But many people being afraid that the government would in half a year be so overturned as to convert their bills of credit altogether into waste paper, the credit of them was thereby very much impaired; and they, who first receive them, could make them yield little more than fourteen or sixteen shillings in the pound.70

        

        Mather the historian tells of organized private action in the markets:

        
          That which helped these bills unto much of their credit was the generous offer of many worthy men in Boston to run the risk of selling their goods reasonably for them. And of these, I think, I may say, that General Phips was in some sort the leader; who at the very beginning, merely to recommend the credit of the bills unto other persons, cheerfully laid down a considerable quantity of ready money for an equivalent parcel of them. And thus in a little time, the country waded through the terrible debts which it was fallen into.71

        

        The reference to a single “offer” (rather than “offers”) made by “many worthy men” indicates that they were indeed organized as Blackwell suggested. As Mather did not mention Phips’s action in his 1691 letter, and Blackwell, who supported such action did not mention it as an example, this organized action was probably inspired by Blackwell’s letter. Phips was neither a merchant nor a shopkeeper, so he could intervene only with his coins in the market for government debt. As the richest colonist, he could make a difference; his perhaps guilt-ridden intervention as the expedition’s leader could have had an amplified effect because of his unique social status and wealth.

        However, this only mention of Phips in the context of bills is suspicious because it appears in a posthumous biography by his spiritual mentor and self-described “dear friend.” The book’s goal, declared in its main title Pietas in Patriam, was to tell about a great patriot. The book has long been notorious for being “unreliable” at times, with many inaccuracies and exaggerations about Phips’s patriotism—some of them “questionable,” “difficult to believe,” “ludicrous,” and “unlikely,” according to Phips’s latest biographers, Emerson Baker and John Reid.72 They doubt this specific story because Phips was in serious legal trouble in late December. On the 22nd and 24th, the city of Boston issued warrants and summonses against Phips and had Phips’s house seized for an old commercial debt under litigation. On the 29th, Sewall and Secretary Isaac Addington visited Phips at home, reporting that Phips had been “arrested by Meneval” (that is, arrested because of a lawsuit by Acadia’s plundered governor). The visitors “had very sharp discourse” about it with Phips and Mather, and the following day the council nullified Meneval’s “writ.” By December 31, Phips was known to be leaving on the next ship to England as the court’s agent. He was there by early March.73 With legal trouble over debts and hardly any time in Boston after the bills were issued (if at all), Mather’s claim is doubtful.

        Mather’s claim was uncharacteristically understated and cautious: “I think, I may say, that General Phips was in some sort the leader.” But Mather was recently outdone by Mark Peterson, who claims that Phips’s private treasure not only helped ex post but “helped give the General Court the confidence necessary to issue paper currency.”74 There is no evidence for that, and it is highly unlikely. Much had been written about the bills of credit within a year of their issue, including court documents, the Mather and Blackwell letters, and opposition letters. None of them mentioned Phips’s coins, and certainly not ex ante reliance on them. If Phips had such a critical role at such a critical moment, it would have been mentioned in real time, and in later sermons on important occasions, such as his return to Massachusetts as the new governor75—especially since Peterson further speculates (without evidence) that this financial contribution caused his gubernatorial appointment.76

        Peterson’s speculation is based on Mather’s biased, uncorroborated claim, magnified by a risky methodology of identifying ex ante motives of participants in historical events with ex post outcomes. Peterson argues elsewhere that material gains made by Massachusetts in previous wars (wampum, land, and fur) prove that Massachusetts went to war only to obtain those material gains.77 But clearly, wars and unprecedented financial experiments usually have unforeseen consequences. Even if Phips did convert some bills into coin, it does not imply that the court foresaw it, let alone counted on it.

        There are other problems with Peterson’s claim. First, Assistant Phips did not bother to show up for the December session (at least its beginning), indicating his indifference. Second, the legal proceedings against Phips took place just when the bills were approved in court. The court could not count on this debtor to save the colony from its debts. Third, Phips received only £11,000 from the shipwreck he found. It wasn’t enough even to provide financial security for the lifestyle expected of a knight, and he had already spent some of it on a beach mansion in Boston.78 In any event, the amount was far short of the colony’s £40,000 debt. To conclude, the bills of credit were designed not as Phips-backed money but as money that relied on its acceptance as tax payment—a mechanism written on the notes but ignored by Peterson.

        If we take Mather’s qualified claim at face value and add it to real-time evidence, it turns out that several strategies were used ex post by several influential people. Some led by example: Phips, the richest man in the colony, supposedly converted some paper money into his own coin, merchants agreed with each other to accept paper money in regular trade, with the merchant and assistant Samuel Sewall being one of them or acting independently that way. An influential minister supplied his rhetorical skills, probably not only in writing but also from the pulpit. An experienced financier contributed his knowledge and experience. Modern scholarship on the methods of how to change people’s views provides a remarkably similar list to those actions taken by the Massachusetts elite in its campaign to save its money.79

        Mather summarized:

        
          This method of paying the public debts, did no less than save the public from a perfect ruin. . . . The bills, which had passed about until they were again returned unto the Treasury . . . had happily and honestly, without a farthing of silver coin, discharged the debts for which they were intended.80

        

        In 1697, Mather did not mention three facts that seemed important only in real time. First, he did not mention the legal promise of the bills’ convertibility to coin or goods at the treasury. It was indeed a dead letter that nobody in real time bothered mentioning. Second, he did not mention the 1692 upgrade to legal tender for debts. It was indeed not very important, after the status of legal tender for taxes already did the job. (It was mentioned above mostly because it brought the bills of credit closer to our modern currency.) Third, he did not mention Canada’s card money. He no longer needed it. He and Blackwell used Canada’s money disingenuously in 1691 to convince people to accept paper money (of whatever type), while in 1697 Mather correctly identified the legal tender bills as a local invention. Moreover, he now preached the Massachusetts tax-based paper money to all humanity:

        
          In this extremity they presently found out an expedient, which may serve as an example, for any people in other parts of the world, whose distresses may call for a sudden supply of money to carry them through any important expedition.81

        

        

        * * *

        Just as Mather did not mind citing the paper money experience of Catholic Canadians in 1691, he would not mind citing the inoculation experience of Muslim Turks in 1721. He would then lead the practice of inoculation in Boston, even though it was counterintuitive and came from infidels. He cared only that it worked; and this pragmatism was a defining feature of English colonists, according to the historian Daniel Boorstin, who cited this example.82 As another example, Boorstin gives the 1701 advice of Sewall and Addington regarding the name of Connecticut’s college. They explained their choice of “Collegiate School”: “We on purpose, gave the academy as low a name as we could, that it might the better stand in wind and weather.”83 The “wind and weather” were political storms coming from capricious England. Replace academy with paper money, and this is a perfect description of the 1690 legal tender law. That money was called “bills” just as the college was to be called a “collegiate school.”

      
    
  
    
      
        Chapter Fifteen

        Back to England’s Financial Revolution, 1692–1700

      
      
        Issuing so many bills of credit, made current by Act of Parliament.

        —John Blackwell, 1695

      

      In chapter 4, we left England in 1692 with a cliffhanger, at the beginning of its Financial Revolution. That decade saw a deluge of pamphlets, laws, and new financial institutions, with the same motivation as in Massachusetts: financing the Anglo–French world war. Land banks were authorized but never got off the ground. Taxation was difficult because coins were badly worn, so one of the solutions was recoinage. John Locke and Isaac Newton participated in the policy debates, and the recoinage was performed in 1696, with much hardship.1

      Historians of England have never given up on the claim that England invented paper money in the seventeenth century. The candidates in chapter 4 were private notes of goldsmith-bankers and public exchequer orders. We have two similar candidates in the 1690s, suffering from the usual problem of too-high denominations. Both came after Massachusetts, and at least one of them may have been inspired by Massachusetts.

      
        Bank of England Notes

        The Bank of England, founded in 1694, was not the central bank it became much later. It began as a private company, whose powers were created by Parliament as part of a new tax law to raise money for the war. Investors committed to putting £1,200,000 in precious-metal coins in the bank; the bank lent the government some coins, but mostly lent it “bills” and “notes” convertible to coins; the government used these funds to pay its creditors; finally, proceeds of the new tax were given to the bank to pay interest to investors.

        The bank never raised the full amount of coin from its investors—and that was the whole point to begin with, argues the legal historian Christine Desan.2 Its bills and notes, backed by only a fractional reserve of coins, handled transactions of the highest value, leaving it to coins to perform the everyday functions of money. Over the centuries, this system changed to one in which the state currency lying in vaults as banks’ fractional reserve is paper money, which magically backs a larger amount of balances in checking accounts that exist only in the banks’ computers.

        Desan claimed that the bank’s 1690s notes were the first “modern money,” giving a critical role to the notes’ acceptance for taxes in turning them into “money.” Superficially, this book seems to argue against her claim of priority. The coincidence of the 1690s, English people, and the tax-foundation theory requires a detailed comment.

        At the most basic level, there is no conflict, because the word money has several meanings. Dictionaries define it first and foremost as physical currency, and then also as wealth in general. Economists define it differently: physical currency is the narrowest measure of money, and this is the object that this book is concerned with; a broader definition of money, known as the “money supply,” includes the amount of currency held by the public rather than by banks, but also a larger component—checking accounts at banks. Why? Because we can go shopping not only with currency but also by using balances in checking accounts via checks, debit cards, and smartphone applications. This wider measure of money is the one that Desan is concerned with—the private banks’ magical multiplication of the state’s currency. There is no contradiction between the claims that Massachusetts invented modern currency in 1690 and that England invented the modern “money supply” in 1694.

        For policy makers and most economists, the measure of money supply is more interesting than currency because it has more statistically significant correlations with macroeconomic variables, such as interest rates, inflation, output, and unemployment. The legal status of currency is far less in the news, but not because it is unimportant; legally defined currency—the object to which most financial contracts refer—is the foundation of the entire financial system (including banks). The legal status is not relevant for regular policy decisions of central banks only because they take it for granted that their legal tender currency circulates and carries on its back the rest of the “money supply.” Without this currency, central banks would have nothing to play with in their daily operations, nor could they choose whether or not to inflict high inflation on their economies.

        The Bank of England’s pioneering role has been long known (with the exception of the 1660s Sveriges Riksbank). Desan’s novel claim is that the tax-foundation mechanism—not the fractional reserve of precious-metal coins at the bank—is the main reason that the bank’s notes can be called “money.” Here, too, definitions matter. This book follows economists’ notion that the essence of money is its general use in everyday spot transactions. The legal historian Desan, however, defines money as the object that legally discharges obligations, most notably taxes.3 Whereas this book examines how tax acceptance can induce voluntary acceptance in everyday spot transactions as well, for Desan the tax acceptance itself is enough by (her) definition, and use of the object in everyday spot transactions seems to be little more than a detail.

        With this definition, Desan can afford not to be worried about the £50 minimal denomination of the bank’s notes4 (an amount earned by a laborer over four years), and to claim that tallies—almost all with high, nonround denominations—were “money” in the Middle Ages, without evidence of their voluntary use in everyday transactions.5 Economists reading Desan’s useful book should be aware of these different definitions.

        Caution is also warranted regarding Desan’s hypothesis that English rulers understood and successfully used the tax-foundation mechanism with “tokens”—perhaps made from wood or metal—already in the seventh century. This assertion progresses from a hypothetical “example” of what such rulers “might” have done, through something the rulers “may have experimented with” and “speculative” “antecedents,” to an unqualified statement of fact—without evidence.6

      
      
        Exchequer Bills

        The 1690s saw dozens of proposals that the government itself issue paper instruments. Historians have seen these proposals as revival of the 1660s exchequer orders and other ideas from that time (pp. 44–45), encouraged by the constitutional revolution. Several proposals wanted such paper instruments to have legal tender status for taxes alone, or for taxes and debts.7

        It is possible that some inspiration came from Massachusetts, through various channels. First, while John Winthrop’s “city upon a hill” wanted to hide its monetary invention in a bunker for political reasons, we’ve seen that its nemesis Edward Randolph published it in London. Second, according to the new charter’s rules, the 1692 legal tender law was sent to England for approval. By 1695, the Privy Council had definitely read it.8 Third, one of the advocates of full legal tender status was seventy-one-year-old John Blackwell. His 1695 London pamphlet advised issuing indented “bills of credit, made current by Act of Parliament.” These could be used to finance war expenses, pay past debts, and maintain the money supply during the recoinage. The bills could be redeemed in coin collected in future taxes, but, argued Blackwell, it would be better to leave them circulating for good.9 With this proposal, after half a century, we finally bid farewell to John Blackwell.

        In 1696, Parliament indeed authorized the exchequer to issue “indented bills of credit” to anyone lending coin to the government. The bills were limited in quantity to the expected proceeds of a tax enacted in the same act, so that the proceeds redeem the bills. After a rough start, Parliament renamed the bills “Exchequer bills” and strengthened their status: it made them “current and pass in all payments” to the exchequer and reduced the minimal denomination from £10 to £5. Within Desan’s definition of money, the former feature was enough to make them “money.”10 Within economists’ definition of money, there is a problem with the latter feature (worth five months’ wages). (You may recall that in Massachusetts, the minimal denomination was £0.1, and the cost of living, best approximated by wheat prices, was not different on such a scale.11)

        Anyone in Massachusetts looking at the mess of England’s recoinage, the complicated Bank of England scheme, and the hesitant exchequer bills might have laughed. Massachusetts cracked the code of money, fully monetized public credit, and relegated coins to the smallest transactions. America’s quiet monetary revolution was complete when England’s noisy Financial Revolution barely started, and America did not need to stumble on antiquated, precious-metal leftovers. Why couldn’t Old England imitate New England? This, and much more, is analyzed in the next chapter.

      
    
  
    
      
        Chapter Sixteen

        Analysis

      
      
        “We see a new and happy form of human society here. . . . What created it?”

        “Necessity!” said Litwak the elder. . . .

        “Knowledge!” said Dr. Marcus.

        —Theodor Herzl, Old New Land, 1902

      

      It is time for a general look at the story. Why and how did Massachusetts, rather than other societies, invent modern currency? Specifically, this book’s subtitle refers to American Puritans. What was the significance of colonial status and heritage to the invention of modern currency? How important is the fact that the colonists were Puritans? Another issue, demonstrated by the above epigraph, is that any invention is bound to create a debate on the role of “necessity” (demand) versus “knowledge” (supply) in creating the invention. The two sides were mentioned in chapter 2, and now it is time to see how they played out in the context of seventeenth-century money.

      
        Evolution through Regulation

        Massachusetts started in 1630 with a bang. A deluge of alternative moneys and alternatives to money appeared there within the first decade. Beaver fur, various grains, and wampum became money. In law or in practice, some use was also made of cattle, land, uncoined precious metal, and bullets. Among alternatives to money, credit was prominent, with a quick innovation on assigning private bills and limited usage of setoff and trilateral settlements. The turn to Atlantic trade brought bad Spanish coin and flourishing of private bills, and then a mint was opened. Just before it was closed, a short-lived note-issuing land bank was born, and another such bank was almost launched after it. In six decades, Massachusetts by and large reenacted global monetary history: nonmetallic jewelry, grain, livestock, uncoined precious metal, coined precious metal, and banknotes. Then, in 1690, a paper money was invented that was legally supported only by being legal tender for all payments to the colony. It was partially legal tender for debts from the beginning, and became full legal tender in 1692.

        Why this madness of reenacting global monetary history, and then topping it off with an original invention? In a word: regulation. The word was created in the seventeenth century, when it became very useful. Regulation was the will of the English state—Crown or Parliament—restricting the activities of individuals and organizations. Regulation, mostly concerning matters in England, is the main explanation for the odd monetary history of Massachusetts. Most of the effects were indirect and unforeseen, and can be divided into demand effects and supply effects.

        
          Demand

          What brought the necessity felt by those who were Puritans in 1630 England, and their American descendants, to use new forms of money that their relatives in England did not need? Regulation of religion led them to America. From a purely economic perspective, it led unlikely emigrants (middle-class families) to settle in an unlikely land (lacking staple goods). Their high material demands resulted in a trade deficit, which was perhaps worse than in Virginia, where poor, young single men with few material demands raised a valuable staple good. Scarcity of coin was more painful in Massachusetts—with its wage earners, artisans creating a variety of goods, and families demanding a variety of goods—than in the servant-slave economy of Virginia.

          Religious regulation of Scotland then led to a constitutional struggle in England starting in 1640. The conflict stopped immigration and the flow of coin, prompting a drastic change in the Massachusetts economy and its reliance on English coin. Throughout the first two decades, another regulation was important: minting was illegal. Massachusetts’s unfulfilled desire to mint is revealed by making lead bullets legal tender instead of minting lead farthings, as business owners were doing in England; by making uncoined precious metal legal tender for taxes; and by going some way toward the coinage of grain, meat, fish, and wampum.

          After minting finally came to Massachusetts, it was terminated, with much delay, by regulation of the restored monarchy. There were more English regulations that impeded the flow of coin into the colonies: the Navigation Acts (by Parliament) restricted trade with foreigners for Spanish coin, and European peace treaties prohibited English pirates from stealing coin from foreign ships. Two land banks tried to replace the mint. The Fund expired in 1685, probably because of the well-founded fear for the legal status of land titles as the colony lost its charter. This was fear of land regulation in the wake of regulation of the polity itself. Then Blackwell used the new regime to promote his own land bank; but the fears proved correct once the top of the regime changed. Land regulation by the king’s viceroy killed Blackwell’s land bank.

          Soon came the Glorious Revolution—an outcome of Parliament’s regulation of religion in England. It led to an English war with Canada, and the scale of expenses in that war conclusively showed the impotence of the tax system. It was time to invent something new. But it was no time to ignore previous regulations on issuing money and on land titles, so the new money was formally only legal tender for taxes. When circumstances changed, a full legal tender status was immediately implemented.

        
        
          Supply

          How did the colonists get all these ideas? The supply effect started during the same Puritan exodus that was caused by regulation of religion. That emigrating population was unusually educated, experienced, and wealthy, and it designed a workable, accountable government. The elite could come up with solutions and implement them better than other colonies such as Virginia.

          More religious regulation led to the Civil Wars; one effect of these wars was releasing the colonies to mint as they pleased. Only when the axe hit Charles’s neck could hammers in Boston hit silver lumps and turn them into coins. The wars also advanced English monetary theory and practice with private coinage, goldsmith banking, and land banking. The private coinage of so many businesses in England probably inspired Massachusetts. Goldsmith banking popularized the idea of using standardized paper instruments in trade and the idea of banking in general. If Massachusetts’s merchants were not aware of that, the colony’s agents in London certainly were.

          Land banking was implemented in Massachusetts not by colonists who read English books but by new waves of Puritan refugees: Thomas Thornton after Parliament’s 1662 regulation of religion (Act of Uniformity), and John Blackwell in 1685 after renewed royal persecution. Parliament’s religious regulation then led to the Glorious Revolution, which gave the colony new, limited freedom to issue money.

        
        
          Conclusion

          The big picture is that English regulation drove much of the story.1 Whether it was regulation in England or regulation of the colonies, affecting money directly or indirectly, from the demand side or the supply side, there is an underlying theme here: Massachusetts was challenged again and again to find new solutions to the same money problem, and new ideas kept appearing. Both phenomena were most strongly related to regulation. Of that regulation, the most direct impact was of regulation of minting, as suggested by John Hanson and elaborated by Richard Sylla; the largest, if indirect, impact was of regulation of religion in England, which was the most consequential regulation in England itself.

          Legal scholars and scholars of the early modern period know that reality could play out far differently from the letter of the law. Indeed, much of the regulation I have cited was not strictly enforced; many Puritans stayed in England as Puritans, pirates violated peace treaties, and merchants violated the Navigation Acts. But the main effects of regulation mentioned here still stand: the Massachusetts Puritans, from Winthrop to Blackwell, did arrive there because of regulation of religion. The hordes of violators of that regulation who stayed in England are irrelevant to this story. Similarly, the Civil Wars and the Glorious Revolution did happen because of regulation of religion. Overall, the excessive regulation of the early modern European state was a major force in history.

          Most of the regulation-related shocks came from two arrogant, stubborn men: Charles I and James II, father and son, dumb and dumber. The other James and Charles bear much of the blame, setting up their successors for failure. The hyperregulating English state of the seventeenth century aimed to create order but created disorder, which both encouraged and enabled creativity. It led some Englishmen to invent a new money by using the most fundamental law of state power—the tax law, which feeds the state. The new legal tender currency reflected the growing importance of the state and helped shape it further. The state’s fiscal power was now used to support its monetary power, and the new money facilitated tax collection.

          Thus a process that started in regulation in England strengthened the state—but first in America. Educated by England on the power of government regulation, Massachusetts beat its master and created a money that was entirely supported by the government rather than by the market. In one of history’s finest fits of poetic justice, the American and French Revolutions would later use government-issued paper money—inspired directly or indirectly by Massachusetts—against Britain itself. Regulation is a Pandora’s box. Regulator, beware.

        
      
      
        Understanding Monetary Creativity: Other Supply-Side Factors

        Innovation requires abilities and attitudes not found in every person or society. Joel Mokyr’s classic book The Lever of Riches: Technological Creativity and Economic Progress has a key chapter following the chronology, titled “Understanding Technological Progress”; it provides a long list of factors that may explain why some societies innovate technologically more than others.2 This section aims to do the same, mostly by applying Mokyr’s list to a century of American monetary innovation.3

        The most effective comparison is between Massachusetts on the one hand and Virginia and England on the other hand. Virginia failed again and again while Massachusetts succeeded with the mint and the bills. As Sylla argued, Massachusetts needed convenient money more than Virginia did, due to its diversified economy and its many wage workers. But Virginia did complain a lot and tried solutions. It turns out that Virginia had supply problems—of human resources, material resources, and a paralyzing constitutional structure. England had the best human and material resources, but its interest groups were too powerful. Massachusetts had great advantages over others in its mentality. I divide the relevant factors according to three stages in the creation of a new type of money: coming up with an idea, deciding to use it, and implementing it.

        
          Ideas

          Ideas can come from knowledge gained through education (including religion), or experience gained in the workplace. They can also come from other people.

          

          Intellectual Abilities. From the very beginning, Massachusetts had experienced, qualified gentlemen leaders who could think of novel monetary solutions as circumstances allowed. The college and the merchants maintained that ability in the second and third generations. The college also created and maintained a tiny intellectual and scientific community that read the classics and Hobbes and looked at the stars.

          Virginia started with adventurous gentlemen and relatives of nobles, but it was no country for gentle men. Diseases, wars with Indians, and the rude quality of life sent almost all of them by 1630 to either the Old World or the next world. Bernard Bailyn has shown that the new elite was composed of hardened men of humble origins whose status emanated from physical survival and great success in the brutal tobacco economy of the 1620s.4 The monetary chaos of 1630–1645 exactly overlapped the interregnum of Virginia’s gentlemen that Bailyn diagnosed—between the founding generation and the losing royalists who fled England and established a new, lasting aristocracy.

          

          Religion. The “biblically hyperliterate” Puritans, as Mark Peterson calls them,5 could find in the New Testament a surprisingly complicated, thought-provoking view on the tax-foundation theory. When Simon and Jesus were demanded to pay the temple tax, they did not sell any good or service in order to obtain a coin. Jesus supposedly made the coin come out of the blue (sea)—in the mouth of a fish. But this was the exception that proved the rule. Jesus later overthrew the tables of the money changers in the temple. Money changers were needed because of unusual circumstances: Rome’s coins were not legal tender for the temple tax, according to Jewish law; only foreign coins made in Tyre were. Roman coins were legal tender for imperial taxes, and soon Jesus advised taxpayers to obey imperial tax law and give to Caesar the coins that had been issued by Caesar.6 This incident reminds of how Hobbes emphasized the importance of the circulation of state money back into the treasury.

          Among Christian denominations, Puritanism differed from Catholicism and Anglicanism in emphasizing spirit over matter, essence over form. In an Old Testament spirit that rejected idolatry and resonated in Jesus’s life and preaching, the Puritans made a point of not using their wealth to decorate churches with golden statues. They were proud of their humble wooden churches. This was in marked contrast with the vast Catholic use of gold in churches and cathedrals. The Puritans’ chronic de-emphasis of matter may have allowed them to see through the precious-metal appearance of conventional money and grasp its true meaning. Money is not about the shiny material; it’s about circulation in a barely observable, never-ending sequence of down-to-earth payments, including to and from the treasury.

          Eventually, each denomination got money related to its preferred ecclesiastical material—precious metal or wood. The American Catholic empires of Spain and Portugal found and minted huge amounts of silver and gold (a Brazilian gold rush began in 1693), and England remained wedded to precious metal; but the American Puritans minted money from paper—which had been made from wood in China (and would be later made of wood in the rest of the world, but at that point was made of rags). The colonists, who in 1689 told Queen Mary that their fathers came to New England only to “use their own plainness in religion,”7 created their own plainness in money.

          

          Exposure. An alternative to having original ideas is to take ideas from others. As the trade hub of English America, Boston was exposed to most types of money in the Atlantic. As the supplier of French Acadia, it was potentially exposed to Canadian money too. Proximity to and association with New York perhaps offered another route of exposure to Canadian money and even to New Holland money. Among Bostonians, obviously the merchants were the ones most directly exposed to such ideas. Boston’s prominence attracted bank entrepreneurs—the Thorntons and Blackwell.

          The Winthrop network—in England, Boston, Connecticut, and the Caribbean—was a specific source of information. In Boston, the banker and paper money legislator Wait Winthrop probably knew the bank project his father, John Jr., designed, and perhaps knew about his uncle Samuel’s experience with the Antiguan banks. When young Adam Winthrop moved to England in 1670, he delivered natural curiosities from Uncle John Jr. to the Royal Society.8 If he planned the mercantile career he would eventually have there, he could start nowhere better than in meeting his most connected relative: his father’s cousin, his own fellow college alumnus, and treasury commissioner, Sir George Downing.9 Adam, the future Bostonian banker, treasurer, politician, and member of the paper money committee, may have learned about exchequer orders from their creator, even before their thunderous 1672 collapse.

        
        
          Decision

          New ideas are nice to have, but will a legislature actually pass the laws that embody them? That is an entirely different question. The legislature needs to be (1) open-minded enough to use an idea if it is foreign; (2) willing to change the status quo; (3) unafraid; (4) unimpeded by interest groups; and (5) optimistic that the idea would work.

          

          Open-Mindedness. Using another’s idea requires not only knowledge but also willingness. All civilizations then were bigoted toward other races, nations, or faiths. However, Mokyr notes that Europeans were unusual in that such attitudes did not in the least hamper their adoption of other nations’ inventions—most notably, gunpowder and firearms. Emulation of national and religious rivals was one of the key forces of progress in the early modern period.10 Proud John Winthrop was surely uncomfortable adopting Indian money, but the 1690 court had no problem whatsoever in taking inspiration from French Catholics in Canada, and the court’s friends even quickly put it in writing. They flipped bigotry on its head: it was no crime to adopt a Catholic’s invention; it was a crime not to adopt an invention that even French Catholics found useful. This was not an unusual attitude for English people—the only important invention not yet adopted by England and its colonies, for religious reasons, was the Gregorian calendar.11 The same openness encouraged later paper money imitation among British colonies. Anglicans, Catholics, Quakers—all eventually adopted some of the paper moneys designed in Massachusetts during the period 1681–1692.

          

          Nonconformism. Inventors, says Mokyr, are “nonconformists” who “rebel in some way against the status quo.”12 The Massachusetts Puritans were literally that. In fact, they referred to themselves not as Puritans but as nonconformists, a term that included all those not conforming to Church of England rules;13 and they were rebels when they prepared to resist a prospective English invasion (1635), continued minting (1660–1682), and overthrew the dominion (1689). Specifically, Elisha Hutchinson, the head of the paper money committee, was a leader of the faction that opposed a constitutional compromise with England. His near-duel experience was with the king’s officer in Boston.

          Virginia had its share of rebellious attitudes. For a while, even under a royal governor, it apparently ignored the royal prerogative; but perhaps that mint plan was aborted because of second thoughts regarding that issue. Less dramatic was Virginia’s rebellion against common law. Virginia cared little about legal formalities, and so it preferred common sense to common law. It wisely legislated the first general setoff rule of any English jurisdiction. The lawyerly Massachusetts leadership probably could not even consider that option, and so private law in Massachusetts remained tied to common law.14

          

          Willingness to Bear Risks. Mokyr argues that invention is “always and everywhere” a risky venture. In a technological invention, the inventor bears the risk that the investment would fail to yield sufficient profits, or would succeed too much and anger a powerful, violent opposition, while society bears the risk that the invention would disrupt the existing social and economic order.15 The monetary invention of 1690 could have resulted in inflation, mutiny, and general chaos. Perhaps it was safer to keep the soldiers waiting for pay, as was common in that era. New Englanders would never abandon defense of their own families, right? The 1667 Chatham fiasco could not repeat in Massachusetts, hopefully. Were the colonists mentally ready for the risk of trying something so new and consequential as a new type of money?

          Compared with fellow Europeans who stayed behind, seventeenth-century emigrants to the New World definitely had, almost by definition, lower “risk aversion” (as economists put it). They were willing to bear risks that others would not. Presumably, at least some of their descendants inherited that low risk aversion, through genetics and/or education. The Hutchinsons—part of what I called above a dynasty of troublemakers—are an extreme example. Consider the following five consecutive generations, which span the entire colonial period: Anne, Edward, Elisha, Elisha’s son Thomas Sr., and Elisha’s grandson Thomas Jr. Anne and Edward were killed in wars by Indians they trusted. Thomas Jr., a historian, provided more information on his grandfather and father: Elisha “seems never to have been successful in business, apt to involve himself in debt upon plans of payment which did not succeed according to expectation.” As the foremost anti–paper money activist in 1740s Massachusetts, Thomas Jr. probably hinted here at the events of 1690. Both Elisha and Thomas Sr. were damaged so badly by later business ventures that they ended their lives in somewhat embarrassing financial circumstances. The councillor Thomas Sr. “always spoke his mind without fear, either of the Governor or the people,” said his son.16 Thomas Jr. himself was Massachusetts’s last civilian colonial governor. His controversial (royalist) views got him banished by the population, and he soon died in exile—much like Anne, his grandfather’s grandmother. In the context of such a persistently reckless dynasty, it is not surprising to see the middle Hutchinson—Elisha—leading the colony’s most risky financial experiment ever.17

          Elisha, you may recall, was the only one we know of to almost have a duel with Edward Randolph, and this brings to mind two other duelists, Alexander Hamilton and John Law. In the following century, these two men single-handedly designed and implemented financial systems for entire nations. Both were immigrants, and both were duelists—with opposite achievements: Alexander Hamilton’s financial system survived, but he did not, while John Law survived a duel, but his financial system in 1710s France did not.18

          

          Interest Groups. One major obstacle for any invention is politically powerful interest groups that might lose from it, and thus may try to block it as soon as possible.19 Interest groups were strongest in England. The Royal Mint in London repeatedly sabotaged any attempt at independent colonial coinage,20 while the king was not excited about losing a most prestigious, symbolic part of his prerogative. The Royal Mint’s coins ranged from a farthing to £5, which must be the main reason that Parliament, bank promoters throughout the century, the Bank of England, and the exchequer almost never entered that territory.21

          In 1630s Virginia, there were conflicts of interest between king, governor, council, and assembly. Each had its own incentives with regard to coins and customs. The assembly’s repeated request for silver coins to be sent from England was absurd, when the king, who called no Parliament, was desperately scrambling for coins, getting himself into serious trouble in the long run over unconstitutional taxation. The king wanted to help his crony dispose of coins, but the colonists refused to participate in an experiment that could have ended in their ruin. They did have recent experience with intrinsically useless money (from their perspective), roanoke beads; but no Indian or king could unilaterally revalue or devalue that.

          With respect to customs, both king and governor personally profited from such nonparliamentary taxation, while for the population customs evasion was probably a leading if not the real reason to sabotage the clearinghouses system, which was sadly intertwined with customs collection. The constitutional structure of Virginia did not allow either side to impose its will, and so the period ended with no clearinghouses, no locally produced coins, and no imported English coins. The checks and balances of imperial rule and local rule proved a recipe for gridlock because the different parties had diametrically opposing interests.

          Things were very different in Massachusetts. The court patiently waited for royalty to be abolished before opening a mint, and it was on good-enough terms with the new regime to get away with it. As there was no residing monarch or Royal Mint that really cared, it took England two decades after the Restoration to get the Boston mint shut, and it would take six more decades for Parliament to care enough in order to kill the province’s paper money. A land bank was also able to arise in Massachusetts before England, although the idea came from England.

          In 1690 Massachusetts, the local mint was closed (thanks to the distant Crown). Even if it were open, its owner, Samuel Sewall, was a public-spirited patriot who would not have put his own financial interests before the colony’s during such a crisis.22 He even wrote in his hand the draft of the bill of credit. Even if he wanted to object to paper money for personal gain, he would have failed. He was only one assistant in a bicameral legislature that was accountable to a large segment of the population that elected it every year. There was no treasury that could have formed an interest group, only a new treasurer who was part of the paper money committee. In any case, treasurers had long accepted mostly objects other than coin, so that was no novelty.

          With the exceptions of rare English interventions, all interest groups relevant to Massachusetts lived in the colony and were united in their goal of guaranteeing the economy’s survival. Therefore, local checks and balances did not paralyze the government. The 1690 bills operated entirely within the community. The soldiers were local taxpayers, as were their officers, the sellers they encountered in the marketplace, and the elected politicians. Many, perhaps most, soldiers, taxpayers, and sellers were voters. It was money of the people, by the people, for the people. It was a democratic money. It aspired to voluntary acceptance in the market. It was created by a parliament forcing its acceptance only on the state itself in taxes—taxes levied by the people for the people’s defense.

          Massachusetts was thus a typical frontier society, using all the knowledge of the parent society (on credit and banking) but few of its restricting institutions—and this is a recurrent theme in history.23 Royal Virginia was not that lucky. A similar case to Massachusetts would be Scotland. Its parliament voted in 1707 for union with England. Control of Scotland was placed with the British Parliament, which was in London, physically and mentally. Scotland enjoyed benign neglect, and Scottish banks were free to convert Scotland to a paper money economy. Coin-backed private banknotes, especially £1 notes, served there as the main currency.24 Some of the peripheries of Britain could do what London itself could not.

          

          Optimism. The legislature had to form expectations regarding the public’s response to a new money. Would the public accept it or not? In principle, this is a separate question from that of interest groups that might block the creation of a new money in the law books. This was most pronounced in England, where there was a stark division between those who participated in the political process and those who used everyday money. The majority of English subjects were not voters and had no experience with goldsmith-bankers’ banknotes and checks, and so unbacked paper money might have seemed too radical to them. A bigger problem would have been the soldiers—all of whom were fighting in Europe and most of whom were mercenaries. German soldiers in Holland could not be expected to fight for William and Mary for anything other than hard coin. They would not fight for paper money that could be used to pay taxes only in England.

          In the more democratic colonies, such as Massachusetts and Virginia, the difference between legislature and population was not supposed to be significant. And yet, the Massachusetts population clearly behaved in a way not anticipated by a majority of the optimistic elected deputies and magistrates. The court apparently overestimated the colony’s social cohesion, or deference to elites, or the exposure of common people to paper instruments in trade. Perhaps they underestimated the population’s awareness and fear of inflation. Either way, their optimistic mistake prompted them to legislate a new money. Similarly, excessive optimism may have been responsible for numerous technological inventions.25

        
        
          Implementation

          After the legislature decides to pass a law, it needs to write it down exactly, in a way that will allow the executive to execute it properly. Implementation thus requires abilities—of both mind and hand. It may also require appropriate equipment, and enough prudence to avoid disasters.

          

          Abilities. The experienced Massachusetts merchants had the proper intellectual abilities to design the details of their novel 1690 money in a workable way, just as the Bank of Amsterdam was designed by top financial experts. In contrast, Virginia’s adaptation of the Bank of Amsterdam idea was instituted by amateurs. Its circumstances were too different, and therefore that bold and remarkable attempt was awkward and it failed.

          Regarding technical ability, the Massachusetts mint master John Hull was a professional goldsmith, and professionals working in the ironworks could (and probably did) work in the mint. Massachusetts had printing press workers since the 1630s, and one former manager of the Boston press was an assistant in 1690. Virginia had goldsmiths at the very beginning, but they had long vanished by the 1640s as hopes of finding precious metals faded.26 John Upton, the Virginia mint master, was typical of the new elite: a former servant and chance survivor, he was elected to the assembly and became justice of the peace and military commander of his county.27 But there is no hint of any technical skill or managerial experience he had that was relevant for a mint.

          

          Physical Capital. Massachusetts could easily afford establishing a mint, the equipment for which—forges and iron tools—was produced in the local ironworks. By 1690, Massachusetts had printing presses in Cambridge and Boston. Virginia had ironworks, but they and their staff were destroyed in the 1622 massacre.28 In the 1640s, metal was so scarce that inhabitants burned down abandoned houses to salvage their nails, all lead items were converted by law into bullets, and the colony could not afford to build prisons.29 This was no place for a mint. More generally, poor Virginia became even poorer when the price of tobacco plummeted in the 1630s. Perhaps it really was too poor to afford the construction of storehouses and the boats to reach them, as the assembly argued.

          

          Prudence. One way to mitigate the risk inherent in inventions is to proceed cautiously in their implementation. The Massachusetts court made an experiment, in the spirit of the new science, with about one-sixth of the debt before it decided to print money in the amount of the entire debt. Another prudent measure—and one more fundamentally necessary—was printing no more than the amount of taxes to be collected. Both steps required a superb level of discipline, one that could be expected perhaps only of . . . Puritans. Their avoidance of gold in churches and rituals was just one component of an entire agenda of resisting nearly all human temptations with a saintly level of discipline that became legendary, and it still is their only famous enduring legacy. Checks and balances in the issuing committee were also a measure of prudence. Even with no trauma of high inflation anywhere in living memory, the Puritans knew they were playing with fire, and withstood the temptation to print quickly more than they were willing to tax. Many other governments, before and especially after, did not have that discipline, and in spite of knowing the consequences, they quickly got high on high inflation.

        
      
      
        Innovation and Nondivision of Labor

        Another factor emphasized by Mokyr—in the context of the Industrial Revolution—is communication: regular meetings and interactions between scientists, engineers, and entrepreneurs in eighteenth-century Britain brought together their different perspectives and knowledge to create the most drastic change in human history.30 There was something equivalent in Massachusetts between court and ministers. The latter were the intellectuals and constitutional advisors, and they had the court’s attention to any idea they had. Moreover, they married heavily with the secular elite, especially with merchants.31 Cotton Mather testified on his conversations on money with his merchant father-in-law, the treasurer John Phillips.

        But there was something far more effective than communication. Elisha Hutchinson, a typical legislator, hardly needed communication with others to understand the perspectives and motives of the government, soldiers, sellers, taxpayers, and tax collectors: he was all of these people. Consider again figure 13.3, which displays the debt problem between the government, soldiers, and seller-taxpayers. Hutchinson had long been a militia soldier and officer, and in 1690 he was the major of Boston’s regiment. Most of his soldiers were presumably back from Canada, to which he might have gone too if not for his councillor position. He was one of the sellers—sometime an alcohol seller and always a merchant. He was a taxpayer, of course, but he had just been elected Boston’s chief tax officer—positioned between taxpayers and the treasury. As an executive, he knew the financial situation better than most. His recent committee membership designated him a leading expert on that topic. He had all these different voices in his own head.

        There’s more. As a recent diplomat and lifelong land expert, he knew the significance of imperial limitations on creating official money and backing it with land. As a merchant, he knew and practiced credit, including bills, setoff, and multilateral settlements, so he could think of a solution that would leave everyone satisfied without coin. As a legislator, he knew how to write it into law. As a judge he knew how a law might be interpreted, used, or abused. Revisiting the terms from chapter 2, he was an engineer, technician, and user of money. What modern legislator—typically a former lawyer—could possibly outmatch Hutchinson in that particular situation?

        Of course, Hutchinson’s exact personal role is not clear. His place at the head of the committee was surely not a coincidence, but the point is that he was representative of his class. His friend Samuel Sewall, a colleague in council and the scribe of the draft bill of credit, was just as qualified. For his deficiencies in military and land, compared with Hutchinson, he compensated with a college degree, management of a printing press, and inheritance of the mint.

        The amazing plethora of occupations of Hutchinson and his peers could have helped the invention of a new type of money. This claim about the benefit of not specializing in one job is ironic, since money as a medium of exchange exists to facilitate specialization in one job. Money overcomes the difficulties of barter and allows us to disconnect our production skills from our consumption preferences. As Adam Smith noted long ago, specialization, or division of labor, is efficient because we produce more and cheaper when we specialize.

        The legal tender bill (such as a recent £20 bill portraying Adam Smith preaching the division of labor) does facilitate division of labor, but it was invented by people who at some level adhered to nondivision of labor. Division of labor restricts one’s point of view and hampers one’s ability to think and know outside one’s area of expertise. How could the specialized pin workers on the Adam Smith bill think outside the box when they have been hammering nails all their lives? Each nail they hammer is another nail sealing the mental box, or mental coffin, around them.

        Interdisciplinarity—often praised in academia—has proven useful in other inventions. Arthur Koestler has argued that the essence of original creation is the mixing of two previously unrelated elements of knowledge. For example, Darwin had his eureka moment from reading an economics book by Thomas Robert Malthus that emphasized competition between people for scarce resources; Darwin thus realized how natural selection works.32 Two elements are more likely to have been previously unrelated if they belonged to different areas of knowledge, and were thus not known simultaneously to any specialized individual.33 More examples are easy to find. History’s most successful wrights—the Wright brothers—benefited above all from repairing bicycles for a living. They learned from the bicycle that in inherently unstable objects, movement occurs before control. The cognitive psychologist Philip Johnson-Laird stated: “In many ways, their flyer was a flying bicycle [his emphasis].”34 Michael Bloomberg connected ability (supply) as an electrical engineer with demand for real-time information he encountered on Wall Street. Even this present book comes from the combined study of three disciplines—economics, law, and history.

        There is no guarantee that the advantages of interdisciplinarity will outweigh its disadvantages at the political level. James Buchanan’s unusually diversified background did not make him a good president. It is not clear that in the United States, former senators were better presidents than those who had specialized in the executive branch as state governors.

        In conclusion, in 1690 Massachusetts, nondivision of labor probably helped the legislature (even a single legislator) understand the interests and incentives of the groups of people involved, and thus predict their behavior. My fellow economists should be more open-minded about the costs and benefits of one of our central tenets—division of labor.

      
      
        Demand and Supply in a Theory of Inventions

        The notion of demand for inventions and supply of inventions, used here and in chapter 2, merits generalization. The old saying that necessity is the mother of invention is still taken seriously in academic research.35 Necessity in this context is far more than just plain demand. Demand for a better life is always there, on every aspect that will bring us closer to the Garden of Eden. But there are infinitely many problems to solve on the way there, so which one to choose?

        Necessity should mean here a large, sudden, consequential negative shock to what has been taken for granted, which results in a change in demand. These are the phenomena that attract our attention and direct us to try and solve certain problems rather than others. Nathan Rosenberg has demonstrated these focusing devices with several examples. One theme is the adverse effects of war on supplies of raw materials: a cotton shortage in Britain during the American Civil War, and a shortage of natural rubber in the United States during World War II, prompted inventions that solved the problems; the latter case, for instance, resulted in invention of synthetic rubber. This is reminiscent of how Massachusetts had a wartime shortage of “natural” money (coin), so it invented “synthetic” money (legal tender paper money). Another pro-invention theme mentioned by Rosenberg is legal restrictions on certain activities, either by regulation (a theme analyzed above) or by others’ patent rights.36 The latter, which implies a legal monopoly, also reminds us that Massachusetts faced England’s minting monopoly twice, and found new ways around it, with bullets first and legal tender bills later.

        But changes in demand, or necessity, however big they are, cannot be the whole story of inventions. Mokyr emphasized ability, or supply. All countries fighting in World War II faced a necessity to invent jet engines and radars, not to speak of the atomic bomb, and yet each invention was made in one or two countries at most.37 Why didn’t Germany or Britain invent an atomic bomb? Because they did not have the ability to do so.

        In Mokyr’s analysis of overall technological creativity, there is no symmetry between supply and demand: a society is generally creative if it has the right supply—the engine of invention, if you will—while changes in demand are only the steering wheel, determining the specific areas in which inventions happen.38 From this macro perspective, indeed, supply and demand are not of the same importance. But if we limit our attention to a particular (or micro) area, as I do here, then there could be some symmetry: an invention in monetary affairs could require both a general innovative capability and an increasing demand for monetary inventions (rather than an increasing demand for inventions in other areas). Given equal supply in two societies, the one with a larger increase in demand for monetary inventions is more likely to invent one; and given equal increases in demand for monetary inventions in two societies, the one with higher supply is more likely to invent one.

        How did these considerations play out in the seventeenth century? There was a far higher quantity of qualified people in London than in Boston; but England’s supply suffered from conservatism and special interests, and England’s ruling class did not perceive a large enough demand for monetary innovation until the mid-1690s. Compared to Virginia, 1630s Massachusetts colonists probably had a higher increase in demand for monetary inventions. The middle-class colonists, used to coins in England, were probably more shocked by the absence of coin than were the poor servants of Virginia, who had little coin either before or after emigration. Massachusetts was forced to deal with drastic deterioration in its money supply a few more times: when emigration stopped, when the quality of pieces of eight and wampum deteriorated later in the decade, and when the mint was closed. With its wealth of physical resources and qualified political leaders, intellectuals, and merchants, Massachusetts definitely had higher ability than Virginia to solve its problems. Having both high increase in demand and high (though not highest) supply, Massachusetts had more successful inventions than Virginia and England.

        Another comparison that needs to be made is with other New England colonies. All the New England colonies faced the same conditions that affected the demand for money and for monetary innovation. The New England weather spared these colonies from Virginia’s tobacco trap. But Massachusetts was far more innovative on money, and I attribute it to its higher supply of abilities. All New England colonies had the right political institutions, but Massachusetts had many more merchants, and for financial experiments, it attracted others (the Thorntons and Blackwell).

        How, then, to reconcile the critical role of ability with the old famous saying that necessity is the mother of invention? That maternity claim was contested already by Robert Boyle in 1671, in a key sentence quoted by Mokyr: scientific knowledge, with “skill and industry,” he wrote, should be “the fruitful mother of diverse things useful.”39 I propose the following compromise: as Boyle argued, ability is the mother; but necessity remains relevant—it is the father. I will use Mokyr’s terms to explain why, in the context of 1690: ability builds slowly over time (decades, in this book) and may lie “dormant” until an outside event (war) suddenly arrives, and this “stimulus” results in the “activation” of the ability.40 In other words, the event impregnates the ability, similar to a sperm and an egg. I therefore suggest: Necessity is the father of invention and ability is the mother of invention.

        This new version of the old aphorism also lends itself better than the original to cases in which inventions happen with neither demand nor a change in demand in sight. Lasers, for example, were invented long before any use for them was conceived. In such cases, ability is still the mother of invention, but it is the only parent. Such fatherless inventions can happen just as asexual reproduction happens in many species.

      
      
        Lessons from Biological Evolution and Ecology

        I have used the word evolution before in the loose sense of gradual development, but it is time to take the word seriously. Darwin used economics, and economics can use Darwin; there is a long tradition of trying to find common ground between biology and economics in the context of evolution. Proponents of such views are careful in applying principles of biological evolution to economic evolution, mainly because biological evolution is not driven by an intentional “watchmaker,” whereas actual watches, all other technological goods, and many economic institutions such as money are designed by people on purpose.41 Mokyr concluded that “evolution is bigger than either biology or economics. . . . It is a pervasive property of all systems that have a history, a budget constraint, and in which the process that generates innovation is stochastic.”42 Mokyr applied concepts from biological evolution to technological evolution and to cultural evolution. Selection occurs “at the level of a unit of knowledge or technique” in the former, and at the level of a “cultural element” (a belief, a value, or a preference) in the latter.43

        
          Preliminaries

          Can the same analysis be used in monetary evolution? It can be justified not only by analogy to Mokyr’s work but also through analogy to language. Sociologists such as George Herbert Mead argue that money is analogous to language—money is the language of trade. It allows us to exchange goods and services with each other just as language allows us to exchange thoughts.44 Next, consider that Darwin himself equated “the formation of different languages and of distinct species,” because both “developed through a gradual process.”45 Hence, the development of different types of money could, in principle, be similar to the development of distinct species.

          Does an argument for evolution contradict my earlier argument for revolution? Not at all, as two examples will show. First, the Industrial Revolution was part of a technological evolution. Nothing exemplifies this better than the fact that James Watt did not invent “the” steam engine; his main contribution was a small technical improvement to Thomas Newcomen’s decades-old steam engine. And yet, this improvement made the engine cross a threshold of economic efficiency that changed the course of human history.46 Second, we humans are a product of evolution, but we crossed a threshold of ability that has changed the face of the planet in a revolutionary way. Similarly, there was an evolutionary process of small changes in the form of money, and the 1690 step was no exception. However, it passed a threshold—between intrinsic value and law as the anchor of money—that was revolutionary in its essence and proved revolutionary in its effect on world history.

          Most aspects of the current story do have striking similarities to biological evolution, with selection occurring at the level of the use of some object as money—in practice, or in law, or in a developing project. In general, Mokyr’s characterization of “all evolutionary processes” as “messy and imprecise, full of false starts and dead ends,”47 certainly fits the century-long, Atlantic-wide process described here. Copper money, seashell beads, Virginia’s reforms, Massachusetts bullets, and numerous banking ventures—all failed, sooner or later.

          Mokyr further says that it is “the characteristic of evolutionary systems to produce unforeseen and unintended consequences.”48 Indeed, no Massachusetts Founding Father intended or envisioned the monetary evolution that eventually replicated what happened in the rest of the world over thousands of years. The sequence of the Massachusetts monetary evolution was random, driven at every point by regulation-related shocks coming from England.

          To examine this evolution in detail, I proceed as follows. First, I will review how the core principles of evolution are manifested in the story. Then I will expand on two issues that are key topics in Atlantic history research: America’s relative isolation and England’s external influences. The latter topic will bring us from evolution to ecology.

        
        
          Core Principles of Evolution

          The core Darwinian principles are variation, inheritance, and selection.49 Variation between biological creatures is obtained by the recombination of genes in sexual reproduction and by mutations. The varied properties of perishable creatures are transmitted as information to offspring through inherited genes. Elements in the environment select those variants which are fittest in that environment by varying rates of survival and reproduction.

          In this story, there was large variation in types of money, information about them was easily transmitted across the Atlantic and across time, and imperial restrictions killed off some types of money and thus indirectly selected other types.

          

          Variation. Local natural resources and local human abilities created mutations in the ways emigrants from England replaced or supplemented their traditional use of English coins. The result was great variation in types of money and alternatives to money throughout the Atlantic World. The Massachusetts bills of credit, however, were not a mutation but a recombination, as they were wholly based on prior practices. The monetary laws of 1690–1692 were dissected above to their smallest components, showing for each one a precedent from earlier chapters: bill, debenture, legal tender, issue by a mixed executive committee, assignation, setoff, trilateral debt settlement, one-third abatement, indenture, and so on. The point is not the exact history of each component, but the fact that no component was new in 1690–1692. Most components had been long known even in England. The only novel thing was putting them together in a particular way, applying existing ideas in a different way and context than before. It is impossible to understand the bills of credit without awareness of the history of these many recombined components. Mark Peterson, for example, sees “on the surface, the sign of an amazing conceptual transformation” in the 1690 money. Since such an inexplicable “leap,” as he put it, is an improbably large mutation, he concludes there was no mutation at all: his persistent coin-centered view has led him to speculate that the bills were designed as merely backward Phips-backed money.50 Peterson is correct in that it was no mutation; but it was recombination, which is revealed in the credit-centered view suggested here.

          

          Inheritance. Information was transmitted in several ways. Merchants and immigrants, spreading information across space, were discussed before in length. Information also easily spread across time. Everyday money, such as grain in New England, was used continuously throughout the economy, and everyone learned about it as they grew up. The legacy of failing moneys, such as bullets and wampum, could be transmitted from any parent to child, but most likely in mercantile dynasties such as the Hutchinsons and the Hull–Sewall line.51 Information about moneys that was codified was preserved forever in colonial records, and could be preserved for decades in the brains of long-serving legislators (led by the extremely durable Simon Bradstreet), and in legislator dynasties such as the Winthrops.

          

          Selection. During the period under consideration, in a faraway Dutch colony, the land-bound dodo went extinct because of land predators. It reminds us of how land-based banks failed in Massachusetts because of land predators—the later Stuarts and Andros. By eliminating land-based moneys, they selected for survival types of money not based on land. The Stuarts also selected types of money that looked different from coins and that were not formally legal tender for debts.

          More accurately, the Stuarts and Andros can be thought of as parasites. A leading theory in biology argues that it is for defense from parasites that organisms “invented” the confusing recombination of genes through sexual reproduction. Massachusetts similarly defended itself in 1690 from the parasitic legacy of the Stuarts and Andros with a recombination of monetary features. Unlike in nature, this recombination was deliberate and carefully avoided politically destructive “genes”—coinage, formal legal tender for debts, and land backing.

        
        
          Isolated America

          Ever since Darwin’s inspiring expedition to the Galapagos Islands, evolutionary theories have given a prominent role to isolated locations. Darwin’s finches are the classic example of adaptive radiation: a species emigrates to a new area and splits, or radiates, into several varieties because of different conditions in different subareas of the new home. This often happens in archipelagos far from the mainland, such as Galapagos and Hawaii, and results in endemic species.52 In the case of money, English people, who had all been silver-users, emigrated to a distant New World. The first English Empire, consisting of scattered colonies on both mainland and islands, can be considered an archipelago (Solzhenitsyn’s generalization). There the money-using English people mutated and radiated into new, endemic varieties according to their natural habitats: tobacco users, grain users, sugar users, board users, even whalebone users on Long Island.53

          Ernst Mayr, a leading biologist, has argued that such creation of species on islands, or in general among “peripherally isolated populations,” is a major force in evolution. New species are more likely to be created in such cases than in contiguous areas. Islands easily “create” new species because mutations can survive in the small isolated population, whereas in the “very conservative” main population, a mutation is drowned by the prevalent genes and disappears. Moreover, the new species are created so quickly as to create a “genetic revolution.”54 In the history of money, a similar phenomenon happened in the western Pacific Ocean, where relatively few people on many islands created an extremely unusual variety of types of money, from whale teeth to the stone money of Yap.55

          The quick creation of many new types of commodity money by a small number of scattered American colonists was documented above. The monetary revolution of 1690 came six decades after Massachusetts was colonized, and in terms of monetary history this is incredibly quick. It broke a two-thousand-year-old tradition of precious-metal coin use in Western civilization. More generally, it broke a longer tradition of precious metals (in whatever form) and the longest tradition of intrinsically useful commodities. The paper moneys of Canada and Massachusetts—peripheral, relatively isolated colonies in the Americas—survived for decades. They were far more durable than earlier paper moneys in “very conservative” Europe (to use Mayr’s term), where mints, monarchs, or soldiers suppressed any mutation that deviated from the ancient monetary order.

          Mayr thought that most major evolutionary changes have happened this way, and this could explain why one can hardly ever find a smooth transition from an ancestor to descendants in the fossil record of a given area. In a theory that has been popularized by others as punctuated equilibrium, he argues that this is due not to imperfections of the record, but to the way evolution really works: the small isolated population mutates, sometimes remigrates successfully to the ancestral homeland, and takes it over. The fossil record in the homeland shows a break only because the mutation happened elsewhere.56

          Similarly, a Eurocentric historian will find it hard to explain the wide use of unbacked paper money during the French Revolution and Napoleonic Wars by the European experience of peacetime paper money, which was either convertible (Scotland) or an old failure (1660s Sweden and 1710s France). The influential mutation, one of the most important changes in the history of money, happened elsewhere—in America. Paper money spread from Massachusetts to the other British colonies and then financed the American Revolution. When Europe learned this and implemented paper money, the mutation effectively went back to the ancestral homeland and defeated the old monetary order.

        
        
          England’s Influences: Evolution and Ecology

          The abovementioned selection made by land predators in the 1680s was performed not by local predators but by invading English predators—the Stuarts and Andros. This brings us to another major force in biological evolution: external influences, which can have both positive and negative effects. The most famous example is the asteroid that killed the large dinosaurs but enabled our few mice-size mammal ancestors to rise and evolve into thousands of larger species. Similarly, the revolutionary Massachusetts money owed its existence to external predators who killed land-backed moneys and coins.

          It was not the first time that English interferences destroyed one type of Massachusetts money and helped another. The difference is that in 1690 it resulted in a genuine invention, while in earlier cases, the types of money being destroyed or helped had already existed in England, in theory or practice. This shifts the discussion from evolution (creation and extinction of species) to ecology (the population of habitats by existing species).

          The term repeated disturbance is used in ecology for a regular phenomenon in which external forces, such as fire or flood, randomly destroy life forms in an area.57 Similar to evolutionary theories, a calamity not only might eliminate a population but might replace it with a new population. The most useful example here is a hurricane, coming from Africa to hit the Caribbean, killing all lizards on flooded islands. Later, hurricane-driven floating debris brings new lizard populations to these islands.58

          In the case of money, there were repeated disturbances from England’s constitutional upheaval. These northern hurricanes of a sort, coming from England to hit Massachusetts, destroyed types of money in Massachusetts: the 1640 stoppage of emigration emptied the colony of English coins, while the early-1680s closure of the mint damaged the supply of local coins. England’s land policy killed land banking. Decades later, legal tender paper money would also be terminated by Britain. But the constitutional hurricanes also brought by accident English monetary ideas and political possibilities. The mint was founded after the king was beheaded and English businesses issued their own coins, while land banks were founded by different waves of religious refugees.

          Hurricanes sometimes kill all lizards on an island, but the island is repopulated by buried lizard eggs that survived the storm.59 Similarly, monetary ideas could survive even while the occasional English disturbance destroyed the money itself. The idea of increasing and supporting the circulation of an object by accepting it for taxes was perhaps buried with the mint and was surely buried with the Bank of Credit, but hatched again in 1690.

          In general, social sciences speak of “diffusion” or “transfer” of ideas, culture, technologies, and institutions from one society to others. Legal scholarship speaks of “transplantation” of laws of one jurisdiction in others.60 These prolific research areas can benefit from applying concepts from ecology, as demonstrated here. Specifically, repeated disturbances from an empire’s core to peripheries within and without the empire’s formal borders may be detected in many cases.

        
      
    
  
    
      
        Chapter Seventeen

        Conclusion

      
      
        This currency, as we manage it, is a wonderful machine.

        —Benjamin Franklin, 1779

      

      This chapter begins with a summary of the main argument, followed by relation to other research on the American colonies, a brief description of how legal tender money came to rule the world, and the new challenges to the current monetary order. The chapter ends with wider interdisciplinary perspectives.

      
        Modern Currency

        The 1690 Massachusetts money was not the first paper money in America. Dutch Brazil, English Antigua, and French Canada had paper money earlier. It was the first paper money in the area that became the United States, and this fact had no small impact on the spread of this invention. However, the main importance of the 1690 money is in being the first money to rely only on its legal tender status rather than commodities or compulsion in spot transactions. The New England Puritans purified money from its superfluous shiny appearance and exposed it as a circulating object under minimal auspices of the emerging fiscal-military state.

        Massachusetts did it because it could and because it needed to. It could—that is, it had the ability to do so. It had high ability to begin with, and accumulated even more skills during six decades of intense experimentation in money, credit, and banking, much of which was England’s fault. It needed to do it in 1690 because of very peculiar political circumstances (again, England’s fault).

        Massachusetts’s achievement was that it understood money in the macro sense and not just the micro sense. It wasn’t really important to look at every particular transaction and examine the intrinsic value that the seller got. The main point is what happens with the money. It circulates. It goes from that seller to other sellers and from all of them to the treasury. Then it goes back from the treasury to private people, who resume the circulation of money in the private economy, and so on. When money is recognized for this role, it doesn’t really matter what it is made of. Numerous American politicians, even much later, have misunderstood this point, as shown by the notable legal historian J. Willard Hurst.1

        The legal tender law which Massachusetts used in 1690–1692, and that we use today, to support our currency, is a very limited law by its nature. It only settles disputes about the medium of payment of an obligation that already exists. One such obligation is a contractual debt that needs to be discharged after a commodity or service had been delivered; another example is a tax. Contrary to what some people believe, legal tender laws do not force anyone to sell on the spot for legal tender currency (there is no obligation to settle yet), and they do not prohibit parties from agreeing on another medium of payment.2 Legal scholars of money usually focus on legal tender in the context of private debts, because this is where the lawsuits are.3 But it is the other, less litigated part of legal tender laws that matters for the very circulation of money: taxes—the lifeblood of the modern state.

        My reason for focusing on legal tender money is that in the early twenty-first century, every normal nation or federation designates some physical objects of no intrinsic value to be legal tender for debts and taxes in the area under its jurisdiction, without any promise of backing or convertibility into any commodity. I deliberately avoided other, perhaps more popular terminology, which has no accurate legal meaning and appears in no legislation. For example, the terms fiduciary money and credit money presumably mean any intrinsically useless money. Massachusetts bills of credit are obviously included in these terms, and so is our modern currency; but Massachusetts bills had, and our modern currency have, four more properties, two negative and two positive: inconvertibility into commodities, no backing with commodities, serving as legal tender for debts, and serving as legal tender for taxes.

        In the 1870s, an exact name was invented for such money: its opponents dubbed it “fiat money,” to put an authoritarian label on the legal tender “greenbacks” that won the American Civil War.4 The war veteran Berthold Fernow did not mean to compliment wampum when he called it “the first fiat money in the New World” (p. 85). The phrase fiat money was never a proper name because such money does not have the most authoritarian possible feature—that is, forced acceptance in spot transactions.5

        Economists later loosened that strict definition, and so, for economists in the academic ivory tower, fiat money has come to describe any intrinsically useless, inconvertible, unbacked money—whatever other legal status it does or does not have. In mathematical models, economists have long imagined such an object with no legal status at all and typically with no government to issue it or tax it, and have called that “fiat money” too.6 Oddly, the closest real-life assets to this theoretical construct are purely private crypto “currencies” rather than the state’s fiat money (in its original meaning). The term fiat money was distorted to begin with when it was created for political gain, and was mutilated beyond recognition by economists. For clarity’s sake, this term should be avoided.

        The most accurate term is simply legal tender, which was widely used after the Civil War greenbacks were issued. The constitutional struggle over these bills is known to this day as the legal tender cases. The term legal tender currency has been used to describe types of money that were supported only by that status rather than something stronger, such as gold or criminal law. Nobody refers to a gold coin or to Kublai Khan’s forced money as legal tender currency.7 When someone says “legal tender currency,” the meaning is clear enough.

      
      
        Historiographical Context

        One mistaken interpretation of the story could be that, as part of the grand victory of Parliament over the monarchy in the seventeenth century, Massachusetts’s parliament also had a share in that it managed to put forth an independent currency instead of the monarchy’s coins. Add a claim that it was inevitable, and you get the type of historiography that is most despised today: Whig history. Indeed, the original term referred to the seventeenth century, and in general it came to describe any view of inevitable progress toward a better, freer world.

        This book makes no claim of either inevitability, liberation, or improvement. Regarding inevitability, the whole process was random, driven by mostly unrelated regulation in England, and the circumstances of 1690 were peculiar in the extreme. Legal tender money was invented serendipitously, while the court tried to solve a fiscal wartime problem.8 As for liberation, while paper money did let the Massachusetts parliament escape the monarchy’s coins, the true meaning of that monetary revolution actually made the monetary economy less free than ever. Such money would no longer depend for its value on the materials it was made of—which could be mined, grown, or produced by the private sector. Instead, it would be wholly dependent on the government and its tax powers. While in the case of Massachusetts this problem was mitigated by the fact that a representative government issued the money, most future adopters would lack that feature. Regarding improvement, no such claim can be found in the stained, mixed legacy of legal tender money (see below). Such is usually the case with great inventions. Negative consequences of legal tender money should not prevent an appreciation of the invention itself, any more than the aerial attacks on the United States in 1941 and 2001 diminish the achievements of two great Americans, the Wright brothers. The only thing celebrated in this book is the intellectual triumph of uncovering the true nature of money in the fiscal state.

        The historiography of the American colonies has developed through three main stages. In the beginning, there were isolated histories of individual colonies. Charles Andrews’s imperial school reminded historians that the colonies belonged to an empire, and that nothing in the colonies can be understood without reference to the mother country (and its records).9 The Atlantic history school prevailing today generalizes Andrews; it emphasizes all the connections between the four continents that bound the Atlantic Ocean. England, the imperial core, was also influenced by the colonies. And there were connections between all colonies, and between them and Indians and Africans.10

        The single most important theme here is that shocks from England propelled the evolution of Massachusetts money every step of the way. Andrews would have been pleased. But the detailed picture puts this book in the Atlantic school. Many other Americans contributed to monetary innovation (sometimes inadvertently), because monetary innovation, by its nature, is an open-source innovation. Indians provided wampum and beaver. The Dutch West India Company introduced wampum to Plymouth (which introduced it to Massachusetts) and exported siege paper money to Brazil. Plymouth gave Massachusetts other ideas on currency, from grain to forcing a portion of taxes to be paid in coin. The Spanish colonies provided the main coin of the era. The French in Canada monetized beaver and brought siege paper money closer to Massachusetts. Banking and clearinghouse ideas were tried or envisioned in Virginia, Barbados, Antigua, Connecticut, West New Jersey, Pennsylvania, and Plymouth.

        Intellectually, the seventeenth century was the first to be centered on experiments rather than ancient writings, with an inductive search for empirical regularities in data—whether generated by designed experiments or not. Each American monetary experiment surveyed above slightly increased everyone’s knowledge about the economics and politics of money. Because some inventions involved a recombination of earlier ideas, the addition of any invention could accelerate the process.11 Did Massachusetts actually pay attention to all the Atlantic moneys? More than anyone else in society, merchants were used to looking for hard facts and accurate information from faraway lands. They looked for information relevant for their businesses—prices, quantities, and quality of their products. Their knowledge and their demand for fast and regular postal services were significant contributions even to the Scientific Revolution.12 The types of money used in payments all over the Atlantic were surely noticed by Massachusetts merchants. In general, the constant traffic of people of different languages and religions through Atlantic trade centers made such port towns the most open-minded and intellectually dynamic places in the world.13 Seen in this context, Massachusetts was not the only contributor to one of the first great American inventions, but only its most effective leader.

        In the Atlantic context, a new puzzle is posed: the monetary Winthrops. Wherever they went, innovations in money and finance seemed to follow. Massachusetts was extremely innovative when John Winthrop Sr. roamed the Earth. John Jr. came from Connecticut to present a bank plan to the Royal Society. Samuel lived in Antigua when it invented tobacco banknotes. Their cousin George Downing invented tradable paper bonds marketed to the English public. Wait was a director in the Bank of Credit and a councillor in 1690. Adam was a Fund trustee, a Bank of Credit officer, and a member of the paper money committee. Is this a coincidence? Of all their vast surviving writing and correspondence, only John Sr.’s explanations of the 1640s depression show an understanding of monetary economics. Did the whole family have a natural talent for this? Did they talk about it but not document it? Was there an oral body of monetary knowledge that passed across generations?14 Might a closer look at their business correspondence reveal extra sophistication not found in others’ transactions? Or perhaps it is an illusion, with the Winthrops’ fame, political positions, and surviving records allowing them to show up wherever monetary innovation arose.

      
      
        Epilogue, 1700–2008

        The Massachusetts invention did not immediately relegate gold and silver to the dust bin of global monetary history. That would take three more centuries and many upheavals.15 Massachusetts kept printing money during wars. The committees issuing bills over the years had only one member in common—Elisha Hutchinson—until his 1717 death.16 This is further evidence for his presumed central role in 1690. Other British colonies soon imitated Massachusetts, and some colonies founded land banks. British America became the first Western society to use, on a regular basis, paper money that was unbacked by metal.17

        The tax-backing mechanism was sufficient to get money circulating, but it was not sufficient to prevent inflation. Colonial legislatures lost their self-discipline and issued more bills than taxes to absorb them.18 In pioneering Massachusetts, such a change in discipline can perhaps be explained by the simultaneous decline of the disciplining Puritanism in the early eighteenth century. The increasing quantity of bills reduced their value—chronic inflation started. Parliament responded with a series of currency acts that restricted legal tender bills. Running out of monetary ideas, Americans came up with a political idea: independence.

        The Age of Revolutions put paper money on the front lines. The Continental Congress financed the American Revolution with continental bills that lost almost all their value because the federal government could not effectively tax the people. But Europe noticed that Americans bought their independence with paper money. Thus the French Revolution was also financed with paper money at a critical stage, backing it with the guillotine that threatened its refusers. Just as French Canada had infected English Massachusetts by issuing paper money, so did France infect Britain: Bank of England notes finally became inconvertible legal tender with denominations as low as £1.

        The following century brought a monetary consensus: when war erupts, toss gold aside and start printing as much as needed in order to win the war; after the war, get back to gold-backed banknotes to avoid inflation (silver had already lost its importance). For example, both sides of the American Civil War printed money. Nobody ever again debased their gold coins to finance wars. Similar to Massachusetts, some states printed money to solve postwar hardships; examples include the Republic of Texas and the Weimar Republic. In the latter, hyperinflation eroded all debts into oblivion, radically redistributing wealth in society. Within five years, German paper money lost all value. German society also lost some values.19 The world paid the price.

        Gold, however, proved to be just as bad when handled badly. Economic historians blame the ironclad commitment to gold for the Great Depression—its beginning, its deepening, and its transmission from the United States to Europe. A key step to emerging from the Depression was getting rid of gold.20 In the United States, there was a mandatory reverse conversion—of citizens’ gold into legal tender bills (Federal Reserve notes). Thus proclaimed an executive order of President Franklin Delano Roosevelt, a biological descendant of Elisha Hutchinson. Just like his ancestor, FDR was 6 foot 2 inches tall, and during a severe crisis he tossed metal in favor of legal tender paper money.21

        Ironically, it was back in New England that gold made its last-ditch stand. In 1944, during an international conference held at Bretton Woods, New Hampshire, the United States agreed to be the only nation to maintain limited convertibility of its legal tender bills into gold—only when presented by foreign central banks. This anchor of the postwar international monetary system succumbed after a single generation to the widening gap between the paper printed and the available gold. In 1971, President Richard Nixon nixed that arrangement. He ordered “to suspend temporarily” the promise of convertibility.22 The suspension remains as these lines are written, half a century later. And so a process that began in 1690 in Massachusetts—a future part of the United States—was completed in the United States after three centuries, and impacted the entire human race.

        With gold gone, inflation soon rose, but in the United States it was beaten by the Federal Open Market Committee. Invented independently of the long-forgotten paper money committee of 1690 Massachusetts, the FOMC is also a politically balanced committee in charge of the quantity of money, and traditionally it has operated by trading in government bonds. This new committee evolved in the interwar period and its members represent the interests of the executive (the president’s seven appointees), the legislature (the Senate confirms the president’s appointees), and the private sector (five representatives of the private banks).23

        The similarity to the 1690 mixed Massachusetts committee is striking, but it is no coincidence—the American tradition of checks and balances was already being forged in the seventeenth century, long before the US Constitution made it famous. This tradition was implemented in the FOMC in the 1930s after three earlier structures did not survive politically for more than two decades each: two overly centralized, Old World–style central banks (the first and second Bank of the United States), and an overly decentralized, privatized Federal Reserve System in its original form. In that sense, the politically balanced FOMC is a mere reinvention, a perhaps inevitable return to an old forgotten American monetary tradition, which has so far proved to be the only politically sustainable way to manage the currency. The FOMC’s success in the 1980s prompted worldwide imitation, and monetary policy committees were established in the European Union, the United Kingdom, Israel, and other countries.

      
      
        Crisis and the Future of Legal Tender Money

        The next challenge for legal tender money was the 2008 Global Financial Crisis, which happened during the presidency of another biological descendant of Elisha Hutchinson. Ironically, the crisis was both caused and resolved by the same tool: a large increase in the quantity of money.24 The crisis undermined popular confidence in the foundation of the monetary system—the easily manipulated, unbacked legal tender paper dollars. Alongside calls to “Occupy Wall Street” and “End the Fed,” some global powers got rid of their dollar reserves and started accumulating gold like it was the Middle Ages again.

        More curious alternatives to the existing monetary order soon arose. The pretentiously named crypto “currencies” and the pretentiously named “modern monetary theory” gained enthusiastic support among some crowds. Although the project that led to this book was motivated by a 1980s inflationary experience and started before the 2008 crisis, readers of the first draft asked me to comment on these new alternatives because the tax-foundation theory explains very well why they are problematic.

        
          Crypto “Currencies”

          When the first crypto “currency,” Bitcoin, was launched, it declared an explicit link to the crisis.25 But Bitcoin and its thousands of imitators did not win over the monetary systems of the world. They do not even come close, which is why calling them “currencies” is pretentious. A 2019 study found that although 2 percent of Americans reported owning crypto “currencies,” almost nobody bought actual goods and services with them.26 They are not used as general media of exchange. Such a dismal performance—during a terrible period for the prestige of state money, an incredible crypto hype, and the biggest bubble in human history (in the value of crypto assets)—testifies to one simple fact: the strength of legal tender.

          The modern state is way too strong to have its currency replaced by private, intrinsically useless, inconvertible money. The key advantage of the dollar over a private crypto asset is that the former is acceptable in tax payments while the latter is not. Unlike the early modern state, the modern welfare state is so huge even in peacetime that its choice of what to accept for tax payments (and therefore in what currency it will spend) is decisively consequential for which object functions as money in the private economy. When millions of government employees and welfare recipients receive only the state’s money, and many more workers and sellers need that money alone to pay taxes, state money has a gigantic advantage over any competing money.

          In addition, the United States’ supreme global power would allow it to prevent most financial institutions in the world from dealing with any such “currencies”—if the United States ever finds the risks of money laundering, drug dealing, and terror financing coming from such “currencies” to be unbearable. It seems that only a collapse of the entire state structure, or at least the welfare state, will give truly independent private money a chance. Crypto assets that promise convertibility into legal tender currencies, as private banknotes did in nineteenth-century United States, do have a reasonable chance to become money. The recent forced acceptance of Bitcoin in El Salvador is not likely to help it function as the global currency, given the small size of that economy.

          If there was only one crypto asset such as Bitcoin was, maybe it could work. But its very nature—unbacked by any asset or law—has prompted widespread, costless imitation, leading to the failure of them all. Monetary theory predicted exactly that about such a completely “free” money already in 2005.27 This is not to deny that many people profit from trading in crypto assets (and many others lose), but it has nothing to do with currency and monetary economics. So far the crypto phenomenon is far more similar to pyramid schemes and to the speculative purchase of modern art that is traded for millions of dollars even though few can distinguish it from a toddler’s drawings of no market value.

          For now, legal tender currency—whether embodied in token coin, paper, or central bank digital currency—is here to stay. This old-fashioned system will have to pick up the pieces if, unlike the modern art market, the crypto bubble bursts and brings down numerous financial institutions.

        
        
          “Modern Monetary Theory”

          While the crypto crowd ignores the tax-foundation theory at its peril, at the other extreme, some economists take the tax-foundation theory of money too far with “modern monetary theory” (MMT). Originally called “modern money theory,” it is indeed a theory about “modern money”—the money existing since 1971.28 The new name is pretentious because it creates the false impression that most economists working now on the theory of money subscribe to MMT.

          As a theory about “modern money,” MMT argues that the end of gold is a golden opportunity for government to create any amount of money it wishes in order to solve any economic problem. As the German economist Georg Friedrich Knapp put it in 1905 (and helped inspire the later hyperinflation): “Money is a creature of law.”29

          MMT is the only school in economics that champions the tax-foundation theory of money, because that is the foundation of their rewriting of macroeconomics: taxes are not needed to gather gold coins for government to spend; rather, government prints bills in the amount it wishes to spend, and collects taxes in these bills for two other reasons. First, only taxes can induce the private economy to accept such inconvertible bills from the government that wants to buy the private sector’s goods and services. Second, once bills are accepted, the larger amount of money in the economy will cause inflation—unless taxes draw the excessive amount of money out of the private economy. Accordingly, MMT wants the legislature (of taxes), rather than a central bank, to control inflation.30

          This echoes so much of 1690s Massachusetts that perhaps MMT really stands for “Massachusetts monetary theory.” Cotton Mather was apparently the first MMT publicist when he proclaimed to the world “an expedient . . . for any people . . . whose distresses may call for a sudden supply of money to carry them through any important expedition.” The basics are indeed similar, but, as the economic historian Stephen Mihm has pointed out, there is a critical difference in discipline.31 As shown above, the Massachusetts court authorized printing bills, in both December 1690 and February 1691, only at the amount of taxes enacted beforehand or simultaneously. The taxes quickly started taking the bills out of the economy, leaving no reason for prices to rise in the long run. This synchronization of tax increase and printing—in both timing and quantity—was a critical, built-in, disciplining feature of the system. Mihm may well have called it PMT—Puritan monetary theory—if only to contrast it chronologically with “modern”; but, as argued above, there could have been real causality running from Puritanism to discipline. When discipline was lost (together with the decline of Puritanism) one generation later, inflation started.

          MMT is all about denying this discipline. According to MMT’s Stephanie Kelton, experts will tell the legislature how much money should be taxed out of the economy, whenever a new plan of government expenditure is implemented, in order to prevent inflation. She hopes they will rule that new taxes are not needed in the same amount of the new spending. She also hopes the experts will always be correct. And she hopes politicians will listen when the experts do call for higher taxes. As Mihm notes, the latter is unlikely. History has shown time and again, all over the world, that almost all politicians, seeking reelection by a population with little understanding of economics, are tempted to implement populist measures—that is, to spend generously and not raise taxes. This is why monetary policy all over the world has been taken from the legislature and the executive and handed over to unelected central bankers. As long recognized in the judicial realm, some jobs are better performed by a different, professional, appointed branch of government.

          I am in full agreement with the criticism of mainstream economists on MMT policies, such as John Cochrane’s recent warning that we’ve already been there, in the 1970s.32 We learned from that stagflation that in noncrisis situations, an expected, systematic, large increase in the quantity of money will bring inflation with no benefits. My only difference with mainstream economists is that they take the circulation of (inflated) money as granted and I don’t. Only on this basic theoretical and historical puzzle do I find agreement with MMT. (Such is also the view of Charles Goodhart, who published an article supporting the tax-foundation theory while serving on the Bank of England’s Monetary Policy Committee.33)

          MMT may have shed the Puritans’ fiscal and monetary discipline, but it adopted other Puritan features. In an endnote, Kelton reserves the right to disagree with her “experts” and not tax as high as they wish, because even with an excess amount of money she thinks she can prevent inflation. Her other “options” are “wage and price controls” to prevent inflation legally and “regulations to reduce demand” of the private sector.34 The Massachusetts court, long before 1690, had enacted such laws. It enacted maximum wages for wheelwrights and others, capped the prices of beer and other basic goods and services, and reduced demand with sumptuary laws: “superfluous and unnecessary expenses” were prevented with prohibitions on clothing items with gold, silver, and silk.35 The latter was motivated not by Kelton’s wish to “make room for government spending” but by the balance of trade. Whether Kelton imagines sumptuary laws or rationing, its combination with wage and price controls—in peacetime—and the underground economy that inevitably comes with them does not obviously constitute “the people’s economy” of Kelton’s subtitle.

          I know that MMT economists mean well. I have met and corresponded with some of them for useful exchanges of views and facts on the theory and history of the tax-foundation mechanism, because almost no other economist cares about it. But good intentions are not enough. Knapp did not want to cause German hyperinflation, but he contributed to it. Reading Kelton’s impressive checklist of all the social and climatic problems she wants to solve with easy money, the MMT (perhaps more appropriately pronounced “mammoth”) spending reminded me of the time when the Israeli government was too ambitious. It expanded the welfare state, occupied half of terror-exporting Lebanon, developed a modern jet fighter, and bailed out all banks. Thus I grew up with an inflation rate of 3 percent—per week.

          To conclude, I agree with MMT, following Aristotle, Hobbes (1651), Barbon (1690), and Knapp (1905), that modern money is a creature of law. But I do not say this in the celebratory MMT tone—“Money is a creature of law, let’s party!” I say it in alarm: money is a creature of law—watch out! Specifically, be careful of MMT.

        
      
      
        Witchcraft and Enlightenment

        In the end, it is time to examine the bewitched elephant in the room—the Salem witch trials, which took place in the same 1692 summer that saw the finalizing of the form of legal tender bills. How to reconcile revolutionary monetary brilliance with the apparent stupidity of what one notable historian has called “the most infamous event in New England history”?36 The simplest solution is that belief in witches was brought from England, like many other cultural elements such as servants and setoff. In New England, the coincidence of financial creativity and belief in witches was nothing new in 1692. As shown above, these phenomena had coexisted for six decades. The extreme stresses of war induced an unusual explosion of activity on both fronts in 1690–1692, just as they had in England during the Civil Wars.

        The puzzle seems more difficult when we look at the people involved. The judges were not local rabble but councillors of the province, including William Stoughton, Samuel Sewall, Wait Winthrop, and John Richards, and others who were legislators in 1690–1692. Elisha Hutchinson was not a judge, but he was personally involved in the arrests of suspects among the elite, and reportedly advised judges in vain before the trials “to see if they could not whip the Devil out of the afflicted.”37 The key legal issue was the admissibility of “spectral evidence”—people’s imagination of seeing the shape or spirit of the suspected witch tormenting them. The judges consulted the only so-called experts on spirits—the ministers, including Cotton Mather.38 It may be disappointing that the wisest men in that society fell for the witchcraft delusion, but we should pay attention to the words “in that society.” Financial geniuses are not immune to the most idiotic customs of the societies and cultures they live in. Once again, the duelists Alexander Hamilton and John Law demonstrate the point.

        A bolder argument tries not only to reconcile the new money with witch trials, but to show a positive relation between the two. The literary scholar Michelle Burnham has done that through the role of Cotton Mather in both episodes. Burnham brilliantly claims that just as paper money replaced real, physical money (silver coins), so did spectral evidence replace real, physical evidence of criminal behavior:

        
          Cotton Mather had just appealed for public faith in the insubstantiality of paper money in an effort to solve the colony’s debt crisis. He would repeat that gesture in his qualified support for the trials and their use of insubstantial spectral evidence in an analogous effort to solve the colony’s spiritual crisis.39

        

        It is a similar argument to the one I made before regarding the possible relation between Puritans’ religious preference—spirit over matter and essence over form—and their invention of an informal money that was not based on matter. In fact, my argument was inspired by Burnham’s.

        
          Scientific Witch Hunters

          Following Burnham’s focus on Mather, I suggest an additional explanation of the witch trials. This explanation is not directly related to money, but it is important here to present the mentality of the intellectual Massachusetts elite in the appropriate light—one that can easily encompass, among many things, both monetary brilliance and witchcraft accusations. This argument requires first that I make the challenge even bigger than it seems before solving it.

          Cotton Mather was not only an outspoken intellectual involved in money innovation and witch trials. He was a fellow of the college, and his father was president of the college. In fact, Massachusetts was the only English colony with a college. To modern readers, this should make the witchcraft fiasco seem even more puzzling. Though usually called “the college” by contemporaries, its real name was Harvard College. I have omitted that fact until now to help those who are not colonial historians avoid the anachronistic trap of attributing to that humble college the modern prestige of Harvard University. I argue that there is no contradiction between college and the witch hunts. On the contrary, they were part of a single intellectual endeavor.

          Puritan clergy were intensely interested in what they called “the invisible world.”40 Strictly speaking, the term referred to the realm of the devil, witches, and demons, but that world was populated by many other inhabitants. Mather’s 1685 ordination referred not only to God and the Holy Ghost but also to “the presence of elect Angels” right there and then who witnessed the event.41 As intellectuals and amateur astronomers, the Puritan ministers knew that the invisible world was also populated by strange invisible forces, which operated without visible touch: magnetism, gravity, atmospheric pressure and vacuum, and contagion in epidemics. The effects of these forces were observed but the causes were unknown. Witchcraft and astrology were considered to be of the same class as these forces: their effects presumably obvious, but the mechanisms unknown. This was the mainstream scientific view, claims Walter Woodward, John Winthrop Jr.’s latest biographer.42

          I argue that the explanation of invisible forces operating without touch was not just an important intellectual challenge; it was the very core of the Scientific Revolution. Witchcraft accusations were a golden opportunity for the Mather scientists, at the edge of Western civilization, to understand witchcraft. In particular, the young, enthusiastic, very ambitious Cotton Mather had a great opportunity to crack a key scientific puzzle and bring glory to God, Puritanism, Massachusetts, Harvard College, and himself. As Joel Mokyr put it, “Competition for fame and reputation became a central feature of intellectual life” in the republic of letters, and reputation required “original contributions.”43 How immensely prestigious would it have been for the Mathers to explain witchcraft—the mysterious impact of one person over another without touch—and join the glorious ranks of Gilbert, Galileo, Torricelli, Pascal, von Guericke, and Newton? That would have been a scientific achievement worthy of being published by the president and a fellow of Harvard College.

          Seen this way, the Mathers were mainstream scientists of their time, and this only increased—rather than reduced—their fascination with witchcraft. Like other scientists, including the contemporary Newton, one of the Mather scientists also toyed with monetary theory when his government needed his help. From their perspective, there was no contradiction.

        
        
          Enlightened Witch Hunters

          Salem is more infamous than far worse episodes in contemporary Europe because witch hunting is so shocking to moderns that they wrongly assume it was a medieval (i.e., European) phenomenon; as such, by definition, it should have never happened in America. The economist John Maynard Keynes, no student of the seventeenth century, was similarly baffled by Newton’s research into biblical laws and prophesies and alchemy, conducted contemporaneously with his work on physics and mathematics. Keynes declared: “Newton was not the first of the age of reason. He was the last of the magicians.”44

          But Newton was comfortably both, because such was the age. James I, the antismoking demonologist, was no different. Nor was the scientist-alchemist John Winthrop Jr., whose son was a 1690s money legislator and witchcraft judge. Following up on Keynes’s misplaced astonishment, I wish to end this book by exploring the possibility that 1690–1692 Massachusetts was not only the last of the witch trials but also one of the first of the age of reason.

          The excessive regulation of the European state contributed not only to the creation of modern money, but also to the Enlightenment backlash. It is not clear when the Enlightenment began, but Locke and Newton of the late 1680s are often included in it. To the extent that the Enlightenment meant breaking away from the most sacred traditions—God and king—in favor of reason, we must not forget the joint embodiment of God and king on metallic state coins. English coins were stamped with Dei Gratia between the monarch’s name and his or her title as ruler: king or queen “by the Grace of God.”45 This holy trinity of God, king, and gold was perhaps the most defining symbolic feature of the Middle Ages. By 1800, all three components were severely undermined, mostly by the American and French Revolutions.

          In 1801, a German economist defined the eighteenth century not as the century of Enlightenment but as “the paper century.”46 I suggest that the Enlightenment and the rise of paper money were not parallel, unrelated phenomena. The most enlightened American, Boston-born Benjamin Franklin, was a lifelong printer, promoter, scholar, and legislator of paper moneys of various types. That was the only area in which he was active throughout his adult life. Scotland, a powerhouse of Enlightenment (especially in economic theory), was also a paper money pioneer. Its most famous economists, David Hume and Adam Smith, supported Scottish paper money. They objected to America’s paper money long after it became inflated and defamed. Much earlier, another Scotsman, William Paterson, proposed to England the issue of legal tender banknotes (this proposal mutated into the Bank of England without the legal tender feature), while the Scotsman John Law made the most daring paper money experiment—in France, the epicenter of the Enlightenment.

          The rational invention of 1690 Massachusetts marked the beginning of the end of gold and silver as money, shattering the ancient commonsense notion that money must be metallic. Ironically, that monetary enlightenment was manifested in getting rid of those materials that for the most part have excelled only in reflecting light. The true light was that the General Court used reason to design a new concept of money. Enacted by an assembly, Massachusetts’s legal tender money constituted local liberation from royal regulation—a major Enlightenment goal.

          Another key Enlightenment feature—a belief in progress—was present as well. As Mather stated in 1697, their invention could fundamentally improve the public finance of any state that paid attention to the distant “city upon a hill”: it “may serve as an example, for any people in other parts of the world, whose distresses may call for a sudden supply of money to carry them through any important expedition.”47

          The monetary revolution that happened in Massachusetts not only created modern currency. It should also be considered as one of the many beginnings of the intellectual movement that created the modern world.
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