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Bruce D. Smith 

"The emissions of paper money were g e n e r a l l y opposed by 
the merchants and business men, and the more i n t e l l i g e n t 
part of the community." 

- E l i s h a P o t t e r 

"Emissions o f Paper Money Made by the Colony of Rhode I s l a n d " 

"[The quant i ty ] theory i n i t s var ious forms has unduly 
usurped the c e n t r a l p lace i n monetary theory . . . t h e 
p o i n t of view from which i t spr ings i s a p o s i t i v e 
hindrance t o f u r t h e r p r o g r e s s . " 

- F r i e d r i c h Hayek (1935, p. 4) 

ABSTRACT 

Current approaches t o monetary theory and p o l i c y owe much t o the " q u a n t i t y 
theory of money." However, recent t h e o r e t i c a l developments suggest t h a t the 
manner i n which money i s in t roduced i s more important , even f o r p r i c e l e v e l 
movements, than the q u a n t i t y of money. C o l o n i a l American exper ience p r o v i d e s 
a l a b o r a t o r y f o r d i s c r i m i n a t i n g between these v iews . I t i s shown here t h a t 
the nature of b a c k i n g , r a t h e r than the q u a n t i t y of money, determined i t s 
v a l u e . Large s e c u l a r i n f l a t i o n s were ended by changing the nature of back ing 
desp i te the continuance of l a r g e note i ssues (and d e s p i t e the absence of a 
m e t a l l i c s t a n d a r d ) . Extremely la rge note i ssues and note withdrawals are 
shown not t o have produced i n f l a t i o n (currency d e p r e c i a t i o n ) or d e f l a t i o n 
(currency a p p r e c i a t i o n ) . 



Perhaps the most preva lent and p e r s i s t e n t o r g a n i z i n g p r i n c i p l e i n 

monetary economics has been the Quantity Theory of Money. While t h i s term 

encompasses a wide v a r i e t y of d i f f e r e n t views of money, c e r t a i n bas ic tenets 

have been wide ly h e l d . Lucas (1980, p. 1005), f o r i n s t a n c e , mentions the "two 

c e n t r a l i m p l i c a t i o n s of the quant i ty theory of money: t h a t a g iven change i n 

the r a t e of change i n the q u a n t i t y of money induces ( i ) an equal change i n the 

r a t e of p r i c e i n f l a t i o n ; and ( i i ) an equal change i n nominal rates of i n t e r ­

e s t . " He then says that "the two q u a n t i t y t h e o r e t i c p r o p o s i t i o n s s t a t e d . . . 

possess a combination of t h e o r e t i c a l coherence and e m p i r i c a l v e r i f i c a t i o n 

shared by no other p r o p o s i t i o n s i n monetary economics ." S i m i l a r l y s t r o n g 

c la ims have been put forward by Friedman and Schwartz (1963, p. 676), who 

a s s e r t that s ince the C i v i l War 

"Changes i n the behavior of the money stock have been 
c l o s e l y a s s o c i a t e d w i t h changes i n economic a c t i v i t y , 
money income, and p r i c e s . The i n t e r r e l a t i o n between 
monetary and economic change has been h i g h l y s t a b l e . " 

A l s o , Schwartz (1973, p. 26k) concludes t h a t , at l e a s t s ince the time o f 

Alexander the Great , " long- run p r i c e changes c o n s i s t e n t l y p a r a l l e l . . . mone­

t a r y changes, w i th one except ion f o r England i n the s i x t e e n t h c e n t u r y . " 

Such statements i l l u s t r a t e the powerful c l a i m t h a t q u a n t i t y theory 

views have had on the a t t e n t i o n o f s e v e r a l generat ions of economists . In 

f a c t , however, t h e r e appears t o be no shortage of episodes which cast doubt on 

the e x i s t e n c e of any simple c o r r e l a t i o n s between money growth rates and i n f l a ­

t i o n . In p a r t i c u l a r , t h e r e i s s u b s t a n t i a l evidence that the r e l a t i o n s h i p 

between the rate of growth of the money supply and the rate of i n f l a t i o n 

depends c r u c i a l l y on the way i n which money i s introduced i n t o (removed from) 

an economy. This paper presents s e v e r a l p ieces of evidence t o t h i s e f f e c t 

c u l l e d from the monetary experiences of c o l o n i a l B r i t i s h Amer ica . S p e c i f i -
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c a l l y , we examine the monetary experiences of several of the American colonies 

from the 1720s u n t i l 1770. Each of the colonies to he examined issued i t s own 

notes which c i rcu lated (for the most part) as lega l tender, served as a l o c a l 

unit of account, and exchanged at a freely determined market rate with pounds 

s t e r l i n g . As we w i l l see, each colony examined issued notes during t h i s 

period that were backed t y p i c a l l y not by gold or any other commodity, but by 

future government income streams. The primary result emerging from t h i s 

examination i s that a l l of the colonies examined engineered extremely large 

(re lat ive to t y p i c a l government expenditures) note issues (reductions) that 

were not accompanied by i n f l a t i o n (deflat ion) or any depreciation (apprecia­

t ion) of the notes issued against pounds s t e r l i n g . As the most dramatic 

examples, from 1755 to 1765 Massachusetts increased i t s per capita stock of 

paper money by a factor of 6. Nevertheless a l l avai lable commodity pr ices 

declined over th is per iod, and the exchange rate between Massachusetts cur­

rency and s t e r l i n g depreciated by less than 0.2$. From 1755 to 1760 V i r g i n i a 

increased i t s per capita note issue by 7h9%, and Pennsylvania by 271%. V i r ­

g in ia notes depreciated only 9% against s t e r l i n g . (Br i ta in was fol lowing a 

pol icy of noninflationary expenditure f inance), and Pennsylvania notes appre­ 

c iated against s t e r l i n g . On the opposite side of the c o i n , from 1760 to 1770 

New York reduced i t s per capita note c i r c u l a t i o n by 86f, while i t s notes 

appreciated only 10$ against s t e r l i n g and i t s pr ice l e v e l f e l l only 2%. 

The observation that movements in the note issues of the various 

colonies do not wel l explain pr ice l e v e l and exchange rate movements i s not a 

new one. West (1978), for instance, p a r t i a l l y documents v ia regression tech­

niques that for the most part c o l o n i a l i n f l a t i o n was at best weakly re lated to 

movements in the stock of paper money. This observation has t y p i c a l l y been 

explained, e . g . , by West (1978) or Ernst (1973), as due to mismeasurement of 
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the a p p r o p r i a t e "medium of exchange." However, t h i s view has a t l e a s t two 

drawbacks. One i s common t o many e m p i r i c a l implementations of monetary t h e ­

o r y : the d e f i n i t i o n of a "medium of exchange" f o r e m p i r i c a l purposes i s o f 

n e c e s s i t y an a r b i t r a r y one. The second i s that f o r c o l o n i a l economies, as f o r 

perhaps any economy, i t i s a view without e m p i r i c a l c o n t e n t , i . e . , g iven the 

data a v a i l a b l e f o r c o l o n i a l economies i t i s imposs ib le t o der ive a measure f o r 

c e r t a i n key components o f E r n s t ' s or West's "medium of exchange." 

This paper proposes t o i n t e r p r e t c o l o n i a l experience i n the context 

of a d i f f e r e n t view of money. This view avoids the two problems mentioned 

above; i . e . , i t i s not necessary t o make a r b i t r a r y d e c i s i o n s about monetary 

aggregates i n order t o e m p i r i c a l l y implement i t , and i t i s e m p i r i c a l l y f a l s i -

f i a b l e . In p a r t i c u l a r , the a l t e r n a t e view i s one proposed by Sargent (1981) 

and Wallace (1981). In order t o e x p o s i t t h i s v iew, i t i s u s e f u l t o t h i n k o f a 

monetary system i n which money i s not f i a t i n nature , i . e . , i s not i n t r i n s i ­

c a l l y v a l u e l e s s (as was the case i n the c o l o n i a l p e r i o d ) . Under such a s y ­

stem, "money" i s i t s e l f a c l a i m t o something which agents would d e s i r e p r e ­

sumably independently of the p r e v a i l i n g monetary regime. Thus, i t has been 

argued that an a l t e r n a t e monetary theory might p r i c e such money i n the same 

way that p r i v a t e l y i ssued ( p o s s i b l y c o n t i n g e n t ) c la ims t o commodities might be 

p r i c e d . More s p e c i f i c a l l y , i f government i ssued notes are backed, but not 

n e c e s s a r i l y by 100$ reserves of the commodity used as b a c k i n g , then these 

notes might e f f e c t i v e l y be viewed as backed by f u t u r e government tax r e c e i p t s 

i n excess of e x p e n d i t u r e s . The analogy w i t h a f i r m which i s sues c la ims t o 

f u t u r e net p r o f i t s i s obv ious . Thus, Sargent (1981, p. 5) has argued t h a t 

governments on the g o l d s t a n d a r d , but without 100 g o l d r e s e r v e s , were " l i k e a 

f i r m whose p r o s p e c t i v e r e c e i p t s were i t s f u t u r e tax c o l l e c t i o n s . The value of 

the government's debt was, t o a f i r s t approx imat ion , equal t o the present 

value of current and f u t u r e government s u r p l u s e s . " 



- I t -

I t i s u s e f u l t o c a r r y Sargent 's analogy w i t h a f i r m one step f u r ­

t h e r . Consider a f i r m which increases the number of i t s shares o u t s t a n d i n g . 

W i l l the p r i c e of these shares r i s e o r f a l l ? The answer i s t h a t more i n f o r m a ­

t i o n i s r e q u i r e d . In a stock s p l i t , one expects a h a l v i n g o f the p r i c e of the 

s t o c k . This corresponds t o the case where the q u a n t i t y of l i a b i l i t i e s i s s u e d 

i s increased wi th no change i n the f i r m ' s income stream. On the other hand, 

an i n c r e a s e i n the number of shares need not imply a lower p r i c e per share i f 

the f i r m ' s income stream s imultaneous ly i n c r e a s e s . Thus i n the case of a 

p r i v a t e i s s u e r of l i a b i l i t i e s , changes i n income streams must be analyzed 

a long w i t h changes i n i ssues of l i a b i l i t i e s . The Sargent-Wal lace argument i s 

merely t h a t the same p r i n c i p l e a p p l i e s t o governments. When such a p r i n c i p l e 

i s a p p l i e d i n t h i s way the f o l l o w i n g i m p l i c a t i o n a r i s e s . Changes i n the 

q u a n t i t y of money outstanding which are backed do not r e s u l t i n changes i n the 

value of money (pr i ce l e v e l v a r i a t i o n s ) . Increases i n the q u a n t i t y of money 

when money i s not backed are analogous t o stock s p l i t s , and r e s u l t i n p r o p o r ­

t i o n a l increases i n the p r i c e l e v e l . Thus, i n p a r t i c u l a r , note that when 

monetary i n j e c t i o n s are unbacked the naive q u a n t i t y theory becomes a s p e c i a l 

case of the Sargent-Wal lace v i e w p o i n t . 

F i n a l l y , the Sargent-Wal lace view has at l e a s t two advantages from 

an e m p i r i c a l s t a n d p o i n t . F i r s t , j u s t as the value of p r i v a t e l y i s sued c l a i m s 

depends on who the i s s u e r i s , the value of paper money depends on who i t i s a 

c l a i m a g a i n s t . This i s t r u e independently of what the p r e v a i l i n g "medium o f 

exchange" i s . Thus, t h i s approach t o monetary theory suggests that one need 

only cons ider the v a l u a t i o n of the l i a b i l i t i e s i s sued by each governmental 

u n i t separate ly from other c i r c u l a t i n g l i a b i l i t i e s . Second, i t avoids a view 

of money which r e q u i r e s a r b i t r a r y d e c i s i o n s about what types of l i a b i l i t i e s 

can and should be aggregated t o form a measure of the "money s u p p l y . " 
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The two views of money descr ibed above suggest t h a t very d i f f e r e n t 

p a t t e r n s of p r i c e l e v e l (and exchange r a t e ) behavior should have been observed 

i n the North American c o l o n i e s . In p a r t i c u l a r , long p e r i o d s of monetary 

expansion (and c o n t r a c t i o n ) were observed throughout the c o l o n i e s . A c c o r d i n g 

t o Lucas' v e r s i o n of the q u a n t i t y t h e o r e t i c i m p l i c a t i o n s , these should have 

been accompanied by i n f l a t i o n ( d e f l a t i o n ) and currency d e p r e c i a t i o n ( a p p r e c i a ­

t i o n ) . This was not t y p i c a l l y the c a s e . On the other hand, the a l t e r n a t e 

view descr ibed above suggests that s i g n i f i c a n t v a r i a t i o n s i n currency values 

should not have been observed i f money was adequately backed. Both t ime 

s e r i e s and c r o s s - s e c t i o n a l evidence i n d i c a t e s that the l a t t e r view a c c u r a t e l y 

descr ibes c o l o n i a l monetary e x p e r i e n c e . 

In reading t h i s paper , s e v e r a l remarks should be kept i n mind. In 

p a r t i c u l a r , the choice of economies i n which t o t e s t these competing views may 

seem both strange and a r b i t r a r y . In f a c t , i t i s n e i t h e r . F i r s t , the c o l o n i a l 

experiences t o be o u t l i n e d are h a r d l y u n i q u e . Sargent (1981) p r o v i d e s e v i ­

dence from t w e n t i e t h century h y p e r i n f l a t i o n s i n d i c a t i n g t h a t the s imple ex ­

pedient of c a r e f u l l y back ing currency w i t h f u t u r e government income streams 

served t o end severe i n f l a t i o n s even though money growth r a t e s remained h i g h . 

This f a c t i s reminescent o f c o l o n i a l exper ience , and we w i l l see t h a t i n 1750 

Massachusetts ended an i n f l a t i o n o f t h i r t y years d u r a t i o n i n e x a c t l y t h i s 

way.-i/ In a d d i t i o n , McCusker and R i l e y (1983) have conducted an e x e r c i s e 

s i m i l a r i n s p i r i t t o t h i s one f o r France (165O-I788), and found evidence t h a t 

l a rge increases i n per c a p i t a money stocks d i d not lead t o i n f l a t i o n . Thus, 

c o l o n i a l experiences i n f a c t tend t o r e f l e c t a broad p a t t e r n of experience 

across d i f f e r e n t c o u n t r i e s and t ime p e r i o d s . 

Second, the c o l o n i a l economies are a t t r a c t i v e t o study f o r s e v e r a l 

reasons. One has a l r e a d y been mentioned: t h e r e were dramatic i n c r e a s e s and 
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reduct ions i n the c i r c u l a t i o n o f paper money t h a t were not accompanied by any 

s i g n i f i c a n t p r i c e l e v e l (or exchange rate ) movements. A l s o , the var ious 

c o l o n i e s prov ide an i n t e r e s t i n g c r o s s - s e c t i o n of experiences under s i m i l a r 

monetary regimes. And f i n a l l y , i t should be apparent t h a t many of the mone­

t a r y arrangements d iscussed correspond q u i t e c l o s e l y t o arrangements examined 

i n modern t h e o r e t i c a l models. As an example, i t w i l l be seen that c o l o n i a l 

d e f i c i t f inance schemes were not remarkably d i f f e r e n t from the bond f i n a n c e 

schemes that Barro (1974) c o n t r a s t s w i t h tax f i n a n c i n g of e x p e n d i t u r e s . 

This s i m i l a r i t y between t h e o r e t i c a l s p e c i f i c a t i o n s and c o l o n i a l 

monetary arrangements r e f l e c t s a s i m p l i c i t y of the c o l o n i a l economy d e r i v i n g 

from an absence of f r a c t i o n a l reserve i n t e r m e d i a r i e s . The absence of such 

i n t e r m e d i a r i e s i m p l i e s that i t i s unnecessary t o decide whether p r i v a t e bank 

l i a b i l i t i e s were money, and i f s o , t o attempt t o d i sentang le changes i n the 

stock of high-powered money from changes i n bank behavior that might a f f e c t 

the "money s u p p l y . " An attempt t o conduct a study such as t h i s one f o r any 

more recent p e r i o d would c e r t a i n l y encounter problems of t h i s s o r t . 

The format of the paper i s as f o l l o w s , t h e n . An argument i s p r e ­

sented that c o l o n i a l experience i s i n c o n s i s t e n t w i t h the i m p l i c a t i o n s of the 

q u a n t i t y t h e o r y . The paper then argues t h a t the other view put f o r t h above 

can account f o r most of the i n f l a t i o n a r y (and other monetary) exper iences of 

the c o l o n i e s . However, most o f the d i r e c t evidence presented here i s aimed at 

the q u a n t i t y t h e o r y , and der ives from the experiences o f New England, New 

York, Penns y lvan ia , New J e r s e y , and V i r g i n i a . The experiences of some o t h e r 

c o l o n i e s , most notably Mary land, are b e t t e r s u i t e d t o prov ide d i r e c t evidence 

on the view t h a t the value of c o l o n i a l paper money was determined by i t s b a c k ­

i n g . This subject i s taken up by Smith (1983). 
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In order t o present the arguments as s t a t e d , i t i s necessary t o cast 

the q u a n t i t y theory i n an e m p i r i c a l l y f a l s i f i a b l e form. S e c t i o n I I d i scusses 

a v e r s i o n of the q u a n t i t y theory t h a t might be a p p l i e d t o the c o l o n i a l p e r i o d 

i n which f l e x i b l e exchange rates between d i f f e r e n t c u r r e n c i e s were an impor­

tant f e a t u r e of the monetary system. Sect ions I and I I I d e s c r i b e c o l o n i a l 

monetary arrangements. S e c t i o n IV d iscusses the experiences of the c o l o n i e s 

wi th i n f l a t i o n and currency d e p r e c i a t i o n p r i o r t o the French and Indian War. 

I t a l s o argues that most of these experiences are p o o r l y e x p l a i n e d by the 

q u a n t i t y of money, but w e l l e x p l a i n e d by the manner i n which back ing was 

provided f o r issues of paper money. 

S e c t i o n V d iscusses " m o n e t i z a t i o n " of c o l o n i a l d e f i c i t s dur ing the 

French and Indian War. D e f i c i t f i n a n c e i n the c o l o n i e s i n v o l v e d massive 

growth rates of money i n a l l of the c o l o n i e s c o n s i d e r e d , and subsequent la rge 

reduct ions i n the money stock i n a subset of the c o l o n i e s . This prov ides an 

i n t e r e s t i n g time s e r i e s c r o s s - s e c t i o n i n which i t i s apparent that these major 

changes i n the money supply d i d not have any s i g n i f i c a n t impact on p r i c e 

l e v e l s or exchange r a t e s . S e c t i o n VI argues t h a t our r e s u l t s would not d i f f e r 

i f a more e x p l i c i t attempt were made t o take account o f u n d e r l y i n g " r e a l 

f a c t o r s " i n the economy. Conclus ions f o l l o w i n Sect ion V I I . 

I. C o l o n i a l Monetary Systems: An Overview 

There are s e v e r a l types of instruments that c o n s t i t u t e d what most 

h i s t o r i a n s r e f e r t o as c o l o n i a l "money s u p p l i e s . " One, of c o u r s e , was s p e c i e , 

which i n North America was p r i m a r i l y o f Spanish or Portuguese o r i g i n . This 

was g e n e r a l l y minted i n Spanish and Portuguese c o l o n i e s , and was denominated 

i n the u n i t s of account of those c o l o n i e s . In a d d i t i o n , many of the c o l o n i e s 

at one time or another employed commodity monies, or c l o s e l y r e l a t e d warehouse 

r e c e i p t s such as tobacco n o t e s . With the except ion of V i r g i n i a , however, i n 
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the c o l o n i e s and t ime p e r i o d under c o n s i d e r a t i o n commodity monies of t h i s form 

p l a y e d no r o l e . 

In the case of the f i r s t two types of money, c o l o n i a l governments 

d i d not c o n t r o l i n any way the amount i n c i r c u l a t i o n . However, each c o l o n i a l 

government d i d , w i t h a l a r g e degree of independence, c o n t r o l the q u a n t i t i e s of 

two other i n s t r u m e n t s , which are the focus of our a n a l y s i s . These were b i l l s 

o f c r e d i t i s sued e i t h e r by c o l o n i a l t r e a s u r i e s , or by c o l o n i a l i n s t i t u t i o n s 

known as loan o f f i c e s . The b i l l s of c r e d i t are what were r e f e r r e d t o as paper 

money, or here the term notes i s a l s o used as a shorthand. Notes i s sued by 

the t r e a s u r y , as descr ibed by McCusker (1976, p. 97) 

"were l i m i t e d i n number because c o l o n i a l l e g i s l a t u r e s 
a u th o r i zed t h e i r emiss ion only t o a s p e c i f i c sum. . . . 
They were denominated i n c o l o n i a l currency . . . i n 
c o n t r a s t t o the commodity notes which were denominated i n 
t o b a c c o . . . . But the major c h a r a c t e r i s t i c d i s t i n g u i s h ­
ing c o l o n i a l b i l l s of c r e d i t from commodity notes was 
t h e i r widespread a c c e p t a b i l i t y . " 

In a d d i t i o n dur ing most of the p e r i o d d iscussed here these notes were l e g a l 

t e n d e r , w i th c o l o n i a l governments o b l i g a t e d t o accept t h e i r own notes i n 

payment of t a x e s . F i n a l l y , as we s h a l l d i scuss i n more d e t a i l below, these 

notes were i n some sense backed by f u t u r e tax r e c e i p t s . However, i t should be 

kept i n mind that they were not redeemable f o r commodities (with an important 

except ion d iscussed be low) . 

The f i n a l type of c o l o n i a l money was the "loan o f f i c e n o t e , " which 

was a b i l l of c r e d i t i s s u e d by a c o l o n i a l land bank.-?/ These banks l e n t f o r 

the purposes of purchas ing ( p r i m a r i l y ) land by i s s u i n g t h e i r own notes t o 

c o l o n i s t s . These notes were backed u l t i m a t e l y by the property mortgaged, and 

are descr ibed below i n g r e a t e r d e t a i l . 
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Given t h i s overview of c o l o n i a l monetary arrangements, we can now 

devote some a t t e n t i o n t o p u t t i n g the views of money we wish t o c o n t r a s t i n a 

g e n e r a l , but e m p i r i c a l l y f a l s i f i a b l e form. 

I I . A Vers ion of the Quant i ty Theory 

The view t h a t the value of money which i s backed by f u t u r e govern­

ment income streams depends ( i n l a r g e p a r t ) on the present va lue of f u t u r e net 

r e c e i p t s i s e a s i l y understood. In the next two s e c t i o n s we w i l l descr ibe the 

nature of backing f o r c o l o n i a l n o t e s , and no f u r t h e r d e s c r i p t i o n o f t h i s view 

should be r e q u i r e d . Note a l s o t h a t , s ince under t h i s view we are comparing 

government l i a b i l i t i e s t o p r i v a t e l y i s sued l i a b i l i t i e s , we c l e a r l y should 

t r e a t the l i a b i l i t i e s of each c o l o n i a l government s e p a r a t e l y . Or , put o t h e r ­

w i s e , t h i s a l t e r n a t e view of money a l s o t e l l s us e x a c t l y what instruments t o 

examine i n " t e s t i n g " i t . The q u a n t i t y t h e o r y , on the other hand, does not 

prov ide any obvious i n s i g h t i n t o how i t i s t o be e m p i r i c a l l y implemented. 

T h e r e f o r e , i t i s necessary t o descr ibe a v e r s i o n of the q u a n t i t y theory which 

can be a p p l i e d t o c o l o n i a l monetary systems. 

To t h i s end, r e c a l l that each c o l o n i a l l e g i s l a t u r e determined the 

q u a n t i t y of i t s own paper money i n c i r c u l a t i o n , sub ject t o the approva l of the 

c o l o n i a l governor and the crown. R e c a l l a l s o t h a t the q u a n t i t i e s of other 

monetary instruments ( c o i n , tobacco n o t e s , e t c . ) were not sub ject t o s i g n i f i ­

cant c o l o n i a l c o n t r o l . Thus, each colony ran an e s s e n t i a l l y independent 

monetary p o l i c y , i s s u i n g notes denominated i n the currency of t h a t colony 

which exchanged ( for the most p a r t ) at f r e e l y determined market r a t e s w i t h 

other types of money. In l i g h t of t h i s f a c t , i t seems reasonable f o r our 

purposes t o view each colony as a " c o u n t r y , " i s s u i n g i t s own money under a 

regime of f l e x i b l e exchange rates.—/ Thus, i n keeping w i t h f a i r l y standard 

pract ice , J*/ we w i l l attempt t o r e l a t e each c o l o n y ' s exper iences w i t h i n f l a t i o n 

and currency d e p r e c i a t i o n t o the q u a n t i t y o f paper money i t i s s u e d . 
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Of c o u r s e , t h i s approach omits many t h i n g s which a q u a n t i t y t h e o r i s t 

might wish t o c o n s i d e r . F i r s t , i t omits specie c i r c u l a t i o n , and moreover, i t 

omits t h i n g s such as tobacco n o t e s , p r i v a t e l y i ssued c i r c u l a t i n g l i a b i l i t i e s 

( b i l l s o f exchange), and book c r e d i t . Some comments are merited on the omis­

s i o n of each o f these f i n a n c i a l i n s t r u m e n t s . 

F i r s t and most o b v i o u s l y , these f a c t o r s must be omit ted from an 

e m p i r i c a l study because t h e r e i s no data on t h e i r q u a n t i t i e s . However, we 

w i l l argue that t h e i r omission does l i t t l e v i o l e n c e t o the q u a n t i t y t h e o r y . 

As a l r e a d y i n d i c a t e d , spec ie and commodity notes were not denominated i n l o c a l 

u n i t s of account, and commodity notes p layed no r o l e i n the events we c o n s i d e r 

except i n V i r g i n i a . Moreover, these commodity notes were noth ing more than 

c i r c u l a t i n g warehouse r e c e i p t s , which e x i s t and are not i n c l u d e d i n any mea­

sure of modern money s u p p l i e s . Thus, t h i s omiss ion does l i t t l e v i o l e n c e t o 

the q u a n t i t y t h e o r y . 

The lack of data on spec ie c i r c u l a t i o n i s more u n f o r t u n a t e . How­

ever , i n some sense i t does not seem i n a p p r o p r i a t e t o omit spec ie from c o n ­

s i d e r a t i o n i n any event. As noted , c i r c u l a t i n g specie o r i g i n a t e d i n Spanish 

and Portuguese c o l o n i e s . Modern evidence purported t o favor the q u a n t i t y 

theory omits monies of f o r e i g n o r i g i n c i r c u l a t i n g i n the country i n ques­

t i o n . Hence, such an omiss ion does not seem i n c o n s i s t e n t w i t h standard p r a c ­

t i c e . 

In f a c t , however, one might wonder whether spec ie c i r c u l a t i o n was 

more important i n the c o l o n i e s than c i r c u l a t i o n of f o r e i g n monies i s t o d a y . 

Even i f i t were, and i t s omission i s not warranted, we can be somewhat r e a s ­

sured t h a t paper currency c o n s t i t u t e d the most s i g n i f i c a n t p a r t of the money 

s u p p l y . Alexander Hami l ton, f o r i n s t a n c e , est imated t h a t on the eve of the 

Revolut ion about one-quarter of the c o l o n i a l money supply was s p e c i e —^ ( i m -
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p l y i n g by h i s usage of the term t h a t t h r e e - q u a r t e r s was i n b i l l s of c r e d i t ) . 

Adam Smith o f f e r e d an even stronger assessment; t h a t "almost a l l the o r d i n a r y 

t r a n s a c t i o n s of i t s [North Amer ica 's ] i n t e r i o r commerce [are] be ing thus 

c a r r i e d on by p a p e r . " [Smith (1776), p. 307] . Thus, the focus on paper money 

a lone captures the most s u b s t a n t i a l component of the money s u p p l y . 

Suppose that one i s not reassured by t h i s , however. Then, i t i s 

n a t u r a l t o ask whether the r e s u l t s r e p o r t e d below could be s e r i o u s l y b i a s e d by 

the omission of data on spec ie c i r c u l a t i o n . In order t o answer t h i s q u e s t i o n , 

i t should be noted that one method of argument below w i l l be t o show t h a t 

extremely la rge increases ( r e d u c t i o n s ) i n the supply of paper money d i d not 

lead t o i n f l a t i o n ( d e f l a t i o n ) . I t has been suggested t o me —^ t h a t t h i s c o u l d 

be because spec ie f lows e s s e n t i a l l y " o f f s e t " changes i n the q u a n t i t y of notes . 

This view seems untenab le . F i r s t , t h e r e i s no evidence i n favor of i t . 

Second, i n l i g h t of the est imates above, many of the monetary i n j e c t i o n s t o be 

examined are s imply too l a r g e t o have been o f f s e t . Since we w i l l examine 

episodes where, f o r i n s t a n c e , per c a p i t a note c i r c u l a t i o n rose by a f a c t o r of 

s i x i n a ten year p e r i o d and p r i c e s f e l l , specie f lows c o u l d not sa lvage 

q u a n t i t y t h e o r e t i c i n t e r p r e t a t i o n s . T h i r d and most important , i n a number o f 

ins tances there i s every reason t o t h i n k that spec ie stocks and paper currency 

s tocks moved i n the same r a t h e r than i n o f f s e t t i n g d i r e c t i o n s . The most 

obvious example of t h i s occurs i n the events surrounding the French and Indian 

War. Here paper currency stocks rose d r a m a t i c a l l y dur ing the war, and de­

c l i n e d equa l ly d r a m a t i c a l l y a f t e r w a r d . S i m i l a r l y , B r i t i s h expenditures i n 

America dur ing the war were l a r g e , and almost c e r t a i n l y r e s u l t e d i n expansion 

of specie s t o c k s . A f t e r w a r d s , as i s we l l -known, the B r i t i s h government l e v i e d 

taxes t o force America t o he lp pay f o r the war. This almost c e r t a i n l y r e ­

s u l t e d i n dra ins of s p e c i e . These movements i n the spec ie s t o c k should have 
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roughly p a r a l l e l e d movements i n the stock o f paper c u r r e n c y . Thus, f o r t h e 

p e r i o d cons idered i n S e c t i o n V of the paper, t h e r e i s every reason t o t h i n k 

t h a t our focus on paper currency g ives a g e n e r a l l y accurate p i c t u r e of changes 

i n the t o t a l stock of currency o u t s t a n d i n g . 

F i n a l l y , the omiss ion of b i l l s of exchange and book c r e d i t deserves 

mention. While i t i s o f t e n argued t h a t book c r e d i t was an important component 

of the "medium of exchange," and hence i n p r i n c i p l e should be i n c l u d e d i n 

e m p i r i c a l attempts t o negate the q u a n t i t y t h e o r y , i t i s c l e a r that c r e d i t 

c a r d s , e t c . , p lay a s i m i l a r r o l e t o d a y . This type of c r e d i t i s r o u t i n e l y 

omitted from attempts t o e m p i r i c a l l y implement the q u a n t i t y t h e o r y . Hence, 

t h i s omission i s c o n s i s t e n t w i t h current p r a c t i c e . In the case of b i l l s o f 

exchange, which were p r i v a t e l y i s sued c i r c u l a t i n g l i a b i l i t i e s , i t might at 

f i r s t g lance appear as i f these were analogous t o modern bank l i a b i l i t i e s . 

However, they were not c o n v e r t i b l e i n t o currency on demand, but r a t h e r c a r r i e d 

a matur i ty d a t e . Moreover, they were not d i v i s i b l e , and appear t o have c i r ­

c u l a t e d only i n r e l a t i v e l y l a rge denominations. F i n a l l y , accord ing t o Gould 

(1915, p. 38) , t h e i r payment was f r e q u e n t l y p r o t e s t e d . Hence, the analogy t o 

bank l i a b i l i t i e s i s f a r from exact , and again omission does not appear t o be 

out of l i n e w i t h standard p r a c t i c e . F i n a l l y i n t h i s r e s p e c t , i t should be 

noted that contemporary usage of the term money (such as Hami l ton 's mentioned 

above) i n c l u d e d only spec ie and b i l l s of c r e d i t , of which b i l l s of c r e d i t were 

the l a r g e s t p a r t . 

P r i o r t o proceeding w i t h our d e s c r i p t i o n of c o l o n i a l monetary a r ­

rangements, one l a s t p o i n t i s worthy of n o t e . In p a r t i c u l a r , i n matching each 

c o l o n y ' s money supply movements w i t h p r i c e l e v e l movements i t should be kept 

i n mind t h a t the money of one colony would o f t e n c i r c u l a t e wide ly i n adjacent 

c o l o n i e s . Where t h i s was standard p r a c t i c e , and where c u r r e n c i e s of d i f f e r e n t 
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c o l o n i e s exchanged at par as a matter o f c o u r s e , t h i s i s i n c o r p o r a t e d i n t o the 

a n a l y s i s (as i n the d i s c u s s i o n of New England be low) . Elsewhere i t i s a l s o 

c l e a r l y the case t h a t currency c i r c u l a t i o n d i d not respect c o l o n i a l b o r d e r s . 

For i n s t a n c e , i t i s well-known that Pennsylvania currency c i r c u l a t e d in New 

Jersey and i n Maryland (during the 1750s) . New Jersey currency a l s o c i r ­

c u l a t e d i n New York and Pennsy lvan ia . However, there i s l i t t l e b a s i s f o r 

a s c e r t a i n i n g the s i z e of currency f lows between c o l o n i e s , much l e s s net c u r ­

rency f l o w s . Nor i s there any reason t o assume that the e x i s t e n c e o f such 

f lows i n v a l i d a t e s our p r a c t i c e of l o o k i n g a t percentage growth r a t e s i n the 

per c a p i t a money stock and comparing these wi th percentage changes i n p r i c e s 

or exchange r a t e s . Thus, t h e r e seems t o be a v a l i d b a s i s f o r a t tempt ing t o 

r e l a t e each c o l o n y ' s stock of paper currency t o i t s p r i c e l e v e l and exchange 

r a t e . T h e r e f o r e , we proceed a long these l i n e s without f u r t h e r apology i n what 

f o l l o w s . 

I I I . Loan O f f i c e Systems 

As i n d i c a t e d above, paper money c o n s i s t e d o f two types of b i l l s of 

c r e d i t . The f i r s t of these was i s sued by c o l o n i a l t r e a s u r i e s t o cover s h o r t ­

f a l l s of r e c e i p t s r e l a t i v e t o e x p e n d i t u r e s , and was used d i r e c t l y t o purchase 

goods and s e r v i c e s . Thus, these are e a s i l y understood and r e q u i r e no f u r t h e r 

e x p l a n a t i o n except wi th regard t o t h e i r b a c k i n g , which i s prov ided when d e f i ­

c i t f inance i s d iscussed i n more d e t a i l . B i l l s of c r e d i t i s s u e d by c o l o n i a l 

loan o f f i c e s , however, are an instrument outs ide the realm of contemporary 

exper ience , and hence mer i t a more complete d e s c r i p t i o n . 

The f i r s t c o l o n i a l loan o f f i c e was e s t a b l i s h e d i n 1712 i n South 

C a r o l i n a , and the l a s t i n 1737 i n New York. At l e a s t ten of the c o l o n i e s 

e s t a b l i s h e d land banks, which as i n d i c a t e d p r e v i o u s l y , p r i n t e d notes f o r the 

purpose of purchas ing mortgages. In t h i s s e c t i o n we d e s c r i b e the loan o f f i c e 
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system, which was a major source o f notes p r i o r t o the French and Indian War 

i n most c o l o n i e s . Then, i n the next s e c t i o n we examine the d i f f e r e n c e s b e ­

tween c o l o n i e s which experienced h igh r a t e s of i n f l a t i o n and currency d e p r e ­

c i a t i o n , and those which experienced s t a b l e currency v a l u e s . 

A . D e s c r i p t i o n 

The genera l nature of loan o f f i c e s was ( for our purposes) f a i r l y 

constant across c o l o n i e s (although t h e i r a d m i n i s t r a t i o n was n o t ) . A co lony 

p r i n t e d notes which were used t o purchase mortgages secured by land or some 

other " r e a l " commodity (most of ten p l a t e ) . Minimum and maximum values were 

e s t a b l i s h e d f o r the amount of any s i n g l e l o a n , and most of ten the colony would 

put up at most h a l f the value of the s e c u r i t y o f f e r e d . In g e n e r a l , town 

governments or e x i s t i n g c o l o n i a l o f f i c e s were m o b i l i z e d f o r d i s t r i b u t i n g money 

and a s c e r t a i n i n g the value of the p r o p e r t y t o be mortgaged. C o l o n i a l l e g i s l a ­

tures author i zed i ssues of loan o f f i c e notes at t h e i r own d i s c r e t i o n , and i n 

q u a n t i t i e s at t h e i r d i s c r e t i o n but sub ject t o the approval of the c o l o n i a l 

governor and/or p r o p r i e t o r , and sometimes London. When a new i ssue of notes 

was approved t h i s would be announced, and p r o s p e c t i v e borrowers would queue up 

at l o c a l loan o f f i c e s . 

These loans were made at i n t e r e s t rates which v a r i e d across c o l o ­

n i e s , but that l a y t y p i c a l l y w i t h i n the range of k t o 6% f o r the c o l o n i e s 

cons idered here . These rates appear g e n e r a l l y t o have been below p r i v a t e 

market rates of i n t e r e s t . Thus, i t should be noted t h a t new i ssues should not 

be n e u t r a l accord ing t o any t h e o r y , as these c o n s t i t u t e d s u b s i d i e s t o p a r t i ­

c u l a r sets of borrowers . 

P r o v i s i o n s concerning payment of p r i n c i p a l and i n t e r e s t v a r i e d 

across c o l o n i e s , and across t ime i n any one c o l o n y . However, loan repayments 

c o u l d be made wi th notes accepted at par by the loan o f f i c e . As the p r i n c i p a l 
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of a loan was repaid, notes were r e t i r e d . Interest receipts were used to fund 

general expenditures of the colonies. Several colonies were able to fund 

peacetime expenditures based solely on the interest receipts from these 

loans .-1/ 

Natural ly , there were some defaults on loans. In the event of a 

default , the loan o f f i c e would auction off the mortgaged property, using the 

receipts of the auction to r e t i r e notes. 

F i n a l l y , as indicated above, the notes issued by these land banks 

were not redeemable in commodities. They were t y p i c a l l y given legal tender 

status, and co lon ia l governments were generally obligated to accept them i n 

payment of taxes. 

B. Remarks 

At th is point several remarks are in order. The f i r s t i s that we 

may view the land bank system as a government funded subsidy to certain por­

t ions of society, with the d e f i c i t s involved financed by the issue of negot i ­

able, noninterest bearing, lega l tender notes. These were not f i a t money, 

however, in the sense that they were backed by the future receipts of the loan 

off ices from the repayment of p r i n c i p a l , or the proceeds of auctions of pro­

perty on which there was default . 

Second, i t i s reasonable to ask why co lon ia l governments chose to 

issue notes in th is way. In regard to th is question, several comments should 

be made. F i r s t , one of the motivations for establ ishing many of the loan 

of f i ces was the o f t - c i t e d shortage of specie in the colonies. While t h i s was 

b e l i t t l e d by Smith (1776), and at f i r s t blush seems d i f f i c u l t to i n t e r p r e t , in 

fact specie in c i r c u l a t i o n tended to be of large denomination r e l a t i v e to 

average wealth or income. This made payment of taxes a continuing problem 

which loan o f f i c e issues were meant to ameliorate.^/ 
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This does not e x p l a i n why the c o l o n i e s d i d not i s s u e unbacked f i a t 

money, however. In f a c t , o f course , t h e o r e t i c a l models of money suggest t h a t 

such i ssues are p o s s i b l e only i n economies wi th " low" r e a l r a t e s o f i n t e r ­

e s t . The f a c t that market rates appear o f t e n t o have been at t h e i r usury 

l i m i t p r i o r t o the establ i shment of loan o f f i c e s suggests t h a t t h i s necessary 

c o n d i t i o n f o r the ex i s tence of unbacked notes was not met. Moreover, i t i s 

u n l i k e l y London would have p e r m i t t e d such an arrangement. 

I t i s s t i l l the case, of course , that other arrangements f o r i s s u i n g 

notes could have been made. The nature of the loan o f f i c e r e f l e c t s c o l o n i a l 

concern both w i t h the system of land t e n u r e , and w i t h the monetary system (as 

w e l l as the nature o f B r i t i s h h e r i t a g e ) . Thus, these o f f i c e s should not be 

viewed as being p u r e l y an instrument of monetary c o n t r o l . The reasons f o r 

e s t a b l i s h i n g o f f i c e s of t h i s form i s beyond the scope of t h i s paper , however. 

IV. Currency Values: 1720-1755 

In t h i s s e c t i o n we examine the experiences of s e v e r a l c o l o n i e s p r i o r 

t o the French and Indian War. As w i l l be seen, the New England c o l o n i e s 

exper ienced severe i n f l a t i o n and currency d e p r e c i a t i o n . In c o n t r a s t , the 

Middle A t l a n t i c c o l o n i e s d i s p l a y e d r e l a t i v e l y s t a b l e p r i c e l e v e l s and exchange 

rates against s t e r l i n g . I t w i l l a l s o be seen t h a t , p a r t i c u l a r l y i n the m i d -

A t l a n t i c c o l o n i e s , l i t t l e or no r e l a t i o n s h i p e x i s t e d between the q u a n t i t i e s o f 

notes i s sued and t h e i r v a l u e . In a d d i t i o n , i t w i l l be argued that the d i f f e r ­

ences between the two sets of c o l o n i e s were a t t r i b u t a b l e t o the way i n which 

note i ssues were backed. I t w i l l be noted that Maryland and the southern 

c o l o n i e s are not c o n s i d e r e d . Currency values i n some o f these c o l o n i e s are 

explored i n Smith (1983). V i r g i n i a , which d i d not i s sue notes before 1750, 

w i l l be cons idered when we examine the French and Indian War. 
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The scheme o f t h i s s e c t i o n i s as f o l l o w s . F i r s t , we c o n s i d e r p r i c e 

l e v e l s i n Boston, P h i l a d e l p h i a , and New York, and r e l a t e them t o the q u a n t i t y 

of notes i n c i r c u l a t i o n . These are the only sets o f r e l e v a n t p r i c e l e v e l 

data a v a i l a b l e , but they serve t o i l l u s t r a t e n i c e l y the d i f f e r e n c e s between 

the New England and the Middle A t l a n t i c c o l o n i e s . Then, we cons ider t h e 

exchange rate experiences of var ious c o l o n i e s aga inst s t e r l i n g . The p a t t e r n 

which emerges i s q u i t e s i m i l a r t o that f o r p r i c e l e v e l s . In p a r t i c u l a r , 

o u t s i d e of New England, the l e v e l of note c i r c u l a t i o n seems not t o e x p l a i n 

exchange rate phenomena. However, the nature of back ing f o r notes e x p l a i n s 

i n t e r r e g i o n a l d i f f e r e n c e s . This i s d iscussed i n S e c t i o n IVC. F i n a l l y , we 

c o n s i d e r the exper ience o f Massachusetts i n e n d i n g , almost immediate ly , t h i r t y 

years of s e c u l a r i n f l a t i o n i n 1750. 

A. P r i c e Levels 

Table 1 presents f i g u r e s on per c a p i t a note c i r c u l a t i o n i n Massa­

c h u s e t t s , exchange r a t e i n d i c e s f o r Massachusetts pounds aga inst s t e r l i n g , and 

data on the p r i c e s of wheat and molasses and t h e i r "spec ie e q u i v a l e n t s . " As 

i s apparent , Massachusetts exper ienced t h i r t y years of s u s t a i n e d d e p r e c i a t i o n 

o f i t s c u r r e n c y , and of i n f l a t i o n i n the p r i c e of commodities. I t i s a l s o 

apparent that t h i s i n f l a t i o n was not r e l a t e d c l o s e l y t o the q u a n t i t y of Massa­

chuset ts notes i n c i r c u l a t i o n . For i n s t a n c e , from 1725 u n t i l 1740, there i s 

c l e a r l y a s e c u l a r r e d u c t i o n i n the per c a p i t a stock o f notes i s s u e d as e a r l i e r 

i s s u e s were r e t i r e d and as the p o p u l a t i o n grew. However, d e s p i t e t h i s r e d u c ­

t i o n i n the per c a p i t a money s u p p l y , -he p r i c e of molasses quadrupled, and the 

p r i c e of wheat rose by k9%> A l s o , note t h a t i n 17*»0 per c a p i t a note i s sue was 

3% h igher than the 1720 l e v e l , and yet the p r i c e of molasses was k t imes t h e 

1720 p r i c e , w h i l e the p r i c e of wheat was 1.86 t imes i t s 1720 l e v e l . Moreover, 

t h e r e i s no s i m i l a r such t r e n d i n the ( d e f l a t e d ) "spec ie p r i c e s " of these 
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goods. C l e a r l y , t h e n , t h i s i n f l a t i o n i s not a t t r i b u t a b l e t o changes i n the 

note i ssues of Massachusetts . 

However, at t h i s p o i n t i t might be objected that the economy of New 

England was a f a i r l y i n t e g r a t e d one. Moreover, u n t i l 1750 the c u r r e n c i e s o f 

a l l the New England c o l o n i e s exchanged at p a r . 5 / Thus, i t could be argued 

that i t i s a p p r o p r i a t e t o c o n t r a s t p r i c e l e v e l s i n Massachusetts wi th the 

stock of New England, r a t h e r than Massachusetts currency . When t h i s i s done, 

the q u a n t i t y theory fares much b e t t e r . Data on the outs tand ing s tock o f b i l l s 

of c r e d i t f o r New England as a whole are present i n Table l a . As can be seen, 

between 1720 and 1740 the t o t a l per c a p i t a q u a n t i t y of paper money i n c i r c u l a ­

t i o n increased by a f a c t o r of 1.86. So d i d wheat p r i c e s . Molasses p r i c e s , as 

we have noted , quadrupled, and the exchange r a t e more than doub led . 

S i m i l a r l y , from 1740 t o 1750 the per c a p i t a q u a n t i t y of paper money 

i n New England more than t r i p l e d . The exchange r a t e roughly doubled over the 

same decade, the p r i c e o f wheat near ly quadrupled, and the p r i c e of molasses 

n e a r l y doubled. Hence when we take New England as a whole , q u a n t i t y t h e o r e t i c 

p r e d i c t i o n s perform q u i t e w e l l . In l i g h t of the fact t h a t they do not perform 

w e l l elsewhere (as w i l l be s e e n ) , we r e t u r n t o an e x p l a n a t i o n of t h i s f a c t 

below. However, a t t h i s p o i n t we might note that f o r New England as a whole 

before 1750, naive q u a n t i t y t h e o r e t i c p r e d i c t i o n s are q u i t e a c c u r a t e . This 

lends credence t o the idea that i t i s a p p r o p r i a t e t o c o n t r a s t p r i c e l e v e l 

movements wi th movements i n the stock of paper currency outs tand ing f o r the 

r e l e v a n t c o l o n i a l u n i t s . 

Consider now the experience of P e n n s y l v a n i a . Table 2 presents 

f i g u r e s on note i s s u e , exchange r a t e s , and p r i c e l e v e l s . This i n d i c a t e s a 

currency which exchanged w i t h s t e r l i n g at a r e l a t i v e l y s t a b l e r a t e ( f o r i n ­

s t a n c e , r e l a t i v e t o Massachuset ts ) . I t a l s o d i s p l a y s the f e a t u r e of a s e c u l a r 
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d e c l i n e i n per c a p i t a note i s s u e a f t e r 1730 ( c o n t i n u i n g u n t i l 1755). In s p i t e 

o f t h i s 25 year t r e n d , i n 1755 Pennsy lvan ia ' s exchange r a t e had d e p r e c i a t e d 

somewhat, and i t s p r i c e l e v e l was 12 h igher than i n 1730. Moreover, t h i s i s 

t r u e i n s p i t e of the f a c t that " s i l v e r e q u i v a l e n t s " p r i c e s were not much 

d i f f e r e n t i n 1755 than i n 1730. In view of the f a c t t h a t per c a p i t a note 

i s s u e d e c l i n e d hjf over t h i s p e r i o d , t h i s seems d i f f i c u l t t o r e c o n c i l e w i t h 

q u a n t i t y theory v iews. 

There are a l s o some s h o r t e r term episodes which are d i f f i c u l t t o 

r e c o n c i l e wi th the q u a n t i t y t h e o r y . For i n s t a n c e , i n 1729 Pennsy lvania i n ­

creased i t s note i s sue by 79$« From 1728 t o 1729 the p r i c e l e v e l f e l l , and 

from 1729 t o 1730 i t rose 6$. Note t h a t these changes i n the p r i c e l e v e l are 

near ly matched by changes i n " s i l v e r e q u i v a l e n t s " p r i c e s . A f t e r 1730 p r i c e s 

do not r e a t t a i n the 1728 l e v e l again u n t i l 1741. C e r t a i n l y the 79$ i n c r e a s e 

i n note i s sue i n 1729 represents a l a rge increase i n the money supply of the 

c o l o n y . The f a i l u r e of t h i s t o be r e f l e c t e d i n p r i c e s seems d i f f i c u l t t o 

r e c o n c i l e wi th the q u a n t i t y t h e o r y . 

The second obvious feature of Table 2 i s i t s d i f f e r e n c e s from Table 

1. In p a r t i c u l a r , Pennsy lvania d i d not exper ience the severe d e p r e c i a t i o n or 

i n f l a t i o n of Massachusetts . We w i l l r e t u r n t o an e x p l a n a t i o n of t h i s d i f f e r ­

ence below. 

F i n a l l y , cons ider the data f o r New York C i t y presented i n Table 3. 

Between 1715 and 1717, 44,287 had been i s s u e d , about h a l f of which remained 

i n c i r c u l a t i o n i n 1737 1737 New York e s t a b l i s h e d i t s loan o f f i c e , 

i s s u i n g £1*0,000 of notes f o r t h i s purpose, and £ 8 , 3 5 0 f o r payment o f d e b t s . 

Thus, note i s sue increased by over 200$ i n 1737, remaining constant u n t i l 

1745. I t w i l l be noted t h a t t h i s occas ioned v i r t u a l l y no change i n exchange 

r a t e s . Moreover, from 1720 u n t i l 1750, the per c a p i t a stock of notes i n 
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c i r c u l a t i o n increased by 6j%. N e v e r t h e l e s s , the p r i c e l e v e l rose only 9% over 

the same p e r i o d . Thus, d e s p i t e these increases i n note i s s u e , t h e r e were no 

s i m i l a r increases i n p r i c e s , or corresponding exchange r a t e d e p r e c i a t i o n s . 

From 1750 u n t i l 1755 t h e r e was a minor r e d u c t i o n i n per c a p i t a note 

c i r c u l a t i o n (7 .5%)« This was accompanied by a 10% i n c r e a s e i n p r i c e s , and 

r e s u l t e d i n a 0.5$ d e p r e c i a t i o n of New York currency . Thus, the New York 

exper ience conf irms t h a t o f Pennsy lvan ia : p r i c e l e v e l movements are not w e l l 

e x p l a i n e d by movements i n the stock of notes , even over r e l a t i v e l y long p e r i ­

ods . It i s a l s o s i m i l a r t o the Pennsylvania experience i n t h a t New York 

maintained p r i c e l e v e l and exchange r a t e s t a b i l i t y . A f t e r examining the 

exchange rate exper iences o f other c o l o n i e s , we w i l l r e t u r n t o an e x p l a n a t i o n 

o f the d i f f e r e n c e between New York, Pennsy lvan ia , and Massachusetts . 

P r i o r t o proceed ing , however, we may a l ready note the r e l a t i v e l y 

poor explanatory power o f note i s sue i n account ing f o r p r i c e l e v e l movements 

o u t s i d e New England. We w i l l now see t h a t t h i s extends t o exchange r a t e 

movements i n other c o l o n i e s as w e l l . 

B. Exchange Rates 

We have seen t h a t Massachusetts exper ienced severe d e p r e c i a t i o n o f 

i t s c u r r e n c y , w h i l e New York and Pennsylvania d i d n o t . Moreover, exchange 

r a t e movements i n the l a t t e r c o l o n i e s were not w e l l exp la ined by changes i n 

note i s s u e s . Nor, i n l i g h t of the d i f f e r i n g c o l o n i a l e x p e r i e n c e s , can they 

r e a d i l y be accounted f o r by monetary f a c t o r s i n the rest of the w o r l d . In 

t h i s s e c t i o n we extend our examination t o New Jersey and Rhode I s l a n d t o 

prov ide f u r t h e r support f o r these o b s e r v a t i o n s . 

Table h prov ides f i g u r e s on note c i r c u l a t i o n and exchange r a t e s f o r 

New Jersey . As can be seen, the q u a n t i t y of notes i n c i r c u l a t i o n i n 1739 was 

50$ l a r g e r than i n 1724t w h i l e the exchange r a t e deprec ia ted lh%c. Ten years 
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l a t e r , note i s sue was only 63$ of the 1739 l e v e l w h i l e the exchange r a t e 

a g a i n s t s t e r l i n g was unchanged. F i v e years a f t e r t h a t , note i s s u e was only 8$ 

o f i t s 17̂ *9 l e v e l , w h i l e the exchange r a t e a p p r e c i a t e d 1%. These o b s e r v a t i o n s 

are d r a m a t i c a l l y at var iance w i t h the q u a n t i t y t h e o r y . They a l s o i n d i c a t e 

that the New Jersey exper ience p a r a l l e l s t h a t f o r New York and Pennsy lvania i n 

t h a t exchange rates were h i g h l y s t a b l e d e s p i t e la rge v a r i a t i o n s i n the stock 

o f New Jersey currency . Lester (1939) i n d i c a t e s that the Delaware exper ience 

was q u a l i t a t i v e l y s i m i l a r t o that f o r these three c o l o n i e s as w e l l . 

The Rhode I s l a n d e x p e r i e n c e , on the other hand, i s s i m i l a r t o t h a t 

o f Massachusetts . Table 5 i n d i c a t e s the time path of per c a p i t a note i s s u e 

and of the exchange r a t e f o r Rhode I s land currency aga inst s t e r l i n g . From 

1725 t o 1730 per c a p i t a note i s sue more than doubled, from 1730 t o 1735 i t 

more than doubled a g a i n , and from 1735 t o 1745 per c a p i t a note i s s u e n e a r l y 

doubled. As noted p r e v i o u s l y , u n t i l 1750 Rhode I s l a n d and Massachusetts 

c u r r e n c i e s exchanged at p a r , so t h a t Rhode I s l a n d avoided e x p e r i e n c i n g a n y ­

t h i n g l i k e p r o p o r t i o n a l d e p r e c i a t i o n o f i t s c u r r e n c y . N e v e r t h e l e s s , i t s 

currency d e p r e c i a t i o n was s u b s t a n t i a l . 

The conc lus ions of t h i s s e c t i o n are f a i r l y o b v i o u s . F i r s t , the 

q u a n t i t y of money does l i t t l e t o e x p l a i n p r i c e l e v e l or exchange r a t e b e h a v i o r 

o u t s i d e of New England. Second, the New England and Middle A t l a n t i c c o l o n i e s 

had s t r i k i n g l y d i f f e r e n t exper iences w i t h respect t o t h e s t a b i l i t y of currency 

v a l u e s . We t u r n now t o the quest ion of whether v a r i a t i o n i n currency v a l u e s , 

and these i n t e r r e g i o n a l d i f f e r e n c e s can be accounted f o r by the manner i n 

which notes were backed. 

C. An E x p l a n a t i o n 

I t has been noted t h a t , o u t s i d e o f New England, the time paths of 

p r i c e l e v e l s and exchange r a t e s are not w e l l accounted f o r by movements i n the 
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stock of paper c u r r e n c y . I t has a l s o been noted t h a t Pennsy lvania and New 

York had very s t a b l e c u r r e n c i e s and p r i c e l e v e l s r e l a t i v e t o the New England 

c o l o n i e s . In t h i s s e c t i o n we argue that the i n t e r r e g i o n a l d i f f e r e n c e s o b ­

served are r e a d i l y accounted f o r by d i f f e r e n c e s i n the degree of care taken i n 

back ing notes wi th f u t u r e income streams. 

Consider f i r s t the experience of New England. To the extent that 

the quant i ty theory can account f o r the i n f l a t i o n and currency d e p r e c i a t i o n 

e x p e r i e n c e d , i t must do so by matching p r i c e movements w i t h growth i n the 

e n t i r e s tock o f New England paper c u r r e n c y . In t h i s s e c t i o n we argue t h a t , i n 

New England, note i s sues were poor ly backed. This means only that increases 

i n note i s sues were not matched by s i m i l a r increases i n f u t u r e government 

income streams. Hence, the q u a n t i t y theory becomes a s p e c i a l case of the 

genera l view of money o u t l i n e d above. 

In the middle A t l a n t i c c o l o n i e s , on the other hand, both l a r g e 

increases and s e c u l a r reduct ions i n per c a p i t a money s tocks were observed . 

These changes d i d not produce p r i c e l e v e l or exchange r a t e movements expected 

on the b a s i s of the q u a n t i t y t h e o r y . Cur e x p l a n a t i o n f o r t h i s , and f o r the 

i n t e r r e g i o n a l d i f f e r e n c e s between New England and the other c o l o n i e s s t u d i e d , 

w i l l be that outs ide New England changes i n the stock of outs tand ing notes 

were accompanied by a p p r o p r i a t e changes i n a n t i c i p a t e d government income 

streams. This e x p l a n a t i o n w i l l r e l y on two o b s e r v a t i o n s . F i r s t , w h i l e on 

paper the monetary arrangements across c o l o n i e s d i d not vary i n any way c r u ­

c i a l t o our argument, loan o f f i c e p r o v i s i o n s f o r back ing currency appear t o 

have been admin is tered f a r more s c r u p u l o u s l y i n the middle A t l a n t i c c o l o n i e s 

than i n New England. This i s probably the most important d i f f e r e n c e between 

the two r e g i o n s . Secondly , however, t h e r e e x i s t i n d i c a t i o n s that land values 

remained more s t a b l e i n the m i d - A t l a n t i c a rea than i n New England. In l i g h t 
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of the r o l e p layed by land i n back ing n o t e s , t h i s o b s e r v a t i o n p r o v i d e s a 

p o s s i b l e a d d i t i o n a l reason f o r the r e l a t i v e success of currency arrangements 

i n the middle A t l a n t i c c o l o n i e s . 

I t w i l l be r e c a l l e d t h a t a l a rge component of the stock of paper 

money—loan o f f i c e notes—were loaned out on the s e c u r i t y of mortgaged p r o ­

p e r t y . The income streams generated by repayment of p r i n c i p a l on these loans 

served t o back the n o t e s . In order t o guarantee these income streams, p r o v i ­

s ions of loan o f f i c e b i l l s g e n e r a l l y r e q u i r e d that loans be made i n amounts of 

no more than h a l f the value of mortgaged p r o p e r t y . In the event of d e f a u l t s 

on l o a n s , the mortgaged property was t o be auct ioned o f f and the proceeds of 

the a u c t i o n used t o r e t i r e n o t e s . 

As i n d i c a t e d p r e v i o u s l y , t h e r e are s u b s t a n t i a l i n d i c a t i o n s t h a t 

p r o v i s i o n s meant t o prov ide secure f u t u r e income streams were b e t t e r observed 

i n the middle A t l a n t i c c o l o n i e s than i n New England. For i n s t a n c e , i n New 

England i t seems that p r o v i s i o n s s p e c i f y i n g s i z e s of loans were not much 

adhered t o . A c c o r d i n g t o Thayer (1953, p. 153), 

Genera l ly "the land-bank laws p r o h i b i t e d a loan of more 
than one h a l f the value of the property given i n s e c u r ­
i t y . One s u s p e c t s , however, that i n New England and the 
C a r o l i n a s the eva luators p a i d s l i g h t regard t o t h i s 
requirement, p e r m i t t i n g loans t o be made w i t h very i n ­
adequate s e c u r i t y . 

Moreover, de l inquent repayment was common. N e v e r t h e l e s s , mortgaged property 

was not s e i z e d f o r a u c t i o n . Again a c o r d i n g t o Thayer (1953, p. 157) , 

Many o f the e a r l y l a n d - b a n k s , e s p e c i a l l y i n New England, 
d i d not make p r o v i s i o n f o r y e a r l y payments on the p r i n c i ­
p a l . As a r e s u l t , when the loans came due the borrowers , 
more o f t e n than n o t , were unable t o pay o f f t h e i r debt . 
Instead of f o r e c l o s i n g on the mortgages as r e q u i r e d by 
the p r o v i s i o n s of the law, the l e g i s l a t u r e s u s u a l l y 
extended time t o the d e l i n q u e n t s . When the f i r s t i s sue 
became due i n Massachusetts i n 1719 l e s s than one h a l f o f 
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the p r i n c i p a l had been p a i d . Ten years l a t e r most o f t h e 
loans had been r e p a i d , but i t was another decade before 
a l l of the accounts were s e t t l e d . The same s t o r y h o l d s 
f o r the other loan i ssues i n Massachusetts , n o t w i t h s t a n d ­
ing the f a c t the laws a f t e r about 1720 r e q u i r e d both 
i n t e r e s t and p r i n c i p a l t o be p a i d on a y e a r l y b a s i s . 

Rhode I s land was even more l e n i e n t regard ing s e c u r i t y f o r l o a n s . 

Borrowers from Rhode I s l a n d o f t e n r e l e n t t o others i n Massachusetts , so that 

Rhode I s land o f f i c i a l s were o b v i o u s l y not sure what the u l t i m a t e back ing o f a 

loan was. Moreover, w h i l e the government of Massachusetts attempted t o d i s ­

courage t h i s p r a c t i c e , i t was unable t o do s o . As s t a t e d by F e l t ( l839» p» 

88) 

Rhode I s l a n d had [ in October 1733] a l s o ordered a l a r g e 
emiss ion of t h e i r b i l l s , w h i c h , as u s u a l , were expected 
t o have t h e i r c h i e f c i r c u l a t i o n i n Massachusetts . 

He then s t a t e s t h a t (p. 89) "the governor of Massachusetts was d e s i r e d t o send 

out a proc lamat ion warning the people t o be on t h e i r guard aga inst t a k i n g the 

l a t e b i l l s of Rhode I s l a n d . . . . Though a great and imposing e f f o r t was made 

t o keep the Rhode I s l a n d b i l l s out of our market, yet they soon f lowed i n and 

became c u r r e n t " . 

Of course t h a t c o l o n i a l loan o f f i c e r s d i d not adhere s t r i c t l y t o the 

p r o v i s i o n s of the laws does not imply t h a t d e f a u l t s were a problem. However, 

P o t t e r (1865, p. 106) says of Rhode I s land that 

In the emiss ion of a bank o f £ 1 0 0 , 0 0 0 , i n August , 1738, 
p r o v i s i o n was made f o r l o a n i n g i t and f o r s e c u r i n g the 
payment of the i n t e r e s t , as w e l l as the p r i n c i p a l , by 
mortgage. The colony had l o s t a c o n s i d e r a b l e part of the 
i n t e r e s t of former banks, as i t was only secured by 
bonds, 

which adequately i l l u s t r a t e s the problems that arose . 

Thus, i n New England a d m i n i s t r a t i o n of the loan o f f i c e was not 
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conducive t o secure back ing of n o t e s . While again the law was not always 

adhered to i n the middle c o l o n i e s , Thayer (1953, p. 157) s t a t e s that 

The middle c o l o n i e s came nearest t o l i v i n g up t o t h e 
l e t t e r of the law but even i n Pennsy lvania no p e n a l t i e s 
were imposed f o r payments made one, two, or even t h r e e 
months l a t e . 

This c o n t r a s t s s t r o n g l y w i t h Thayer 's statement about Massachusetts . A l s o , 

o f f i c i a l s i n the Middle A t l a n t i c reg ion were more scrupulous i n f o l l o w i n g 

p r o v i s i o n s regard ing s e c u r i t y f o r l o a n s . 

That Pennsylvania loan o f f i c e est imators d i d not o v e r ­
value property i s shown by the records of property s o l d 
on d e f a u l t of payments. Usua l l y the amount due the loan 
o f f i c e was but a smal l part of the s a l e p r i c e . . . . The 
sa les on f o r e c l o s e d mortgages i n 1762 i n v o l v e d property 
i n a l l parts of the p r o v i n c e . C e r t a i n l y , as i s ev ident 
from the f i g u r e s , Pennsy lvania was t a k i n g no r i s k on 
property of t h i s k i n d . — ' 

I t seems, t h e n , that e f f o r t s were taken t o back notes f a r more 

secure ly i n the middle c o l o n i e s than i n New England. In a d d i t i o n , i t seems 

t h a t land values were more s t a b l e i n the middle c o l o n i e s than elsewhere, and 

hence that land p r o v i d e d a b e t t e r source of back ing t h e r e than i n New Eng­

l a n d . Again quot ing Thayer (1953, p. 153) , 

One can be q u i t e c e r t a i n , however, t h a t land outs ide o f 
t h e middle c o l o n i e s was not a very good s e c u r i t y f o r any 
money. . . . In Pennsy lvan ia , however, there are records 
which c l e a r l y show that the reverse was the case i n t h a t 
p r o v i n c e . 

Thayer (1953, p. 155) a l s o documents the low l e v e l of demand f o r land i n New 

England, and c o n t r a s t s t h i s w i t h other c o l o n i e s : 
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The loan o f f i c e i n the middle c o l o n i e s almost always had 
a w a i t i n g l i s t f o r l o a n s . T h i s , however, was not t r u e i n 
the other c o l o n i e s . . . . For example, about one h a l f o f 
the second Massachusetts i s sue of £ 1 0 0 , 0 0 0 was not used, 
the l o c a l o f f i c e r s r e p o r t i n g t h a t the money remained i n 
t h e i r hands without borrowers . 

In s h o r t , t h e n , p r o v i s i o n s meant t o prov ide adequate income streams 

f o r back ing notes were not c l o s e l y f o l l o w e d i n New England. This i s demon­

s t r a t e d g r a p h i c a l l y by the f a c t t h a t , accord ing t o Brock (1975, Table I IA), i n 

1740 6k% of the outs tand ing stock of paper currency i n Massachusetts was 

overdue f o r r e t i r e m e n t . Consequently, i t i s not s u r p r i s i n g t h a t the value of 

these l i a b i l i t i e s was not s t a b l e . On the other hand, i n New York, P e n n s y l ­

v a n i a , and New Jersey notes were backed i n such a way that t h e i r value was 

r e t a i n e d . In other words, the currency experiences of these c o l o n i e s as 

opposed t o t h a t of New England i s c o n s i s t e n t w i t h the view t h a t government 

l i a b i l i t i e s which are backed are analogous t o p r i v a t e l y i s sued l i a b i l i t i e s , 

i . e . , t h e i r value depends c r u c i a l l y on the nature of t h e i r b a c k i n g . 

D. Ending I n f l a t i o n i n Massachusetts 

As seen above, Massachusetts s u f f e r e d severe i n f l a t i o n and currency 

d e p r e c i a t i o n a f t e r 1720. Means of s t a b i l i z i n g currency v a l u e s , on the one 

hand, and of e m i t t i n g notes , on the o t h e r , became d i v i s i v e p o l i t i c a l i s ­

sues F i n a l l y i n 1748, w i t h the p r i c e s of wheat and molasses both more 

than seven times t h e i r 1720 l e v e l s , the c o l o n i a l governor recommended t h a t 

there be no new emissions of n o t e s . I t was then moved i n the c o l o n i a l l e g i s ­

l a t u r e that specie t o be rece ived by Massachusetts as recompense f o r expenses 

i n the prev ious war w i t h the French be used t o r e t i r e the outstanding notes o f 

the c o l o n y . A committee of r e p r e s e n t a t i v e s from Massachusetts met w i t h r e p r e ­

s e n t a t i v e s of New Hampshire, Rhode I s l a n d , and Connect icut t o recommend the 

same course of a c t i o n t o them, but these c o l o n i e s r e j e c t e d the p r o p o s a l . 
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In 1749, t h i s p r o p o s a l passed the Massachusetts l e g i s l a t u r e . As 

descr ibed by F e l t (1839, p. 121-2) , 

A law i s made f o r the redemption of the Province b i l l s o f 
c r e d i t . I t r e q u i r e s a l l t h i s paper t o be exchanged at 
the t r e a s u r y by March 3 1 , 1750. . . . I f any of such 
b i l l s are kept back f o r a year a f t e r the time des ignated , 
they are t o be i r r e d e e m a b l e . I t appoints t h a t what t h e 
s p e c i e , t o be r e c e i v e d from England, l a c k s of paying 
these n o t e s , s h a l l be c a n c e l l e d by a t a x . I t appoints a 
p e n a l t y f o r t a k i n g or pass ing any of the New Hampshire, 
C o n n e c t i c u t , and Rhode I s l a n d n o t e s . 

However, t h i s p r o p o s a l had at f i r s t had l i t t l e impact on currency values i n 

Massachusetts . 

While the General Court were debat ing the q u e s t i o n , 
whether they would redeem t h e i r paper w i t h t h i s money, 
the i n h a b i t a n t s were g e n e r a l l y i n d i f f e r e n t , because they 
viewed the p lan as c h i m e r i c a l , and not l i k e l y t o be 
r e a l i z e d J^-' 

Then, as the redemption actual ly began, considerable opposition to i t was 

expressed. As described by Felt (1839, p. 129), 

redemption i s going on, money i s very scarce. A memorial 
i s l a i d before the Assembly, s tat ing that i t s subscribers 
are unable to obtain either paper or co in , for t h e i r work 
or wares, and therefore cannot pay t h e i r taxes; for which 
t h e i r property is seized and vended from one fourth to 
one tenth of i t s value. For such reasons they pray, that 
r e l i e f may be granted them in the premises. 

As a response to the ensuing shortage of specie, -^/ a b i l l was passed permit­

t i n g the treasury to issue c e r t i f i c a t e s , which di f fered from e a r l i e r notes in 

that they were redeemable in specie. In F e l t ' s words (l839> P« 131), 

To supply a medium of exchange, a b i l l passes f o r the 
Treasurer t o i s sue c e r t i f i c a t e s , on i n t e r e s t , t o be p a i d 
by December 31, 1751. • • • 
[This prov ided f o r ] i s sue o f t r e a s u r y notes f o r money 

borrowed f o r the Province on i n t e r e s t . This precedent 
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became a p r a c t i c e . S i m i l a r s e c u r i t i e s were c o n t i n u a l l y 
i s sued t o meet the disbursements o f the government. 
Though i t passed b u s i n e s s , on s p e c i a l agreements, y e t i t 
was not a l lowed t o be l e g a l t e n d e r . I t was emitted from 
the t r e a s u r y t i l l the R e v o l u t i o n , and was then soon 
renewed under a d i f f e r e n t a d m i n i s t r a t i o n . 

With t h i s new monetary regime i n p l a c e , currency values s t a b i l i z e d 

almost immediately. As i n d i c a t e d i n Table 6, which g ives exchange r a t e s 

aga inst s t e r l i n g , d e p r e c i a t i o n had been steady and severe through 1749* In 

1750, as the new regime (with new denominations) was implemented, currency 

values became s t a b l e and remained completely so u n t i l the system was tempo­

r a r i l y suspended dur ing the French and Indian War. In p a r t i c u l a r , the month 

t o month f l u c t u a t i o n s i n exchange r a t e s b e f o r e 1750 c o n t r a s t very s h a r p l y w i t h 

the v i r t u a l constancy of exchange rates a f t e r 1751. In a d d i t i o n , as Table 7 

i n d i c a t e s , a f t e r 1750 p r i c e s g e n e r a l l y f e l l . 

I t might be suspected, however, t h a t t h i s s t a b i l i z a t i o n of exchange 

r a t e s and p r i c e s occurred f o r reasons that had nothing t o do w i t h Massachu­

s e t t s ' currency reform. For i n s t a n c e , i n 1751 the Currency Act p r o h i b i t e d the 

c o l o n i e s of New England from f u r t h e r i ssues of l e g a l tender n o t e s . However, 

the p r a c t i c a l e f f e c t s of t h i s p r o h i b i t i o n seem t o have been n i l . To see the 

impact that the currency reform d i d have i n Massachusetts , i t i s u s e f u l t o 

c o n s i d e r the post 1750 experiences of New Hampshire, Rhode I s l a n d , and Con­

n e c t i c u t . Exchange r a t e s f o r these c u r r e n c i e s aga inst s t e r l i n g are presented 

i n Table 8. June 1750 marked the date of the h ighest exchange r a t e aga inst 

London f o r Massachusetts currency u n t i l 1758. By c o n t r a s t , New Hampshire and 

Rhode I s l a n d c u r r e n c i e s both deprec iated over 50% between 1750 and 1755. In 

Connect icut t h i s d e p r e c i a t i o n was k0%,. Thus, i n s p i t e of the massive d e p r e ­

c i a t i o n s c o n t i n u i n g i n each of i t s ne ighbor ing c o l o n i e s , "currency reform" i n 

Massachusetts put an end t o i n f l a t i o n and d e p r e c i a t i o n of i t s c u r r e n c y . 
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Moreover, t h a t i t d i d so w h i l e note i s s u e s i n c r e a s e d d r a m a t i c a l l y w i l l be seen 

i n the next s e c t i o n . 

I t w i l l be noted t h a t the evidence from t h i s "currency reform" i s 

very s i m i l a r t o t h a t presented by Sargent (1981) f o r currency reforms i n 

c o u n t r i e s e x p e r i e n c i n g h y p e r i n f l a t i o n s i n the 1920s. In both Massachusetts 

and those c o u n t r i e s , c u r r e n c i e s which had been only p o o r l y backed or unbacked 

were replaced by c a r e f u l l y backed c u r r e n c i e s . The r e s u l t i n each case was a 

near immediate end t o i n f l a t i o n , which i n Massachusetts was a phenomenon of 

t h i r t y years d u r a t i o n . 

In the case of Sargent ' s ev idence , i t has been quest ioned whether 

t h i s means of ending an i n f l a t i o n i s " r e l e v a n t " f o r contemporary economies. 

In p a r t i c u l a r , i t has been suggested t h a t nominal c o n t r a c t i n g broke down under 

extremely high r a t e s of i n f l a t i o n . Only the breakdown of t h i s c o n t r a c t i n g 

permit ted a speedy end of the h y p e r i n f l a t i o n s , accord ing t o t h i s v iew. In 

l i g h t of t h i s argument, one might wonder whether an absence of such a r r a n g e ­

ments permitted the r a p i d cure of i n f l a t i o n i n c o l o n i a l Massachusetts . 

In f a c t , i t i s easy t o document the preva lence of nominal c o n t r a c t ­

i n g i n Massachusetts a t t h i s t i m e , and i n other c o l o n i e s as w e l l . Th i s p r e ­

valence i s s u r p r i s i n g i n l i g h t of the l a r g e " b a r t e r component" of c o l o n i a l 

exchange. In p a r t i c u l a r , exchanges were o f t e n based on " b a r t e r c o n t r a c t s " i n 

which one agent would d e l i v e r some commodity i n exchange f o r promised d e l i v e r y 

o f some other commodity i n the f u t u r e . In view of the f a c t that " i n d e x a t i o n " 

of such c o n t r a c t s would seem easy t o a r r a n g e , i t i s something of a p u z z l e t h a t 

nominal c o n t r a c t i n g was so p r e v a l e n t . As Baxter ( l 9 4 5 , p. 33) s t a t e s ( i n 

d i s c u s s i n g Thomas Hancock) 
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What i s r e a l l y s u r p r i s i n g i s t h a t b a r t e r c o n t r a c t s were 
not framed w i t h an eye t o s t a b l e v a l u e s . As we have 
seen, most of Hancock's exchanges of goods were a r r a n g e d , 
not on the b a s i s o f I ' l l g ive you x b a r r e l s of beef f o r y 
g a l l o n s of m o l a s s e s , " but I ' l l s e l l you f x of b e e f , you 
can l a t e r square our account wi th molasses t o the value 
o f f x a t the p r i c e s then c u r r e n t . 

He a l s o says t h a t i ^ / "payment i n k i n d was not a device by which c r e d i t o r s 

avoided changes i n the value of money." He then documents the preva lence o f 

these c o n t r a c t i n g p r a c t i c e s i n New England p r i o r t o 1750, and they are a l s o 

easy t o document i n the Midd le A t l a n t i c c o l o n i e s , where the r e l a t i v e s t a b i l i t y 

o f currency values makes them l e s s s u r p r i s i n g . Thus, t h i r t y years of i n f l a ­

t i o n were ended i n Massachusetts i n 1750 d e s p i t e the prevalence o f nominal 

c o n t r a c t i n g as a means of doing b u s i n e s s . 

V. Monetary D e f i c i t Finance i n the Co lon ies 

During the p e r i o d when loan o f f i c e s operated, s e v e r a l c o l o n i e s were 

able t o pay a l l government expenses from the i n t e r e s t proceeds on l o a n s . 

Thus, these c o l o n i e s e f f e c t i v e l y had no system f o r t a x a t i o n . Other c o l o n i e s 

had only a l i m i t e d apparatus f o r r a i s i n g t a x e s . The French and Indian War was 

the f i r s t ins tance i n which many c o l o n i e s had l a r g e susta ined governmental 

e x p e n d i t u r e s . No colony could f inance such expenditures through t a x a t i o n . 

Thus, some c o l o n i e s r e s o r t e d t o monetary f inance of d e f i c i t s wh ich , f o r them, 

were q u i t e l a r g e . Other c o l o n i e s , such as V i r g i n i a which had no p r i o r e x p e r i ­

ence wi th paper money, p r e f e r r e d t o borrow t o f inance t h e i r d e f i c i t s . How­

ever , t h i s proved imposs ib le i n view of the l a r g e amounts r e q u i r e d . T h e r e ­

f o r e , even i n V i r g i n i a "arose an a b s o l u t e n e c e s s i t y of having recourse t o a 

paper c u r r e n c y . "iL§/ 

The way i n which the c o l o n i e s responded t o these d e f i c i t s was t o 

f inance them by p r i n t i n g ( f o r the most p a r t ) i rredeemable n o t e s , some i n t e r e s t 
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bearing and some not, which were negotiable and which colonial governments 

were obligated to accept in payment of taxes. At the same time as note issue 

was authorized, however, colonial legislatures levied future taxes for r e t i r e ­

ment of the notes. Essentially, the working of this system was as follows. 

Notes were not redeemable for any commodities. Their retirement was effected 

by levying taxes payable in notes. As notes were received for taxes, they 

were destroyed. Clearly, then, this system backed notes with future tax 

receipts, and mitigated against the accumulation over a long period of any 

public debt. By way of contrast, Britain financed i ts wartime def ic i t by 

borrowing, without resort to any form of finance that is normally considered 

inflationary JLLIHZ/ 

According to the notion that money is valued as a claim to future 

government tax receipts, i t is important to know whether the colonies were 

scrupulous in providing taxes for retirement of note issues. In this regard, 

the statement of Nicholas (1912, p. 233) is revealing. Speaking of the taxes 

voted for retir ing notes, he says 

The Sums voted, at different Times, were upon proper 
Estimates; and Funds, the most ample and unexceptionable, 
were established for the Redemption of the Treasury 
Notes; indeed, I can say with great Truth, that the 
Assembly was so scrupulous in this Matter, that, rather 
than there should be the smallest Doubt of their S u f f i ­
ciency, they valued the funds at much less, than those, 
who were best acquainted with them, were persuaded they 
would y ie ld. 

The same seems generally to have been true of the other colonies. 

An overview of the magnitude of per capita note issues is provided 

in Table 9. The increase in note issue from 1755 to 1760 is striking in a l l 

of the colonies. Per capita note issue rose 278$ in Pennsylvania, 89$ in New 

York, 71+9# in Virginia, 791$ in Massachusetts, and by 6 l .5$ in Rhode Island. 
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Thus, from 1755 t o 1760, the c o l o n i e s exper ienced dramatic increases i n t h e i r 

money s u p p l i e s . 

In s p i t e of these i n c r e a s e s , currency values remained remarkably 

s t a b l e . Table 10 presents i n d i c e s of exchange r a t e s of these c u r r e n c i e s 

aga inst s t e r l i n g . Except f o r Rhode I s l a n d , the c o l o n i e s presented d i s p l a y 

v i r t u a l l y no d e p r e c i a t i o n of t h e i r c u r r e n c i e s . In Massachusetts , the value o f 

currency i n c r e a s e d , New York experienced a 1% a p p r e c i a t i o n i n i t s currency 

from 1755 t o 1760, V i r g i n i a exper ienced a 9% d e p r e c i a t i o n as i t i n c r e a s e d i t s 

note i ssue by over 700% per c a p i t a , and Pennsylvania notes a p p r e c i a t e d as 

w e l l . Rhode I s land d i d exper ience a hl% d e p r e c i a t i o n a long w i t h i t s 6l.5% 

i n c r e a s e i n note i s s u e . However, from 1750 t o 1755 Rhode I s land currency 

deprec iated by 83% as per c a p i t a note i s s u e increased by 31%*^-' Thus, even 

f o r Rhode I s l a n d t h i s experience represents r e l a t i v e s t a b i l i t y of currency 

v a l u e s . 

Some data on p r i c e l e v e l s are presented i n Table 11. In Massa­

c h u s e t t s , the p r i c e of wheat was llf h igher i n 1760 than i n 1755, w h i l e the 

p r i c e of molasses was h2% h igher than i n 1755. These are hard ly dramatic 

wartime i n f l a t i o n s by any s tandards , and do not seem t o be e x c e p t i o n a l p r i c e 

20 / 

r i s e s i n l i g h t of the near ly n i n e - f o l d increase i n per c a p i t a note i s s u e . — ' 

P r i c e l e v e l movements i n Pennsy lvania and New York are not remarkably d i f f e ­

r e n t . Over the f i v e year p e r i o d 1755-1760, p r i c e s i n Pennsy lvania rose 11.1% 

and i n New York p r i c e s rose 19.7%. In view of the 278% i n c r e a s e i n per c a p i t a 

note c i r c u l a t i o n i n Penns y lvan i a , and the 89% increase i n New York, these 

would seem t o be q u i t e moderate wartime i n f l a t i o n s . Thus, the e a r l y wartime 

experiences of the c o l o n i e s c e r t a i n l y run counter t o what one would expect on 

the bas i s of the q u a n t i t y t h e o r y . Moreover, as note i s sues tended t o be 

c a r e f u l l y backed by f u t u r e tax r e c e i p t s , these experiences are h i g h l y c o n ­

s i s t e n t wi th the a l t e r n a t e view presented above. 
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While the war cont inued u n t i l 1763, i t w i l l be noted from Table 9 

t h a t per c a p i t a note i s sue d e c l i n e d markedly from 1760 t o 1765 i n a l l the 

c o l o n i e s . This d e c l i n e i n d i c a t e s the r a p i d i t y wi th which notes were r e t i r e d 

a f t e r the war, and i s as s t r i k i n g as the wartime note i s s u e . Dur ing these 

f i v e y e a r s , per c a p i t a note i s sue i n Pennsylvania f e l l k6%, V i r g i n i a i s s u e 

f e l l kU%, and Rhode I s l a n d i s sue f e l l 55$. These reduct ions i n the supply o f 

c o l o n i a l cur renc ies are not r e f l e c t e d i n currency v a l u e s , however. In f a c t , 

dur ing t h i s p e r i o d a l l of the c o l o n i e s experienced d e p r e c i a t i o n s ranging from 

3$ t o lh%. Nor d i d p r i c e s d e c l i n e i n response t o the wi thdrawal o f n o t e s . As 

Table 11 i n d i c a t e s , from 1760 t o 1765 p r i c e s f e l l by 5.8$ i n Pennsy lvania and 

t h e r e a f t e r were h i g h e r than the 1765 l e v e l d e s p i t e wi thdrawals of n o t e s . 

S i m i l a r l y , p r i c e s i n New York f e l l 9$ from 1760 t o 1765, and rose t h e r e a f t e r 

d e s p i t e a cont inued r e d u c t i o n i n per c a p i t a note c i r c u l a t i o n . 

Looking a t the p e r i o d 1760 t o 1770 i s perhaps even more dramat ic . 

Over these t e n y e a r s , per c a p i t a note i s s u e i n Pennsylvania f e l l 68$, i n New 

York f e l l 86$, i n Rhode I s land f e l l 96$, and i n V i r g i n i a f e l l 98$. Despite 

these spectacu lar c o n t r a c t i o n s of c o l o n i a l currency s u p p l i e s , Pennsy lvania 

experienced only 3$ a p p r e c i a t i o n aga inst s t e r l i n g over the decade, New York 

currency d id not a p p r e c i a t e , V i r g i n i a currency a p p r e c i a t e d 16$ and Rhode 

I s l a n d currency deprec iated by 30$. The s t o r y i s s i m i l a r w i t h respect to the 

p r i c e l e v e l . P r i c e s i n New York were only 2% lower i n 1770 than i n I76O. In 

Pennsy lvania p r i c e s were only 3$ lower i n 1770 than i n 1760, d e s p i t e the 68$ 

d e c l i n e i n note i s s u e per c a p i t a . C l e a r l y , t h e n , the q u a n t i t y theory a lone 

cannot confront these o b s e r v a t i o n s . 

As was the case p r i o r t o the French and Indian War, Massachusetts 

presents an i n t e r e s t i n g c o n t r a s t w i t h the other c o l o n i e s . By 1770, each o f 

the other co lon ies cons idered had reduced i t s money supply t o a l e v e l a p p r o x i -
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mating (or i n most cases much below) the pre-war l e v e l . In Massachusetts , 

however, the per c a p i t a stock of notes i n c i r c u l a t i o n was more than 6 t imes 

l a r g e r i n 1765 than i n 1755, and i n 1770 was s t i l l 1.7 t imes as l a r g e as i n 

1755. Nonetheless , i n 1765 the p r i c e s of a l l commodities were lower than i n 

1755, and exchange r a t e s remained v i r t u a l l y unchanged. S i m i l a r l y , i n 1770 t h e 

exchange rate had apprec iated r e l a t i v e t o i t s 1755 l e v e l , molasses was lkf 

cheaper (despite the 70% i n c r e a s e i n n o t e s ) , and wheat was only 5% more expen­

s i v e than i n 1755. These f a c t s seem p a r t i c u l a r l y d i f f i c u l t t o r e c o n c i l e w i t h 

the q u a n t i t y t h e o r y . Moreover, l e s t one wonder whether there could have been 

outf lows of specie which whol ly or p a r t i a l l y o f f s e t the movements i n paper 

currency s t o c k s , i t w i l l be r e c a l l e d t h a t i n Sect ion I I we argued t h a t changes 

i n specie stocks should have g e n e r a l l y p a r a l l e l e d changes i n the outs tand ing 

stock of notes dur ing t h i s p e r i o d . Thus, such a mechanism i s u n l i k e l y t o have 

been r e s p o n s i b l e f o r the observed movements i n p r i c e s and exchange r a t e s . 

I t i s harder t o i n t e r p r e t the post-1760 data as support ive of a l t e r ­

nate t h e o r i e s , however. During t h i s t ime t h e r e was i n c r e a s i n g i n t e r f e r e n c e 

from B r i t a i n i n c o l o n i a l monetary a f f a i r s . I t i s beyond the scope o f t h i s 

paper t o attempt t o d i s e n t a n g l e these e f f e c t s from the way i n which the c o l o ­

n ies conducted t h e i r monetary a f f a i r s . However, i t w i l l be noted t h a t none o f 

the observat ions presented are at a l l i n c o n s i s t e n t w i t h the view that " r e p r e ­

s e n t a t i v e " monies are valued i n much the same way as are c la ims on f i r m s . 

V I . "Monetary" versus " R e a l " Factors 

To t h i s po int our d i s c u s s i o n has focused on exp lanat ions of p r i c e 

l e v e l movements which r e l y e i t h e r on (a) per c a p i t a money stock movements, and 

these a l o n e , or (b) per c a p i t a money supply movements coupled w i t h the b e ­

h a v i o r of u n d e r l y i n g f i s c a l p o l i c y . In other analyses of the type b e i n g 

conducted here , whenever p r i c e l e v e l movements f a i l more or l e s s t o m i r r o r 
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movements i n the money s u p p l y , i t i s t y p i c a l t o examine the behavior of b o t h 

pi / 

v e l o c i t y and r e a l output e x p l i c i t l y . ' In our case t h i s i s not p o s s i b l e , 

s ince absence of any data on r e a l output f o r the c o l o n i e s prec ludes such an 

examinat ion . Hovever, t h i s does not mean that nothing i s known about economic 

growth dur ing the c o l o n i a l p e r i o d . In the remainder of t h i s s e c t i o n , t h e n , i t 

i s argued t h a t our focus on movements i n the per c a p i t a money supply i s gener­

a l l y adequate t o account f o r movements i n r e a l output f o r the purposes o f t h i s 

s t u d y . To the extent that t h i s i s not f u l l y adequate t o account f o r v a r i a t i o n 

i n r e a l output , we w i l l argue t h a t f a i l u r e t o account f o r such v a r i a t i o n 

b iases our r e s u l t s i n favor of the q u a n t i t y t h e o r y . Hence, t h i s omiss ion w i l l 

not a l t e r the c o n c l u s i o n s obta ined h e r e . 

To b e g i n , t h e n , i t should be noted that s t u d i e s of the money-price 

r e l a t i o n s h i p i n the c o l o n i a l p e r i o d t y p i c a l l y operate on the assumption t h a t , 

over s u f f i c i e n t l y l o n g p e r i o d s , economic growth c o i n c i d e s w i t h p o p u l a t i o n 

growth. This i s e x p l i c i t , f o r i n s t a n c e , i n Letwin (1981), which adopts as a 

working hypothes is (p. k6rj) t h a t per c a p i t a income was unchanged between 1730 

and 1775 ( i n P e n n s y l v a n i a ) . A more systemat ic study of v a r i a t i o n i n r e a l 

output i s undertaken by Egnal (1975), who concludes that "between 1720 and 

1775 the growth of p o p u l a t i o n was the most important reason f o r the i n c r e a s i n g 

t o t a l output of the c o l o n i e s . The r i s e i n per c a p i t a product . . . made a 

comparable c o n t r i b u t i o n t o t o t a l output only between 1745 and 1760" (Egnal , p . 

199) . Hence f o r most o f our p e r i o d , the focus on per c a p i t a money stocks 

probably accounts adequately f o r r e a l growth. 

Of course , the c o l o n i a l p e r i o d d i d d i s p l a y standard business c y c l e s . 

While any systemat ic examination of these c y c l e s i s beyond the scope o f t h i s 

paper, there i s one very obvious p o i n t t h a t can e a s i l y be made. In p a r t i c u ­

l a r , the most dramatic evidence presented here d e r i v e s from the French and 
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Indian War p e r i o d . During t h i s e p i s o d e , per c a p i t a money s tocks rose d r a m a t i ­

c a l l y (between about 1755 and 1 7 6 l ) , and f e l l d r a m a t i c a l l y t h e r e a f t e r . Never­

t h e l e s s , rates o f p r i c e increase were not h igh dur ing the f i r s t s u b p e r i o d , nor 

were they p a r t i c u l a r l y low t h e r e a f t e r . This i s a l l the more d i f f i c u l t t o 

e x p l a i n by t r a d i t i o n a l methods g iven that the 1755-1760 p e r i o d c o n t a i n s a 

standard wartime boom, and the I76O-I765 p e r i o d a standard postwar r e c e s s i o n . 

Moreover, the l a t t e r was exacerbated by wel l -known B r i t i s h and c o l o n i a l e c o ­

nomic a c t i o n s and r e a c t i o n s dur ing the lj60s^-^ Both these f a c t s make p r i c e 

l e v e l behavior even more d i f f i c u l t t o understand by c o n v e n t i o n a l means. Hence 

the f a i l u r e t o e x p l i c i t l y account f o r r e a l f a c t o r s here s h o u l d , a t the l e a s t , 

not b i a s our r e s u l t s against the q u a n t i t y t h e o r y , and more l i k e l y , a more 

complete attempt t o account f o r these f a c t o r s would strengthen our argument. 

V I I . Conclus ion 

Each of the c o l o n i e s ran an e s s e n t i a l l y independent "monetary p o l ­

i c y " p r i o r t o the 1760s. When c o l o n i a l c u r r e n c i e s were c a r e f u l l y backed by 

f u t u r e governmental s u r p l u s e s , they he ld t h e i r value remarkably w e l l . When 

such backing was not c a r e f u l l y p r o v i d e d , d e p r e c i a t i o n was the r u l e . The 

q u a n t i t y of notes i s s u e d , on the other hand, bears l i t t l e r e l a t i o n t o currency 

v a l u e s , or t o c o l o n i a l p r i c e l e v e l s . Does t h i s , t h e n , c o n s t i t u t e a r e f u t a t i o n 

o f the q u a n t i t y theory? 

The answer i s that i t would seem that i t does, f o r the f o l l o w i n g 

reason. One l a s t attempt t o sa lvage a v e r s i o n of the q u a n t i t y theory might be 

t o note t h a t increases i n c o l o n i a l money s u p p l i e s were v i r t u a l l y always accom­

panied by promised f u t u r e monetary r e d u c t i o n s . As Sargent and Wal lace (1981) 

have p o i n t e d o u t , under c e r t a i n c ircumstances a n t i c i p a t e d f u t u r e monetary 

changes can dominate current changes i n t h e i r e f f e c t on p r i c e movements. 

Could t h i s e x p l a i n c o l o n i a l p r i c e l e v e l and exchange r a t e behavior? The 
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answer appears t o be no, because the mechanism through which the S a r g e n t -

Wal lace r e s u l t operates i s t h a t a n t i c i p a t e d f u t u r e i n f l a t i o n ( d e f l a t i o n ) 

accompanying f u t u r e monetary changes a f f e c t s current b e h a v i o r . A g lance at 

the Tables presented here w i l l i n d i c a t e t h a t i f c o l o n i s t s expected monetary 

reduct ions t o produce s i g n i f i c a n t d e f l a t i o n , they were badly d i s a p p o i n t e d . 

For i n s t a n c e , as we have seen, from 1760 t o 1770, p r i c e s i n Pennsy lvania f e l l 

3% and p r i c e s i n New York f e l l 2%. In l i g h t of the 68% and 86% per c a p i t a 

r e d u c t i o n s i n t h e i r r e s p e c t i v e money s u p p l i e s , c l e a r l y these monetary r e d u c ­

t i o n s were not producing s i g n i f i c a n t d e f l a t i o n s . Hence, the Sargent-Wal lace 

mechanism seems not to have been operat ive h e r e . Thus, the c o l o n i a l p e r i o d 

should be viewed as a r e f u t a t i o n of the p r o p o s i t i o n s , s t a t e d by Lucas (1980), 

which we have c i t e d above. 

For the most p a r t , c o l o n i a l monetary arrangements f inanced govern­

ment expend i tures , prov ided a medium of exchange when spec ie was inadequate 

f o r t h i s purpose, and maintained reasonably s tab le currency v a l u e s . B r i t i s h 

i n t e r f e r e n c e with these arrangements a f t e r 1760 occasioned much resentment, 

and F r a n k l i n informed the B r i t i s h that i n t e r f e r e n c e wi th monetary regimes had 

a l i e n a t e d the c o l o n i e s much more s e v e r e l y than the Stamp A c t . To a c e r t a i n 

extent the B r i t i s h u l t i m a t e l y permit ted some r e t u r n t o the loan o f f i c e system, 

but too l a t e t o p r o v i d e f o r much i n t e r e s t i n g h i s t o r y o f t h e s e . 

Under the A r t i c l e s of C o n f e d e r a t i o n , many of the s t a t e s r e v e r t e d t o 

t h e i r e a r l i e r methods of currency i s s u e . The f a c t that s t a t e notes were 

regarded d i f f e r e n t l y from the e s s e n t i a l l y unbacked C o n t i n e n t a l currency again 

provides support f o r the theory we have put f o r t h h e r e . In f a c t , the R e v o l u ­

t i o n a r y War debt, i n c l u d i n g s t a t e notes , can be viewed as a c l a i m t o f u t u r e 

tax r e c e i p t s , and the p e r i o d between the end of the war and 1792 p r o v i d e s 

f u r t h e r c o n f i r m a t i o n of the view espoused above. This i s the subject of f u t u r e 

r e s e a r c h . 
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In c o n c l u s i o n , t h e n , recent t h e o r e t i c a l developments have suggested 

t h a t the q u a n t i t y of money i s f a r l e s s important , even f o r p r i c e l e v e l move­

ments, than the way i n which i t i s i n t r o d u c e d . E a r l y American exper ience 

p r o v i d e s a u s e f u l l a b o r a t o r y f o r t e s t i n g t h i s v iew. This experience tends t o 

suggest that i t i s a v iewpoint which deserves more s e r i o u s c o n s i d e r a t i o n than 

i t seems t o have r e c e i v e d . 
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Notes 

-i/one c r i t i c i s m of the evidence provided by Sargent i s t h a t i t i s 

i r r e l e v a n t t o modern economies wi th e l a b o r a t e nominal c o n t r a c t u a l a r r a n g e ­

ments. I n t e r e s t i n g l y , we s h a l l see t h a t currency reform i n Massachusetts was 

s u c c e s s f u l d e s p i t e the apparent prevalence of nominal c o n t r a c t i n g . 

2/por a l l p r a c t i c a l purposes there were no p r i v a t e banks. See 

below. 

^ / A l t h o u g h , see the d i s c u s s i o n of New England below, 

-ii/see, e . g . , V o g e l ' s (1971*) study o f L a t i n A m e r i c a . 

-£/see the comment i n McCusker (1978, p. 7, n. 9 ) , and the r e f e r e n c e s 

prov ided t h e r e . 

—^By Robert Lucas and Edward P r e s c o t t . 

If Given the p r o f i t a b l e nature of these loan o f f i c e s , a n a t u r a l 

quest ion i s why no p r i v a t e land banks surv ived f o r any s i g n i f i c a n t length o f 

t i m e . The answer seems t o l i e i n the o p p o s i t i o n of c o l o n i a l governments t o 

p r i v a t e l y operated banks. On t h i s p o i n t see the d i s c u s s i o n s by B i l l i a s (1959) 

and F e l t (1839). I t should be noted t h a t a f t e r the disappearance o f the loan 

o f f i c e s , i t was some time before any banks v o l u n t a r i l y made a g r a r i a n loans i n 

the U.S. 

—^On the problem of spec ie shortages as be ing r e l a t e d t o l a r g e 

denomination c o i n s , see Hanson (1979, 1980). On the f a c t t h a t loan o f f i c e 

i s sues were meant p a r t l y t o address t h i s problem, see Lester (1938, 1939). 

-2/This f a c t i s i n t e r e s t i n g i n i t s e l f , s ince i t seems t o have been a 

somewhat endogenous matter of p r a c t i c e r a t h e r than an outcome imposed by 

p o l i c y . In l i g h t of the f a c t t h a t , dur ing much of the p e r i o d i n q u e s t i o n , 

Rhode I s land was r a p i d l y expanding i t s money supply , whi le Massachusetts was 

c o n t r a c t i n g i t s per c a p i t a stock of c i r c u l a t i n g n o t e s , i t i s i n t e r e s t i n g t h a t 

t h i s p r a c t i c e endured as l o n g as i t d i d . 
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12/Lester (1939) p. 20U. 

11/Thayer (1953) p. 157. 

1^/see the d i s c u s s i o n i n F e l t (1839), or the d i s c u s s i o n of d i sputes 

over the p r i v a t e l y operated Land and S i l v e r Banks i n B i l l i a s (1959)• 

l i / p e l t (1839) p. I2h. 

l ^ - / l t w i l l be r e c a l l e d t h a t shortages of smal l -denominat ion spec ie 

were one of the o r i g i n a l reasons f o r e s t a b l i s h i n g a loan o f f i c e . 

11/Page 25. 

— / T h i s i s the d e s c r i p t i o n o f Robert C a r t e r N i c h o l a s (1912, p. 232-

3 ) , who i n 1765 became Treasurer of V i r g i n i a . 

11/see the d i s c u s s i o n i n Adam Smith (1776). 

— / I t w i l l be noted that t h i s f i n a n c i n g scheme of u s i n g government 

debt and pre-announced l e v i e s of f u t u r e taxes i s q u i t e s i m i l a r t o the scheme 

considered by Barro (197*0 • 

12/Notice that the rates of d e p r e c i a t i o n reported i n t a b l e s 8 and 10 

f o r Rhode I s land d i v e r g e . This i s because Weiss ' (1970) f i g u r e s have been 

used i n Table 10. McCusker (1978) does not report exchange rates f o r Rhode 

I s l a n d during the 1760s. For t h i s reason the Weiss f i g u r e s appear i n Table 

10. 

— / a s a standard f o r comparison, from 19^0 t o 191+5 base money per  

c a p i t a rose 101.35$ i n the U.S . , M2 per c a p i t a rose 126.91$, the CPI rose 

28.lk%, and the WPI rose 3h,6l%. 

— / s e e , e . g . , Friedman and Schwartz (1963) and t h e i r d i s c u s s i o n of 

the greenback p e r i o d . 

l i / o n t h i s p o i n t see Ernst (1973). 
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Table 1 

Massachusetts 

N o t e a 

Issue (£ Exchange** Wheat 0 Wheat 0 Molasses^ Molasses 
per 1,000 Rate Index p r i c e p r i c e p r i c e p r i c e 

Date people) (1720 = 100) (Mass. f ) ( spec ie ) (Mass. i.) ( spec ie ) 

1720 2,087 100 7.00 3.98 2.00 

1725 3,171 132 8.73 3.93 2.00 0.90 

1730 2,938 15*i 10.75 3.76 3.00 1.05 

1735 2,556 16U 13.25 3.38 U.73 1.21 

171*0 2,159 239 13.00 8.00 

17^5 k,82k 17-92 3.1+9 9.5h 1.86 

1750 12,257 kne 50.256 U.79 15-176 1.81+ 

a Source: Data on note i s sues i s from Brock (1975), Table I I ( r e v i s e d ) . Data on p o p u l a ­
t i o n i s from U.S. Bureau of the census (1976), p. 1168. P o p u l a t i o n f i g u r e s 
f o r odd numbered years are i n t e r p o l a t e d . 

b Source: McCusker (1978, p. lU0-Ul). 

c Wholesale p r i c e i n s h i l l i n g s per b u s h e l . Source: Cole (1938), Appendix A. 

d Wholesale p r i c e i n s h i l l i n g s per g a l l o n . Source: Cole (1938), Appendix A . 

e Based on numbers reported f o r 171+9• 



Table l a 

New England B i l l s o f C r e d i t Outstanding' 

Date i. per 1,000 p o p u l a t i o n 

1720 1,620 

1725 2,300 

1730 2,277 

1735 2,770 

3,038 

1745 6,259 

1750 10,869 

a Source: Data on c i r c u l a t i n g notes are from Brock 
(1975), Table I I ( r e v i s e d ) . P o p u l a t i o n 
data are from U.S. Bureau of the Census 
(1976, p. 1168). Odd numbered years are 
based on p o p u l a t i o n i n t e r p o l a t i o n s . 



Table 2 

Pennsylvania 

Per C a p i t a " 
Note Issue P r i c e index c 

Note Issue (£ per 1,000 ( s i l v e r 
Date («E ) a people) e q u i v a l e n t ) 

1720 — 107.00 138.75 86.2 

1721 — 99.00 137.75 78.6 

1722 — 103.00 135.01 81.6 

1723 1*5,000 — 11*0.37 81*.3 

1721* 1*5,000 — 11*3.11 88.9 

1725 38,915 91*5 — 139.31* 96.6 

1726 38,890 — — 101.0 

1727 38,890 116.00 11*9.58 97.6 

1728 38,890 110.00 150.62 92.8 

1729 68,890 107.00 11*8.61 92.5 

1730 68,890 1,330 109.00 152.03 98.0 

1731 68,890 97.00 153.28 87 . I 

1732 68,890 90.00 160.90 83.6 

1733 68,890 91.00 166.91* 90.0 

1731* 68,890 — 170.00 87.2 

1735 68,890 1,000 9l*.00 166.11 87 .8 

1736 68,890 — 89.00 167.00 83.6 

1737 68,890 — 91.00 170.25 91 .1 

1738 68,890 — 92.00 160.1*2 91.1 

1739 80,000 — 81*.00 I69.69 82.2 

nko 80,000 935 90.00 165.1*5 87.3 

80,000 — 12U.00 l l*6. l i t 112.6 

Exchange P r i c e i n d e x e 

Rate^ (Pa. t) 
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17^2 80,000 110.00 159.38 108.3 

17^3 80,000 96.00 159-79 95.6 

nhk 80,000 89.OO 166.67 90.9 

17^5 80,000 780 86.00 17*+.77 92.7 

171*6 85,000 88.00 179-86 99-7 

85,000 96.00 183.78 110.6 

nk8 85,000 111.00 17*+.12 121+.7 

85,000 113.00 171.39 121.5 

1750 8U.500 707 113.00 170.60 113.0 

1751 81+,000 lll+.OO 169.86 112.8 

1752 83,500 117.00 166.85 111.9 

1753 82,500 lll+.OO 167.1*9 109-9 

175*+ 81,500 110.00 168.35 109.1 

1755 96,000 702 107.00 168.79 109.6 

a Source: L e s t e r (1938), p. 353. 

b Source: Weiss (1970), p. 779-

c Source: Cole (1938), Appendix C, Table 1+7. (Base nki-ks). 

d Source: McCusker (1978), p. 18U-5; Pa. £ per £100 s t e r l i n g . 

e Source: Bezanson, Gray, and Hussey (1935, P- 1+33) • 



Table 3 

New York 

Date 

a f 
Note issue ' 
(£ per 1,000 
population) 

Price index*3 

( s i l v e r 
equivalent) 

Exchange0 

rate Pr ice i 

1720 1,200 75-90 162.92 55 

1725 79.00 165.00 52 

1730 86.00 166.88 — 
1731 70.50 I65.OO — 
1732 63.00 I65.OO — 

1733 — I65.OO — 
173k — I65.OO — 

1735 — I65.OO — 
1736 62.25 165.00 — 

1737 — 165.00 — 
1738 — 165.OO — 

1739 69.67 166.67 — 
17^0 1,255 73.00 166.25 — 
lfkl 159.1*1* — 
Hh2 170.97 — 
nk3 nk. 61 — 
nkk 59.00 175-h2 — 

1745 62.00 183.33 — 
1746 185.83 — 

191.U6 — 

103.83 183.39 — 

93.00 1T6.U6 68 
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1750 2,000 82.75 179.33 60 

1751 89.08 181.50 65 

1752 91.00 175.92 66 

1753 89.50 179-39 65 

1754 88.92 179.72 65 

1755 1,850 90.75 180.13 66 

a Source: Weiss (1970), p. 779-

b Source: Cole (1938), Appendix B, annual average from Table 39« (Base 176l-
65). 

c Source: McCusker (1978), p. 163-6)4, (N.Y. £ per £100 s t e r l i n g ) , 

d Source: Warren, Pearson, and Stoker (1932), p. 215-6. 

f Weiss r e p o r t s a per c a p i t a stock o f £2,500 f o r 1745* However, t h i s f i g u r e i s 
i n c o n s i s t e n t wi th the reported t i m i n g and q u a n t i t y o f note emiss ions r e p o r t e d 
by Brock (1975, Table I V ) , and w i t h the p o p u l a t i o n f i g u r e s reported by the 
Census Bureau (1976). Thus, t h i s f i g u r e has been o m i t t e d . 



Table 1* 

New Jersey 

Per C a p i t a N o t e b Exchange R a t e c 

Currency i n a C i r c u l a t i o n (per (N. J . per £100 
Date C i r c u l a t i o n ( £ ) 1000 p o p u l a t i o n ) s t e r l i n g ) 

1721+ 1+0,000 11+9.00 

1730 17,61+0 1+70 

1735 22,700 

1736 20,000 

1737 60,000 170.00 

1738 60,000 

1739 60,000 168.33 

171+0 62,000 1,207 160.62 

nki 61,000 11+2.50 

1742 61,000 150.00 

1743 57,500 160.00 

1746 57,350 182.50 

1747 50,850 

1748 1+3,350 

1749 37,850 170.00 

1750 32,850 i»6o 173.75 

1751 27,850 — 172.50 

1752 22,850 — 166.25 

1753 — 167.50 

1751+ 3,000d in 168.17 

1755 — 170.00 

a Source: Brock (1975), Table V I . 

b Approximations based on i n t e r p o l a t i n g p o p u l a t i o n f i g u r e s i n Table Z 
1-23 (p. 1168), U.S. Bureau o f the Census (1976). 

c Source: 1721+ f i g u r e i s from L e s t e r (1939), P« 192, the remaining 
f i g u r e s are from McCusker (1978), p. 172-73. 

d Source: 1751* f i g u r e i s from L e s t e r (1939), p. 193. 



Table 5 

Rhode I s l a n d 

Note i s s u e a 

(£ per 1.00C 
Date p o p u l a t i o n ) (1720 = 100) 

(£ per 1,000 Exchange Rate Index b 

1720 3,^00 100 

1725 2,5^0 132 

1730 5,800 151* 

1735 11,900 16k 

1740 18,300 239 

1745 22,000 29h 

1750 It*,900 U71 

a Source: Weiss (1970, p. 779) . 

b Source: McCusker (1978, p. ikO-kl). 



Table 6 

Massachusetts Exchange Rates 
(£ Massachusetts per £100 s t e r l i n g ) 

Date 

1745: 
January 600.00 
February 550.00 
March 550.00 
A p r i l 700.00 
May 700.00 
June 570.00 
J u l y 700.00 
August 700.00 
September 700.00 
October 700.00 
November 65O.OO 
December 617.50 
(annual average) 61+1*. 79 

1746: 
January 585.OO 
September 700.00 
(average) 6U2.50 

1747: 
June 950.00 
September 875-00 
December 950.00 
(average) 925.00 

1748: 
March 950.00 
J u l y 875.00 
(average) 912.50 

1749: 
January 1,000.00 
A p r i l 975.00 
December 1,125.00 
(average) 1,033.33 

1750: 
January 150.00 
A p r i l 150.00 
June 135.33 
September 126.67 
October 126.67 
November 133.33 
(average) 137.33 
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1751: 
May 133.33 
(average) 133.33 

1753: 
March 126.67 
May 133-33 
(average) 130.00 

1754: 
February 133.33 
(average) 133.33 

1755-1757: 
(each month, 133.33 
23 o b s e r v a t i o n s ) 

a Source: McCusker (1978), p. ikl. M i s s i n g 
observat ions are not a v a i l a b l e . 



Table 7 

Prices of Wheat and Molasses in Boston 

Date Wheat Molasses' 

1750 U.79 1.8U 

1751 '+•55 1.614 

1752 It.78 1.70 

1753 h.Ik 1.77 

175*t 5.02 I.65 

a Source: Cole (1938), Appendix A. 

b S h i l l i n g s per bushel, 

c Sh i l l ings per ga l lon . 



Table 8 

Rates of Exchange, at the Standard P r i c e and Current Market P r i c e o f S i l v e r i n England 
(Pounds c o l o n i a l per £100 s t e r l i n g ) . a 

New Hampshire Rhode I s land Connect icut 

Date 
Standard 

P r i c e 
Current Market 

P r i c e 
Standard 

P r i c e 
Current Market 

P r i c e 
Standard 

P r i c e 
Current Market 

P r i c e 

1749 1,122.58 1,078.07 1,161.29 1,115.21+ 1,103-23 l,059«1+8 

1750 1,003.16 958.19 l,2l+l+.52 1,188.72 1,025.81 979*82 

1751 1,133.1(2 1,080.28 l,2l+l+.52 1,186.16 — 

1752 1,222.26 1,11+5.06 1,333.36 1,21+9.l!+ 1,21+8.39 1,169-5't 

1753 1,266.77 1,173.11 1,555-55 1,1+1+0.5U 1,258.06 1,165.05 

1754 1,333.36 1,21+9.33 1,666.81. 1,561.80 l,335-1+8 1,251.32 

1755 1,555-55 1,1+91+. 10 1,889.03 l,8ll+.l+l 1,1+32.26 1,375-68 

1756 2,000.13 1,931.29 2,333«1*2 2,253.11 133.33 b — 

a Source: McCusker (1978), p. 153. 

b Change o f u n i t s . 



Table 9 

Nominal Note Issues (per 1,000 population) 

Date Pennsylvania 3 - New York 3 , V i rg in ia 8 " Massachusetts^ Rhode Island 

1750 707 2,000 0 ll*,900 

1755 702 1,850 212 250 19,500 

1760 2,660 3,500 1,800 2,229 31,500 

1765 1,1*1+0 1,000 1,536 1U.200 

1770 855 502 39 1*26 1,300 

177** 801* 1,030 226 3,650 

a Source: Weiss (1970), p. 779* 
b Source: Data on note issues i s from Brock (1975), Table IX (Revised). Popula­

t ion data i s from U.S. Bureau of the Census (1976), p. 1168. Population 
f igures for years other than 1760 and 1770 are interpolated. 



Table 10 

Indices o f Exchange Rates w i t h London 
(1750 = 100) 

Date B o s t o n a Rhode I s l a n d b P h i l a d e l p h i a 0 New Y o r k d V i r g i n i a * 5 

1750 100 100 100 100 100 

1755 97 183 99 100 103 

1760 9b 258 93 93 112 

1765 97 295 100 102 128 

1770 92 335 90 93 91* 

177*+ 99 335 99 101 103 

a Sourc e: McCusker (1978, pp. 1U0-U2). 

b Source: Weiss (1970, p. 778) • 

c Sourc e: McCusker (1978, pp. 18U-86). 

d Source: McCusker (1978, pp. 163-65). 

e Source: McCusker (1978, pp. 210-12). 



Table 11 

Price Levels 

Massachusetts 

1755 

1756 

1757 

1758 

1759 

1760 

1761 

1762 

1763 

1761* 

1765 

1766 

1767 

1768 

1769 

1770 

Wheat, 
pr ices 

5.U» 

U.95 

It. 

it.56 

5.56 

5.76 

5-53 

6.10 

6.33 

5.0U 

it.90 

5.3li 

5.90 

6.00 

5.23 

5-39 

Molasses 
p r i c e s 0 

1.59 

1.62 

2.05 

2.02 

2.1*8 

2.26 

2.02 

1.71 

1.52 

1.3l» 

1,2k 

1.32 

1.29 

1.30 

1.38 

1.37 
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Nev York P h i l a d e l p h i a 
Date P r i c e L e v e l d ' e P r i c e L e v e l d ' : 

1755 66 107-3 

1756 66 109.6 

1757 65 107.1 

1758 70 109.6 

1759 79 125.0 

1760 79 125.7 

1761 77 121.2 

1762 87 133.it 

1763 79 I36.lt 

176U Ik 119.lt 

1765 72 l l8 . l t 

1766 73 12U.7 

1767 77 123.7 

1768 Ik 119.7 

1769 77 115-9 

1770 77 121.6 

a Source: Cole (1938), Appendix A . 

b S h i l l i n g s per b u s h e l , 

c S h i l l i n g s per b u s h e l , 

d In £ c o l o n i a l cur rency . 

e Source: Warren, Pearson, and Stoker (1932), p. 215-6. 

f Source: Bezanson, Gray and Hussey (1935, P« 1+33) • 
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