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Abstract

The Suffolk Bank in Boston is well known as having been the clearinghouse
for virtually all the banknotes that circulated in New England between 1836 and
1858. An examination of 19th century bank balance sheets shows that during
and after the U.S. banking Panic of 1837, this private commercial bank also
provided some services that today are provided by central banks. These include
lending reserves to other banks (providing a discount window) and keeping the
payments system operating. Because of Suffolk’s activities, banks in New
England fared better than banks elsewhere during the Panic of 1837. And after
the panic, when much of the United States suffered a prolonged economic
slowdown, New England fared better than the rest of the country, at least partly
because of Suffolk’s central bank-like activities.

The views expressed herein are those of the authors and not necessarily those of the Federal
Reserve Bank of Minneapolis or the Federal Reserve System.



Before the establishment of federal deposit insurance ifollowed on May 12 by the banks in Mobile and Boston
1933, the U.S. economy was subject to periodic bankand on May 13 by the banks in New Orleans. By the
ing panics. During such panics, banks suspended pagnd of May, virtually all the banks in the country had
ments; that is, they refused to pay specie (gold or silversuspended payments. The only reported exception was
at par for their outstanding notes or deposits. At thethe State Bank of Missouri (Martin 1886, p. 30).
same time, banks were often forced to reduce lending, The length of suspensions and the timing of subse-
and a slowdown in economic activity usually followed. quent resumptions of specie payments at par varied. On
One of the worst of these panics in the United Stateg\pril 16, 1838, two prominent Boston banks were the
was the Panic of 1837. Most banks suspended payfirst to resume specie payments. By the end of May, the
ments, and many banks eventually closed or failed. Fubanks of New England and New York had resumed pay-
ther, the disruption in banking that began with the Panianents. Most banks in the rest of the country did not re-
of 1837 coincided with the start of a recession in thesume payments until the fall of 1838. In August, the
U.S. economy and a slowdown that lasted almost fivénited States Bank of Pennsylvania (formerly the Sec-
years. ond Bank of the United States), other banks in Philadel-
At that time, a private bank in New England—the phia and the rest of Pennsylvania, and the banks in Mary-
Suffolk Bank in Boston—was operating as much moreland resumed payments, followed shortly thereafter by
than a typical commercial bank. In 1826 the Suffolk banks in the South.
Bank began the first regionwide note-clearing service in Historians are undecided about the causes of the Pan-
the United States, known as tBeffolk Banking System ic of 1837. Some point to President Andrew Jackson’s
What is well known about the Suffolk Bank is that by veto of the bill to recharter the Second Bank of the Unit-
1836 it had become the clearinghouse for virtually alled States, which then ended its practice of disciplining
the banknotes that circulated in New England. What igiskier banks by returning their notes. (See Hammond
not so well known about the Suffolk Bank, and what 1957, pp. 438—45.) Others blame the so-called Specie
we show in this article, is that during and after the PanicCircular—an executive order issued in July 1836 under
of 1837, it provided some of the services that we norwhich only specie would be accepted as payment for
mally think of central banks providing during banking public land, supposedly draining specie from the bank-
panics. These services included lending reserves to othigrg system and making banks more vulnerable to runs.
banks—in effect, providing a discount window for mem- (See Timberlake 1960.) Still others point to falling cot-
ber banks—and keeping the payments system operatingon prices. (See Temin 1969.) In December 1836, cotton
Our findings are based on an examination of the Sufprices had reached a high of 15.3 cents per pound, but
folk Bank's balance sheets from 1836 to 1843. Thesdy May 1837, were down to 11.5 cents per pound (Gray
balance sheets indicate that the Suffolk Bank continued933, p. 1027). The fall in cotton prices in turn led to
to make a large amount of short-term credit advances tfalling farm incomes, high rates of mortgage defaults,
other banks in its region during both the suspension ond concerns about bank solvency.
payments and the period immediately following the re- Regardless of the cause or causes, the Panic of 1837
sumption of payments. They also suggest that the Sufppears to have been followed by a widespread econom-
folk Bank continued to clear the same volume of notesc slowdown that lasted in parts of the country for close
during the panic that it did before the panic took place. to five years (Goldin and Margo 1989, p. 1). Due to the
A comparison of the Suffolk Bank’s balance sheets withlack of early U.S. economic data, estimates of real gross
those of several other large U.S. banks also indicatesational product (GNP) are, at best, very rough. Never-
that Suffolk’s behavior, especially in regard to advancesheless, according to one of the more recent estimates
of credit to other banks, was atypical. (Myers 1992, Table IV), the U.S. economy slowed dra-
A natural question emerges from our findings: Werematically in the years immediately following the Panic
the Suffolk Bank’s central bank—like activities beneficial of 1837. Between 1820 and 1836, real GNP grew at
to New England’s economy? To that end, we comparelose to an 8 percent annual rate; between 1830 and
Massachusetts’ economy to Pennsylvania’s. We find sutt836, at a 10 percent annual rate. In contrast, real GNP
stantial evidence that is consistent with the hypothesigleclined in 1837 and grew at only a 1.3 percent annual
that the Suffolk Bank’s activities benefited New En- rate from 1836 to 1840. An overall index of stock prices
gland's economy. However, further research is requiredeflects this slowdown, declining by more than 50 per-
to rule out other possible explanations for the relativelycent from its high in May 1835 to its low in January
strong performance of New England’s economy duringl843 (Sylla, Wilson, and Jones 19§4).
this period. This prolonged slowdown was associated with the
. advent of another widespread bank panic and suspen-
w:;:g'svﬁ;%fg;;nﬁ;z ryf)?‘r'm:tganic of 1837 and i,[Ssion (Niles’ National Registerl839). This suspension
. began in 1839 and lasted at least two years. On Octo-
aftermath into the early 1840s.

The Panic of 1837 began in the South with bank susp er 9, the banks in Philadelphia suspended payments,

R i and by year-end, most of the banks in the interior of
PENSIONS In N_atcl\i;lez, M'SS'SS'pXI"gn May 4, I‘:;l’llovéEdSbyPennsylvania followed. On October 10, the banks in
suspensions in Montgomery, Alabama, on May 9. Suss, ... . !
pensions hit the North on May 10, when the banks inE}Saltlmore suspended payments, followed the next week

. y the banks in Providence, Richmond, and Norfolk; all
New York City suspended payments (McGrane 1924 " oo™\ oL in the District of Columbia; and all but
chap. 4), then rapidly spread to other parts of the coun:

; ; one bank in Cincinnati. Many of the banks in Louisville
try._ On May 11, the banks n Albany, Hartford, Philadel- suspended payments shortly after hearing about the
phia, Providence, and Baltimore suspended payments,



banks in Cincinnati. By the end of 1839, most of theloans—in effect, overdraft privilegesto members of
banks in Tennessee, Indiana, and Louisiana had also suke System. A note-clearing system incorporating these
pended payments. innovations should have been attractive to its members.
Bank suspensions in 1839, however, were not a particular, the process of net-clearing had value to
widespread as those in 1837. AccordingNides Na-  Suffolk Banking System members because it lowered
tional Registerl839, the banks in the following states the cost of redeeming banknotes. Because fewer notes
did not suspend payments: New Jersey, New York, antlad to be redeemed in specie, less specie had to be
the New England states except Rhode Island (the onlghipped and less held.
New England state in which banks were not members of In its early stages, the Suffolk Banking System was
the Suffolk Banking System). relatively small in both its clearing and its lending activ-
ities. In the summer of 1824, the Suffolk Bank was re-

The Evolution of the Suffolk Banking System = .
. ceiving about $300,000 a month in country banknotes.
By the mid-1830s, the Suffolk Bank of New England This amount grew to $2 million a month by the end of

had developed a regionwide note-clearing business thei(825 and to well over $6 million a month by 1837

placed it in a unique position during and after the Panic(T. : .

4 . ; . rivoli 1979, pp. 15, 21). To put these numbers in per-
of 1837 In this section, we briy describe how Suffolk spective, monthly clearing in 1825 amounted to approx-
imately one-half of the stock of notes in circulation in

reached this position.
assachusetts; by 1837, monthly clearing was close to

On February 10, 1818, the Suffolk Bank became thel\m
seventh bank to be chartered in Boston. Within a year, e entire stock. And by 1837, virtually all the banks in
New England were members of the Suffolk Banking

had entered the note-brokering busiretize buying and
selling of country (non-Boston) banknotes, also knownS stem
asforeign moneyWhile the Suffolk Banks note-broker- Y ’
ing business was never fitable, it provided the testing Suffolk's Response to the Panic of 1837
ground for the development of a very fitable, region- How did the Suffolk Bank respond to the Panic of 18377
wide note-clearing system. We find evidence that it behaved differently from other
By 1824, the Suffolk Bank had given up the note-large banks in at least two respects. The Suffolk Bank
brokering business and devised a new strategy for dealcreased the amount of reserves it loaned to solvent
ing with foreign money. The Suffolk Bank formed a co- banks, and it continued to support the payments system.
alition with the six other Boston banks to export country This evidence comes from the Suffolk Bamkoalance
banknotes, with the goal of eliminating those notes fronsheet and the balance sheets of other large banks in Bos-
the city of Boston. However, the new note-purchasingon and Philadelphia. (We compare Suffolk with large
strategy was unsuccessful. banks in Philadelphia because we wanted a comparison
In May 1825, the coalition of Boston banks sug-with banks that were outside the Suffolk Banking Sys-
gested that the Suffolk Bank begin a new note-clearingem.) We interpret this evidence as suggesting that the
business. The Suffolk Bank would provide a clearing-Suffolk Bank played a central badlke role during this
house that would allow banks in the region to deposifperiod.
their foreign money with the Suffolk Bank at par. The

Suffolk Bank would then net-clear the banknotes it re_Loan Acrz;/vn‘/es. d und derati banks had
ceived. The Suffolk Bank would accept and clear at patD uring the period under consideration, most banks ha

all country banknotes deposited by banks that chose t%n r?}gg?iggsfslatiszrﬁ:g Vgngst l?:?)srt g(‘:n?t:]:r k?:r?ll(saﬁglyd
participate in the system (Redlich 1947, p. 74). By Y ' pi€,

1826, the Boston banks had withdrawn from the Origi_notes of other banks, which appeared on the asset side of

nal note-brokering coalition and become members o helrkbalance SQ%EtS abills for #Otis OII Othﬁ.r Eanles. q
the new Suffolk Banking System (Suffolk Bank 1826; anks accepted deposits of other banks, which appeare

Mullineaux 1987, p. 890). on the liability side of their balance sheets “altie to

To participate in the System, a country bank had tOother banks. In the case of the Suffolk Bank, the perma-

maintain a noninterest-bearing, permanent deposit with ?eenqtade[;(;srg(sj i?]f tmgﬂ?tgisbglfaahcee gﬁggikerliankmg Sys-
the Suffolk Bank or with another Boston member of the bp Ty.

Suffolk Banking System: For each $100,000 of capital, Bkanksh:_:llio had degosnshat and m%de I]?ahns: tg (l)ther
country bank had to hold $2,000 on deposit. A count anks, which appeared on the asset side of their balance
bank also had to maintain an additional Aoterest- sheets asdue from (or by) other bankRsFrom records

bearing deposit that was, on average, sufficient to re(—)]c the Suffolk Banls directors meetings during this pe-

. . . riod, we know that the Suffolk Bank made loans to other
g?)itn;r]ltst)gr?lzshraegetlt\)/ergaki)r):t;?r? Osnlf;m;k Banlsér;?_tiy;t_embanks and that it did not have large deposits at other

: : . . Lo anks. Thus, we can reasonably assume that the item
ing, permanent deposit. This deposit was initially set at) d y

ue from other bankson the Suffolk Banls balance
$30,000, but was gradually reduced to $5,000. sheet consisted almost exclusively of Suffelgrovision

This new arrangement produced two innovations:
One was that banknotes were cleared by netting the a f reserves to banks that were members of the Suffolk

counts of member banRsThat is, notes deposited by anking System in the form of credits to their accounts
participating banks at the Suffolk Bank were sorted anr%t the Suffolk Bank. We view these loans as reserves,

the net amount posted to the account of the appropria ec]ifaTkse mtlimbelzj br?nks Obtﬁ'nmg SUICh loans from the
bank. The notes of nonparticipating banks were sent t (l; fo Bdan could then use them to clear notes present-
the issuing bank for redemption as quickly as possible‘.e or redempition.

The other innovation was that the Suffolk Bank offered



The amount due from other banks on the Suffolkfroms’ of Philadelphia banks increased in mid-1839, the
BanKs balance sheet suggests that Suffolk was a majoniddle of the resumption, thedue from$ remained at
reserve provider during this period. Chart 1 shows thaless than half the levels attained during the suspension.
the Suffolk Banks amount due from other banks in- The pattern of the large Philadelphia bankslue
creased going into the Panic of 1837 and reached $1.1ffoms’ suggests that theifdue from& may not have
million in September 1837, four months after the panicbeen loans of reserves. Instead, the large Philadelphia
had begun. (The shaded areas in Chas&ifdicate pe- banks “due from$ were more likely cashiés checks,
riods when banks in most parts of the country were susbank drafts, and collection notésPhiladelphia banks
pended; recall that Massachusetts banks were not susresumably would have had difficulty collecting these
pended during the second period.) Suffolldue from§  liabilities during suspension; hence, the run-up. Once the
remained roughly at this level throughout thiest sus-  suspension ended, Philadelphia banks would have want-
pension and throughout the period of resumption prior taed to redeem thes&lue from$ as quickly as possible,
the second suspension in other parts of the country. (Sutimlike interbank loans of reserves. The pattern of an in-
folk’s high level of interbank lending during the resump-crease in the'due from$§ during the suspension and a
tion will turn out to be a major difference between Suf- sharp decrease after the suspension was probably typical
folk and other large banks.) The Suffolk Bamitending  for most banks. Thestdue froms, therefore, did not
to other banks returned to pre-panic levels during theepresent the interbank lending of reserves, as they did
second period of suspension, but as noted, a second stisr the Suffolk Bank. Further evidence supporting this
pension did not occur in New England. conjecture is that thédue froms for large Philadelphia

The behavior of the Suffolk Bank contrasts somewhabanks also increased during the second suspension.
with that of large banks in Boston and markedly with  Not only does it appear that the Suffolk Bank made
large banks in Philadelphia during the period. In Chart doans to other banks during the Panic of 1837 and the
we compare the amount due from other banks on theubsequent resumption of payments, but it also appears
Suffolk Banks balance sheet to those amounts on théhat the amount of this interbank lending was large. Con-
balance sheets of three other large Boston banks of tteder that in 1841, the Suffolk Bank was clearing ap-
time. We chose the MerchahtBank, the Globe Bank, proximately $9 million in banknotes per month (Whit-
and the New England Bank for comparison because thegey 1878). Thus, the Suffolk Baiskinterbank lending,
were, on average, the second, third, and fourth largesthich averaged $1.1 million per day over this period,
banks in Massachusetts in terms of tHelue tcs” and  was equal to about three daysorth of note clearing
“due from$ over this period. (The Suffolk Bank was the (assuming 24 working days per month). Further, Chart 1
largest in terms of these two amounts.) shows that toward the middle of 1839, when banks

We find some differences between the Suffolk Bank outside New England were about to suspend payments
“due from$ and those of these other large Boston banksagain, the Suffolk Barik lending to other banks was
Spediically, unlike Suffolks, the MerchantsBanKs  approximately equal to the amount that other banks had
“due from$ declined during both the suspension and thedeposited with it. This means that, at this time, the net-
resumption of payments. The Globe Barildue from§  clearing operation of the Suffolk Banking System was
rose slightly during the suspension, but declined duringessentially running entirely on the credit of the Suffolk
the subsequent resumption. The New England Bank Bank.

“due from$ had a pattern similar to Suffdlk they re- The discussion to this point raises a key question:
mained roughly constant over both the suspension and/hy would banks have céidence in the Suffolk
the resumption periods. BanKs liabilities during times ofinancial distress? That

While this comparison shows some differences, was, why would they accept deposits at the Suffolk Bank
note that during this period the other large Boston bankas payment for another basknotes rather than demand-
had only about onéfth of Suffolk's “due froms. We  ing specie either from the issuing bank or from the Suf-
want to compare banks that began the period witifolk Bank?
roughly the same amount tflue from$ as Suffolk. To We think the answer lies in the high ratio of specie to
do this, we look affive large Philadelphia banks. We net demand liabilities (bills plus deposits plidue tés”
chose the Bank of Pennsylvania, the Commercial Bankninus “due froms$) that the Suffolk Bank was able to
of Pennsylvania, the Farmers & Mechanics Bank, thanaintain. In Chart 4, we plot this ratio for the Suffolk
Girard Bank, and the Philadelphia Bank because theank and for all banks in Massachusetts other than the
were five of the top six Philadelphia banks in terms of Suffolk Bank during this period. We see that through the
“due tés” at the start of the panic and were, therefore first suspension and the subsequent resumption, the two
the banks best positioned to make loans to other Janks. ratios are very close. However, when banks outside New

We show in Chart 3 that Philadelphia banks, like theEngland suspended payments for the second time, the
Suffolk Bank, increased the amounts they had due fronsuffolk BanKs ratio jumped above one and remained
other banks during thiirst suspensiohAnd during this  much higher than the ratio for other Massachusetts
suspension, these amounts due were of roughly the sarhanks, at least until banks throughout the country had
order of magnitude as those of the Suffolk Bank. How-resumed payments for the second time. This high ratio,
ever, the amounts due Philadelphia banks from otheespecially after resumption in 1838, should have made
banks declined markedly immediately after the 1838 reSuffolk Bank credit virtually as good as gold (or silver).
sumption, and, in fact, no large Philadelphia bank had
more than $250,000 due from other banks toward the
$1 million in “due froms. Further, even though tHelue



The problem is less severe, however, for banks that
operate under a net-clearing system like the Suffolk
Banking System. Under this System, when New En-
%Iand banks received notes of other banks, they could
banknotes. Our evidence to support this contention agaldePOSit those notes at the Suffolk Bank. New England
COMES frorﬁ the Suffolk Bartk balance sheet Qar]ks would receive back from 'ghe Suffolk Bank any of

) their notes that had been deposited by other members of

As noted, the permanent deposits of members of thﬁ,] :
. R e System. This occurred regardless of whether or not
Suffolk Banking System appeared on the liability side Ofbanksy had suspended paymgnts. Once a bank had re-

the Suffolk Banks balance sheet asdue to other Feived its notes back from the Suffolk Bank, it could, of

Payments System Activities
In addition to its lending activities, we contend that the
Suffolk Bank supported the operation of the payment
system throughout the period by continuing to clea

R]?l;islfepggﬁnﬁgtdﬁgg%ifg?ggfi\%gﬁ;gr?#eghgﬂ ourse, then remove those notes from circulation. In ef-
folk wasF,) still cléarin banknotes over this period. Suf- ect, the Suffolk Banking System helped ensure that
g P : when a bank called in a loan, it would receive its own

fTOrI1Ii(ssc%21r(t)L;rr]]to:/jvietrt](;toé?/gw 22‘255 Hss%%ﬁ%&g f:h,z’art 1hotes as payment. As a result, a bank that was a member
. X ; 9 of a net-clearing system had to make a smaller reduction
fluctuated during this period, they were never less thaﬂ1 loans to achieve a given reduction in notes outstand-

irlﬁgﬁntmvugznr’n;?slih;v?r:r(:; t::?g:r;?eér tlr?:’r?"m;hls ing than a bank that was not a member of such a system.
9 If this argument is correct, we shouiehd that during

to's” of any other Boston bank at that date and $27O’0091e period we are examining, New England banks held

more than the'due tés” of any other Boston bank be-
tween 1837 and 1842. Thus, the level of other ba nkSfewer notes of other banks and reduced loans to a lesser

O . . . . “extent than banks in other parts of the country. Using
deposits with Suffolk remained high during the Panic OfMassachusetts and Pennsylvania as proxies for the New

1837 and the subsequent resumption of payments. i . .
We also have indirect evidence that the Suffolk BanlﬁEn\?JgTﬁir?ﬁf; :\23 ;rr:gecsel:gr;g r’g'g}?g%fgtiﬁz’n;%pedwe

continued to operate the net-clearing business: Durind” The behavior of other bariksiotes held (plotted in

the suspension, Massachusetts banks were holding feW&hart 5) appears to support our argument. Although the

notes of other banks and makin_g moré Ioans_ than bankEmount of notes of other banks held by Pennsylvania
in other parts of the country, spcally, banks in Penn- banks declined at the start of the panic, it increased

sylvania. : sharply shortly thereafter. Spécally, between June 1
Consider the problem a bank faces during a susperi—837? yand Ju)r/1 el 1838., ngtes 3:; other banks h eId' by

sion. At some point in the future, the bank will have to Pennsylvania banks increased by $1.39 million, from

rede(_em its outstanding notes (gnd, perhaps, deposits) .74 milion to $4.13 million. In contrast, over this
specie on demand. In preparation, the bank would wa eriod, notes of other banks held by Massachusetts

0 |g$]r§z\a,\?: 'ttf];aﬁgnf ggﬁ?:ﬁ:g;s(ﬁﬁis atio is to increasbanks actually declined. These notes totaled $3.10 mil-
y jon right after the panic began, but had fallen by rough-

its specie holdings, but in a suspension the scarcity - :
specie makes this difficult. Other banks are certainly no pgi?aof)g?/?n?ng'% million by the time banks resumed

going to part with their specie, because they are in thé The behavior of bank loans in the two states during

same position. And the general public is unlikely to de—the period, shown in Chart 6, also supports our argu-

gﬁﬂgtjgigghs'l?;;légi public is concerned about the IIr'nent. We see that between May 1, 1837, and June 1,

This situation leaves the bank with one other way of1838’ bank loans in Pennsylvania declined from $49.3

increasing its specie-to-note ratio: decreasing the amoumiIIion fo $38.0 million, a deciine of $11.3 million
of its notes outstanding. The bank can do this by caIIian oughly 23 percent). Over the same period, bank loans

. . n Massachusetts declined from $57.8 million to $51.3
in loans or by not renewing loans when they mature

because the bank will, in general, receive banknotes mllllog, a smaller decline of $6.5 million (about 12 per-
cent):
the form of loan repayment. The problem, of course, is
that there is no guarantee that the bank will get its owrBuffolk 's Effect on New England ’s Economy
notes as the loan repayment, because generally duriigjd the Suffolk Banks activities enhance the relative
bank suspensions of this period, banks agreed to keggerformance of New Englatgleconomy over this peri-
accepting each other notes. Because a bank will not od? The evidence suggests that it did.
redeem its notes for specie, its notes will be returned by To assess New Englaisdeconomy during and after
other banks only to the extent that those banks have thibe Panic of 1837, we again compare Massachusetts with
same correspondent bank or think the issuing bank holdBennsylvania. We think Massachusetts is a good proxy
some of their notes. Since the size of correspondent nefer New Englants economy because it is the largest
works was probably small outside of New England andeconomy in that region. We chose Pennsylvania for
since information about where spiécibanknotes were comparison because it is geographically close to New
held was probably costly to obtain, we would expectEngland and because it was one of the largest economies
interbank note redemptions to be low during suspeneutside New England that was not heavily dependent on
sions, causing banks to have to call in more loans thanotton. Hence, we compare two economies that we think
the amount of notes they want to get out of circulation.were subject to roughly the same aggregate shocks.
Another consequence is that during suspensions, banks Because state-by-state measures of aggregate output
find themselves holding a larger quantity of other banksdo not exist, our comparison is based on four indicators
notes than under normal circumstances. of economic performance: loan volume, money supply



growth, production in leading industries, and stock pricesSuffolk Bank were at least partly responsible for the
All of these indicators show that Massachusesison-  performance of New Englaigleconomy. However, es-
omy outperformed Pennsylvatga tablishing causality is always difficult in economics. It is
We showed in Chart 6 that loan volume was larger inplausible, for example, to conclude that the underlying
Massachusetts. To compare money supply growth, wetrength of New Englansl economy led to a stronger
compare bills (banknotes) in the hands of the public inregional banking system. That is, in a stronger economy,
the two states because banknotes were the bulk of theith banks making more sound loans, we would expect
money supply. Chart 7 shows that the largest decline ito see more cdidence in banks and in their commit-
bills in the hands of the public in Massachusetts was 13nent to redeem their notes. However, this view of events
percent (from approximately $7.3 million in May 1837 does not explain why the Suffolk Baskactivities dif-
to approximately $6.4 million in October 1839). By May fered so much from those of other banks. Hencefing:
1841, bills in the hands of the public were virtually back the evidence persuasive that the Suffolk Baractivities
to what they had been in May 1837. In contrast, in Penneontributed positively to the performance of New En-
sylvania, between May and November 1837, hills in theglands economy.
hands of the public declined by 34 percent (from approx-

X o . . Conclusion
imately $10.9 million to approximately $7.2 million.) . . )
And by May 1841, bills in the hands of the public were During the Panic of 1837 and its aftermath, the Suffolk

dawn by 64 percent to only $3.9 milion that today are considered ncions of a central bank
The third indicator of economic performance we Con'gecause ):)f its role as a clearinghouse for the banknotés
sider is production in key industries. In MassachusettOf New England, the Suffolk Bank was able to provide

we select textiles; in Pennsylvania, anthracite coal. reserves o other banks and to keep the pavments svstem
Between 1826 and 1836, the annual rate of increase P pay Y

in textile production in Massachusetts was 46 percen Operating. A a result, banks in New England fared bet-

although the rate had slowed considerably by the 1830 e than banks elsewhere. New England banks not only

Between 1830 and 1836, the rate was 20 percent Arlgvoided a second suspension, but they also were able to

while the pace of growth in textile production continued m:\',ctéw rgﬁé E;)nngr?:u?;?éovaeet?;vtiaﬂst%oigomnottﬁ::
to slow through the post-panic years, the rate still aver- 9 Y

aged more than 7 percent annually between 1837 an%arts of the country, and we think it is reasonable to

: . . conclude that the performance of this economy was at
1840. (Recall that the national economy over this perio .
was growing at only about a 1.3 percent annual rate.) east partly due to the Suffolk Baiskcentral bankike

In contrast to Massachuséttextile industry, Penn- activities. We admit, however, that further research is

sylvanias anthracite coal industry was expanding in therequwed to rule out other possible explanations for the

first half of the 1830s, but declined during the post—paniétr%ngvﬁ]eﬁg;?;zﬁscﬁe(g gtﬁgaipgla?iﬁzopa%rigyéase that the
years. Between 1820 and 1836, the annual rate of ins g P

crease in anthracite coal production in Pennsylvania wal u_ffolk Ba_lnk pIa)r/]ed a ce}r:tral bgcldﬁ(e role a:lnd tfljfat by

more than 14 percent. Further, the rate was rising sharp oing so It may have enhanced the overall performance

in the 1830s. Between 1830 and 1836, the rate was cloSg NeW Englants economy, we raise several questions

to 50 percent. The health of this industry took a dramati at require further research.

change for the worse after the Panic of 1837. Between « Why wasnt the Suffolk Banking System eventually

1837 and 1840, anthracite coal production in Pennsylva-  duplicated elsewhere? Given its fitability (Rol-

nia decreased at an annual rate of 1 percent. (See Nation- nick, Smith, and Weber 1998) and its apparent bene-

al Bureau of Economic Research 1966, p. 221; U.S. fits to the entire regional economy, ‘nee surprised

Bureau of the Census 1975, p. 593.) that similar systems did not develop in other parts of
The fourth indicator of economic performance we the country.

consider is stock prices. Indexes of railroad stock prices , will unfettered market forcedind ways to disci-

are shown in Chart & We find that while the prices of pline banks? Or is Suffolk the exception to the

the railroad stocks in New England rose during the post-  claim that unfettered markets in banking are inher-
panic years, stock prices fell by almost 50 percent in the  ently unstable?

central-Atlantic region. . .
- . « What motivated the Suffolk Bank to act in the
Some additional evidence that Massachusetteno- publics interest? Did the publis interest and Suf-

my did better than Pennsylvarsas that the latter suf- 15" hrivate interest happen to coincide? Or was
fered a second bank suspension, while the former did Suffolk more civic-minded than we might give it

not. In October 1839, just over a year after the Pennsyl- credit for? In other words, is there a need for a gov-

vania banks resumed payments, those banks (and many ernment-sponsored central bank?

others around the country) suspended specie payments |

again. This suspension lasted several years. As in the

previous suspension, the amount of loans made by the

Pennsylvania banks and the amount of their bills in the _ _ _
. . .. *The authors thank the Baker Library, Harvard Business School, for the materi-

hands of the public declined precipitously. In contrast,ys provided from its Suffolk Bank Collection.
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1 NI 1 sota.
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Chart 1
Suffolk’s Interbank Activities

Amounts Due To Other Banks from Suffolk
and Due From Other Banks to Suffolk
During and Between Bank Suspensions™

Various Dates, 1835—42
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*Shadings on Charts 1-8 indicate bank suspension periods. Massachusetts banks
were not suspended during the second period.

Source: Weber 1999




Charts 2-3

Suffolk as a Major Reserve Provider Compared to . . .

Amounts Due From Other Banks for Suffolk
and Other Large Banks in Two Cities

Various Dates, 1835—42

Sources: Weber 1999

Chart2 ... Large Banks in Boston . . .
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Chart3 ... And Large Banks in Philadelphia
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Chart 4
Why Other Banks Had Confidence in Suffolk
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Charts

5-6

How Suffolk Benefited New England Banks

Notes Held and Loan Volume
at Massachusetts and Pennsylvania Banks

Various Dates, 1835—42

Chart 5 Notes of Other Banks
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Chart6 Loans
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Charts 7-8
Indicators of New England’s Relative Economic Well-Being

Chart 7 Money Supply Growth Chart 8 Indexes of Stock Prices
in Massachusetts and Pennsylvania for Two Regional Groups of Railroads
Banknotes in the Hands of the Public Railroad Stock Price Indexes
Various Dates, 1835—-42 Quarterly, 1834—45
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