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HUGH McCULLOCH AND THE BEARS OF WALL STREET

The United States was financially ill equipped in 1861 to
fight a major war, With an estimated national income of $140
per capita, there were not vast pools of capital to be tapped for
quick financing. For most of its life the young government,
now threatened with division and extinction after less than
eighty vears of existence, paid its way by means of tariff
duties and revenue from the sale of public lands. These were
not dependable sources in time of war. Borrowing was the
only way out, but the youthful country had no central bank
gince Andrew Jackson’s Bank War. There were some 1600 dif-
ferent state banks and thousands of kinds of currency, and
the government had no official fiscal agent familiar with
dealing with bankers for loans.

The war changed all of this. Taxation remained unpopular
in & country born of resistance to taxation, and the govern.
ment relied more heavily on borrowing and printing. [t
borrowed by means of the sale of interest-bearing govern-
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ment bonds marketed by the firm of Jay Cooke and Com-
pany. Cooke earned handsome commissions selling the
government’s forms of indebtedness to bankers, brokers, and
men of wealth who recognized them as good short-term, high-
interest investments. He also marketed the government’s
bonds successfully and fueled President Linceln's war
machine with cash,

The government also used the printing press freely. Begin-
ning in February of 1862, it issued about $450,000,000 in non-
interest-bearing United States Notes, which soon came to be
called “greenbacks.” This government paper money was legal
tender for payment of all debts, public and private.

Finally, the government simplified the chaos of banking,
created a market for government bonds, and provided a uni-
form bank-note currency by creating the National Bank
system in 1863. Banks were then organized under national
charters with specified minimum levels of capital. The Trea-

Courtesy of The New- York Historical Society, New York City
William Beard (1824-1900) painted The Bears of Wall Street Celebrating a Drop in the Market because he
liked to paint wild animals and humorous situations. James Jackson Jarves(1818-1888), the greatest American art
critic of Lincoln's day, complimented Beard's “fine wit" and called him *“an artist of genuine American stamp."
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gury Department’s Comptroller of the Currency, who super-
vised the new system, required the banks to purchase United
States bonds and issued national bank notes equalling 90 per-
cent of the value of United States bonds deposited in the
United States Treasury by the particular banks.

Such was the system of Civil War finance which Hugh
McCulloch “inherited” when he became Abraham Lincoln’s
Secretary of the Treasury in March of 1865, He was not
Lincoln's first choice for the office, and the reasons for his
selection remain a bit murky. In fact, he was rather surprised
himself, as he explained to his friend and former pastor,
Charles Beecher, brother of Henry Ward Beecher and Harriet
Beecher Stowe, on March 13, 1865:

(dd things do happen:—I fought the Charter of the new
Indiana State Bank and in six months was its President.
came to Washington in July 1863 to see that this Bank
received no detriment from Mr. Chase's Bank Bill & in three
months, 1 was his Comptroller—I had not the slightest de-
gire to be Secretary of the Treasury and would not have
raised a finger to obtain that position, and here [ am, with
the credit of the nation to no small extent upon my hands.!
Most students of the period agree that McCulloch was one of

Lincoln’s most conservative choices. Most seem to agree with
MeCulloch’s self-appraisal that he was a banker and not a
politician. James G. Randall and Richard N. Current say that
“McCulloch was a conservative in politics as much as a con-
servative in finances.” McCulloch’s disagreements with pre-
vious Secretaries’ policies were based on conservative finan-
cial assumptions. “He thought Chage had erred in consent-
ing that the government paper money should be made a legal
tender,” wrote Randall and Current, “and he thought Fessen-
den had erred in attempting to dispense with the services of
the middleman Jay Cooke in the sale of government bonds.”
They maintained that Lincoln did not even agree with his
gloomy Secretary:

McCulloch was bearish. He had the dour outlook prover-
bially associated with a man of his Scotch ancestry. As
comptroller of the currency he had issued to the National
Banks in December, 1863, a circular embodying his pessi-
mistic views. The states of the North, he then warned,
appeared to be prosperous but actually were not, for the war
was “constantly draining the country of its laboring and
producing population, and diverting its mechanical indus-
try from works of permanent value to the construction of
implements of warfare.” The “seeming prosperity,” he
explained, was due primarily to “the large expenditures of
the Government and the redundant currency.” He advised
the hankers to prepare for a depression: “manage the affairs
of your respective banks with a perfect consciousness that
the apparent prosperity of the country will be proved to be
unreal when the war is closed, if not before. . . ." When he
received the offer of the treasury position, McCulloch
assumed that Lincoln had been motivated by “the impres-
sion which was made upon him" by this gloomy circular.

But Lincoln in his message to Congress of December,
1864, expressed an entirely different spirit. Part of the mes-
sage WaS A paean to wartime progress and prosperity. “Itis
of noteworthy interest,” the President declared, “that the
steady expansion of population, improvement and govern-
mental institutions over the new and unoecupied portions of
our country have scarcely been checked, much less impeded
or destroyed, by our great civil war, which at first glance
would seem to have absorbed almost the entire energies of
the nation.” Sales of public land soared high, the Pacific
railroad was being pushed to completion, new sources of
gold and silver and mercury were being opened in the West.
The popular vote in the recent election—larger in the free
states, despite the non-voting of most of the soldiers, than it
had been in 1860—demonstrated an important fact: “that we
have more men now than we had when the war began_ . . ."
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FIGURE 2. Jay Cooke and Jay Cooke, Jr.

Besides: “Material resources are now more complete and

abundant than ever,”?

Robert P. Sharkey was in substantial agreement about
MecCulloch in his pioneering study of the financial history of
the end of the Civil War and Reconstruction. “McCulloch was
an extremely conservative banker,” said Sharkey, He had “a
rigid, conservative, and essentially unimaginativemind.” He
“pould see little merit and much positive evil in the green-
backs. They were controlled by none of the rules of experience
and legal restrictions by which a well-secured bank-note cur-
rency was made to serve the needs of the business com-
munity. Their volume was limited solely by political consider-
ations and the availability of the printing press. In addition,
McCulloch felt sirongly that the original issue of greenbacks
in 1862 had been an unconstitutional exercise of power. This
was the orthodox, conservative view of the greenbacks which
was shared by a majority of McCulloch's banker colleagues.
What it failed to consider was the fact that any tampering
with the volume of the greenbacks in the fateful years which
followed the end of the war was likely to precipitate a
depression. The situation called for the delicacy of a sealpel,
but MeCulloch brought only the bluntness of a meat axe.”
Sharkey added that the Indiana banker “along with the
majority of his contemporaries who could claim to be well
informed on economic matters accepted the idea that the
Almighty had ordained the use of gold and silver as money."

A look at the McCulloch manuseripts at the Lilly Library at
Indiana University suggests a somewhat different pic-
ture of Hugh McCulloch. Instead of a superstitiously con-
servative, dour pessimist, one can portray a flexible Secre-
tary of the Treasury, ably and patrictically bending his sin-
cere convictions to meet the exigencies of a wartime economy.
He tried to forge a middle way between the bears of Wall Street
and the bullish inflationists of Pennsylvania and the West.

In the last couple of months of the war, the new Secretary
got plenty of bearish advice. Even before he became Secre-
tary, in fact, conservative New York financiers like Morris
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FIGURE 3. Hugh McCulloch

Ketchum complained of the inflationist policies of Mc-
Culloch’s predecessors in the office. On September 6, 1864,
Ketchum wrote Comptroller McCulloch: "L had hoped, and the
country expected, that with Mr. Fessenden, every oppor-
tunity would be embraced for contraction, and thus crush
speculation, and prostrate the exorbitant prices of the neces-
saries of life, from which, there is more danger to the stability
of our Government, than from the enemy."* Not all the advice
was quite so extremist in tone, and more often it resembled the
advice of John A. Stewart, U. 5. Treasury agent in New York
City: “Sao far as possible, having due regard to the wants of the
Treasury, contraction should be the order of the day, and in
my judgment it will have an important bearing upon the
result of the coming Presidential Election.™®

McCulloch was obviously inclined to see things their way.,
Shortly after assuming office, he wrote an old Fort Wayne
associate (in a more revealing vein than he customarily wrote
self-appointed advisors from New York's financial commu-
nity): “It will be a difficult thing to reduce the circulation of the
country, and at the same time meet promptly the enormous
demands upon the Treasury. [ hope, however, to be able to do
both. . . ."" No man can fairly be accused of rigidity who came
to Washington to fight a system he wound up implementing
(the National Banking system), and McCulloch learned as he
went along and was proud of it. Thus he wrote one George A.
Cotter of Brooklyn three days before Lincoln was assas-
sinated, “I have been under the necessity of revising a good
many opinions which I entertained before the commence-
ment of the war, and expect to be a good deal wiser a year
hence by merely watching the course of eventa than [ am at
the present time."”

And learn he did. The conservative Hoosier banker cus-
tomarily agsured his correspondents that he had nointention
of suddenly or severely curtailing the currency. Thus he told
Boston's Gamaliel Bradford, a writer on financial and
government reform:

I have now only to say, that there is no great danger of an

immediate contraction of the Currency. If [ had the power, I
should lack the disposition to do violence to the business of
the country by a rapid curtailment of our circulating
medium. A repeal of the Legal Tender Act [which created
the “greenbacks”] would, in my judgment, be much more
injudicious and much more disastrous, than the opponents
of that measure ever supposed its passage would be.?
Financial subjects, and especially money theory, excited a
great number of writers and eranks on both sides of the issue,
and McCulloch saw himself as somewhat beleagueredly
threading his way between the extremes of deflationist bears
and inflationist bulls. Thus he complimented one D. W. Blood-
good of New York for a favorable editorial on March 28, 1865

Your remarks in the “Journal” were timely and judicious.
I had before me yesterday two gentlemen of distinguished
reputation, as writers upon Finance;—Mr. [Henry C.]
Carey, of Philadelphia, and Mr. Hazard, of Rhode Island.
The former is of the opinion that the country can only be
saved from utter ruin by an increase of Paper Money; the
latter argues, that unless the currency be rapidly curtailed,
we shall have, in a short period, a financial collapse. My
own opinion ig, that both are equally in error.?

McCulloch dealt with Mr. Carey more than once. This
famed champion of high protective tariffs and cheap money
(and Pennsylvania's economic interests) received this
soothing advice from McCulloch in early April, 1865:

You are, | am satisfied, too apprehensive in regard to the
future. The volume of circulation is now large; is being daily
increased, and the people have confidence in it. As long as
this is the case there can be no crash; and 1 think, no pros-
tration of important interests.

You pay too much regard to newspaper paragraphs [?].
They are less potent than you suppose them.!?

He could be just as rough on bears and deflationists. To
John A. Stewart of the New York Treasury office he wrote on
March 25, 1865, urging him to cooperate with the bullish
speculator, Jay Cooke: “I trust that there will be entire har-
mony of views and action between yourself and Mr. C. He is
ardent and sanguine, but I have generally found him safe and
judicious.”"! When prospects of peace in late March of 1865
lead to a panic in the gold market and a sudden and rapid
decline in the price of gold, McCulloch told Stewart: “Keep
cool. The storm is too violent to last long, although I appre-
hend that the bear interest will for a time be too strong to be
successfully resisted.”'* Eventually disgusted himself, Mc-
Culloch wrote Jay Cooke on March 29, 1865 “What a mercy it
would be to the country if Wall St. could be sunk."'* These
surely were not the words of a simpleminded captive of the
Wall Street bears.

Sharkey admitted that McCulloch “was not a bullionist in
the sense that he did not feel it wise or necessary toinsiston a
one-hundred per cent specie backing for bank-notes.''* Never-
theless, he intimated that McCulloch thought gold and silver
divinely appointed as the only real corrency. It is true, as
MecCulloch admitted himself, that he was, "for a banker, a
‘hard money man.'”"® But one should not ignore the import-
ant cccasion when McCulloch helped the war effort by dash-
ing a bullionist movement. In 1865, the California Supreme
Court decided that United States Notes (the “greenbacks”)
were not to be accepted for payment of state taxes. McCulloch
wrote a stinging letter to Thompson Campbell, obviously
intended for publication. MeCulloch had “very decided opin-
ions upon this subject, and ... no hesitation in saying,
that, . . . California would have been a much richer and more
prospercus State, if her circulation had been a mixed, instead
of an exclusively metallic one . .. ." McCulloch lectured:

No country can prosper for any considerable time, where
money commands so high a rate of interest as it does in Cali-
fornia, and nothing would tend more directly to reduce that
rate of interest than the introduction of a sound paper cir-
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culating medium.

Paper money has been found to be a necessity in all com-
merical countries, and especially in the United States, and
what is true elsewhere, must be true in California.

Blegsed with great natural resources, California was held
back from full economic development and large influx of
much-needed population by only one factor, plentiful credit.
“California,” the Secretary of Treasury added, “needs a well
regulated credit system;—she needs a paper circulation to
quicken enterprise, and give impetus to business;—she needs
a lower rate of interest;—she needs to be cured of the mania for
an exclusive metallic currency;—in a word, she needs, in
addition to the recognition of United States Motes as a cur-
rency, a sound banking system—such asis provided for by the
MNational Currency Act ... .8

In truth, Hugh McCulloch was frequently bullish on Ameri.
ca. Although the Lincoln assassination shocked the country,
Wall Street recovered quickly from a brief panic. MeCulloch
wrote John A. Stewart the day after Lincoln died in this
TEASSUring veln:

You will perceive that the new administration is inaugu-
rated, and the wheels of Government are not stopped for a
moment. My hope is, and my belief is, that this great
National calamity will teach to the world a lesson, which
will be of the most beneficial character to our Republican
form of Government; that it will show that the assassina-
tion of our Chief Magistrate does not affect in the slighteat
degree the permanence of our institutions, or the regular
administration of the laws; that an event that would have
shaken any other country to the centre does not even
stagger for a moment a Government like ours.'”

Nor was his thinking always far apart from that of Presi-
dent Lincoln. Five days after Lincoln's death, McCulloch
wrote D). W. Bloodgood, apparently responding to some sug-
gestions for solutions to financial problems after the war:
“The idea of employing a portion of our soldiers upon the
Pacific Road and in the mining Districts is a good one. Labor
is high in the loyal States, but there isnolack of it.”"*® Speaker
of the House Schuyler Colfax, ready to leave for California on
April 15, saw President Lincoln the day before. He reported
that the President told him: “Don’t forget, Colfax, totell those
miners that that is my speech to them, by vou.”" As Colfax
remembered it later, Lincoln told him to tell the citizens of
California that he had “very largeideas of the mineral wealth
of our nation.” Mining should be encouraged, for the gold and
gilver could quickly pay off the war debt. Moreover, Lincoln
said that he would answer the fears of those who saw para-
lyzed industry and vast unemployment in the sudden return
of thousands of disbanded soldiers by trying to attract these
veterans to California to mine the minerals that would pay
the debt.1®

In these last thoughts, as perhaps in others in the months
preceding, President Lincoln and his Secretary of the Trea-
sury, Hugh McCulloch, were not very far apart.
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From the Historical Soctety of Pennavlvania, Philadelphia

FIGURE 4. Henry C. Carey (1793-1879) of Phila-
delphia was America’s foremost intellectual opponent
of free trade and hard money.
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