
Economics C23-1
Lecture 10

The Antebellum Financial System

I. Money: what is it?

Store of value?
Medium of exchange?
Unit of account?



II. Banks: what do they do?

Some details:

Money Supply = bank liabilities + currency
M = D + C

before 1865, liabilities are almost all notes,
payable in legal tender (gold and silver,
plus Greenbacks after 1862)



High powered money (the monetary base), the
legal tender is held by banks as reserves or
by the public as currency

H = R + C

Banks hold legal tender as reservesagainst
liabilities

D = R/r

where r is the reserve ratio (set by prudence
or law)

Public holds currency when it’s more
convenient than other bank liabilities

C=cM

where c is the currency ratio (but it’s not
independent of r – why?)



If c and r are constant, we can write the stock
of high powered money H=cM+rD

Re-arranging in terms of D yields

D = (H - cM)/r

Substituting back into the definition of the
money supply, we get

M = H / (c + r - cr)



III. Problems: A. too few banks?



B. The “Bank War” and its impact

1. the post-1837 collapse



2. the “free banking” experiment


