
Banks, or offices of "discount and deposit" (providing
loans and accepting customer deposits), were certainly not a
foregone conclusion in the late 18 th century in the United
States.  As acknowledged in 1790 by first Treasury Secretary
Alexander Hamilton, there were few banks then in existence:

"There are at present three banks in the United
States: that of North America, established in the city
of Philadelphia; that of New York, established in the city
of New York; (and) that of Massachusetts, established
in the town of Boston." 1

The first bank in America, the Bank of North
America, began under a charter of the Confederate
Congress; it later reorganized under State (Pennsylvania)
authority.  Hamilton discussed further the history of the
Bank of North America (emphasis in the original):

"Of these three, the first is the only one which has
at any time had a direct relation to the Government of
the United States.

"The Bank of North America originated in a
resolution of Congress of the 26 th of May, 1781,
founded upon a proposition of the Superintendent of
Finance, which was afterwards carried into execution
by an ordinance of the 31st of December following,
entitled 'An ordinance to incorporate the subscribers to
the Bank of North America'…

"The directors of this bank, on behalf of their
constituents, have since accepted, and acted under, a
new charter, from the State of Pennsylvania, materially
variant from their original one, and which so narrows
the foundation of the institution, as to render it an
incompetent basis for the extensive purposes of a
national bank." 2

Under confederate authority, the Bank of North
America was authorized to issue $10 million worth of
stock, under later State authority, only $2 million.  The
later limitation of the scope of the Bank of North America
is what drove the effort to establish the first Bank of the
United States (under the Constitution).

Though establishment of the first Bank of the United
States faced considerable opposition, the financial
implications of such an entity would mean that those
proposing it would not easily give up.

President Washington's signature on February 25,
1791 enacted as law the legislative Act "An Act to
incorporate the subscribers to the Bank of the United
States".3 By this Act, the first national bank (following
ratification of the Constitution) was created; it began
operations in Philadelphia on December 12, 1791.4

Section 1 of the 1791 banking Act establishing the
Bank of the United States allowed for a $10 million
capitalization (twenty-five thousand $400 shares).

Section 2 of the Act allowed any person, co-
partnership or body politic to subscribe to an amount of
stock not exceeding 1,000 shares each.  

Section 2 also delineated the payment terms for the
purchase of stock.  It required that one-fourth of the stock
price be paid in gold and silver; 5 allowing three-fourths of
the stock price to be paid in government debt certificates.
Payment for the stock could be made in four equal
installments spaced at six month intervals from one
another.
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Section 3 of the 1791 Act incorporated the subscribers
of the Bank of the United States into a "corporation and
body politic" by the formal name and style of The
President, Directors and Company, of the Bank of the
United States.  The term of existence allowed by the Act
for the newly created corporation was until the "fourth
day of March, one thousand eight hundred and eleven".

Section 5 of the Act allowed the bank to commence
operations in Philadelphia (the acting federal capital
during this period) "as soon as the sum of four hundred
thousand dollars, in gold and silver, shall have been
actually received on account of the subscriptions to the
said stock". 

Section 7 detailed the "fundamental articles of the
constitution of the said corporation".  Article I allowed
stockholders "actually resident within the United States,
and none other" to vote in elections by proxy.

Article III of the fundamental Articles stated:
"None but a stockholder, being a citizen of the

United States, shall be eligible as a director."

Though foreigners were prevented from being a bank
director, or from voting in elections by proxy (delegation
of one’s vote to another in one’s absence), they were
allowed to purchase stock and otherwise make their
influence known (or travel to the U.S. for meetings) .

Article XV allowed the directors of the bank to
"establish offices wheresoever they shall think fit, within
the United States, for the purposes of discount and
deposit only".

Section 10 of the Act detailed the
matter of the bank's notes being receivable
in payments due the United States:

"The bills or notes of the said
corporation, originally made payable, or
which shall have become payable on
demand, in gold and silver coin, shall be
receivable in all payments to the United
States."

Congress enacted a specific law to
establish the bank.  It would thus appear
to be a public entity, a government bank.  

The United States government was
allowed by Section 11 to become a 20%
shareholder in the bank; specifically the
United States could purchase "an amount

(of stock) not exceeding two millions of dollars".
Without power to purchase more than $2

million of stock, other entities or individuals would
necessarily purchase the remaining $8 million (80%).

The government was then but a minority
shareholder in the bank.  A question may then
present itself — does government extend its
governing authority to all it touches simply because
it is government, or must it stay within circumscribed
boundaries — which if it ventures out of, relegates
that action to non-governmental status?

The name of an entity is not necessarily helpful;
United States Steel Corporation, American Airlines,
Federal Express, and National Car Rental are all current
examples of private firms (not government), for example.

People own private businesses; people also run
government — government, of course, cannot be run
except by people.  Whether an entity is private or public
is not then disclosed by the presence or absence of
(certain) people.

Republican government is but a delegation of
authority to elected or appointed persons meeting
minimum qualifications (highest being [naturalized]
Citizens).  Individuals cloaked with governing authority
simply have dual capacities.  They have their individual
and private capacities as does any other person, but they
also have their governing capacity.  Before exercising any
governing authority, they must take an oath or
affirmation to faithfully perform their given duties.6
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5.  The U. S. government was expressly exempted by Section 2 from
the requirement of paying one-fourth in gold and silver (the United
States could "pay" 100% with their own securities). 

Pictured above in 2004 is the first Bank of the United States building, completed
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Public or Private?

6.  Lower echelon officials merely hired for specific (minor)
positions do not necessarily take an oath or affirmation, but they
operate only under authority of someone who has.

Recall that the President's oath dictated in Article II, Section 1,
Clause 8 states that he must give such oath to execute his office
"Before he enter on the Execution of his Office".



In their governing capacities, members and officers
forego their private desires and have only delegated
authority and duties.  They only have the authority of
government within the narrow parameters which they have
been delegated.  Actions beyond their narrow scope are
that of the individual only (answerable for transgressions
the same as any other individual).

The fact that the bank was created by legislative action
does not necessarily mean it would be (or remain) a public
entity.  Even ordinary corporations exist according to
statutory law (entities are incorporated according to State
statutes); the fact that a law created the bank, is not, by
itself, necessarily proof of a government character.  

It is a foregone conclusion that American government
must be operated by qualified American residents.  The
Constitution specifically imposes residency requirements in
the Legislative and the Executive branches (it is inferred in
the Judicial).  No foreign resident would have any governing
authority for the United States of America (when allowed,
another country can station her ambassadors here [as the
United States can station ambassadors there], but
ambassadors are given authority of their respective
countries, not where they happen to be stationed).

That the Bank allowed foreign investors should
provide convincing proof that although the bank was
incorporated by a specific legislative Act and though the
government (for a time) owned a portion of the bank, the
bank was not itself a governmental body (and thus had no
special privileges due government).  Even minority foreign
ownership of an entity would preclude that entity from
being any portion of proper American government.

During proceedings to continue the Bank, the House
of Representatives specifically directed the Secretary of the
Treasury to inform them of the ownership of the bank.
Fourth Secretary of the Treasury Albert Gallatin restated
the House's request in his January 24, 1811 Report:

"The Secretary of the Treasury, in obedience to the
resolution of the House of Representatives, of the 16 th

instant, respectfully submits the following report:

"The Secretary of the Treasury is directed, by the
resolution aforesaid, to lay before the House — 

"1. A list of the directors of the Bank of the United
States, and of its several branches.

"2. A statement of the stock held by foreigners,
and in what countries; and of the stock held by citizens,
and in what States and Territories." 7

Before responding to the questions, Secretary Gallatin
quoted, with emphasis, Article XVI of the bank's constitution
(as detailed in Section 7 of the 1791 banking Act):

"The officer at the head of the Treasury Department
of the United States shall be furnished…with
statements of the amount of the capital stock of the
said corporation, and of the debts due to the same; of
the moneys deposited therein; of the notes in
circulation, and of the cash in hand; and shall have a
right to inspect such general accounts in the books of
the bank as shall relate to the said statements:
Provided, That this shall not be construed to imply a
right of inspecting the account of any private individual
or individuals with the bank." 8

Due to the Secretary's limited authority to obtain the
information requested by the House (of course, such
banking privacy has long terminated in the United States),
the Secretary officially answers thusly:

"No other but general statements, such as are
enumerated in that clause of the act, can be required
by the Secretary of the Treasury, or have been
furnished by the bank. And these include neither the
names of the directors nor the names or place of
residence of the stockholders." 9

He went on to respond in a less-official manner,
however:

"It was ascertained, some years ago, from an
authentic source, that near three-fourths of the stock
(about 1,800 shares) were held by foreigners; and the
fact though not officially communicated to this
department, was stated in the report of the bank,10

made to the Senate, on the second day of March, 1809." 11

That a corporation, even one created specifically by
Congress, could be owned by foreigners, yet still be a part of
American government could only potentially be so if the
government at least controlled the bank absolutely. 

Alexander Hamilton, by far the most vocal proponent
and prime mover in establishing the national bank,
explicitly denied government authority over the bank.
Certainly, if the bank were to be an extension of
government in any official capacity, then the government
would necessarily control it.

Hamilton's report to Congress sought to convince
Congressmen to approve establishment of the proposed
bank, under private control, stating (emphasis in the
original):
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"To attach full confidence to an institution of this
nature, it appears to be an essential ingredient in its
structure, that it shall be under a private not a public
direction — under the guidance of individual interest,
not of public policy." 12

Hamilton continued:

"The keen, steady, and, as it were, magnetic sense
of their own interest as proprietors, in the directors of a
bank, pointing invariably to its true pole — the
prosperity of the institution — is the only security that
can always be relied upon for a careful and prudent
administration." 13

While Hamilton is correct in his unstated assumption
that the national government could not be trusted to
extend credit in a non-inflationary manner (as shown a
decade earlier with Continental Currency), and self-
interested private individuals were more apt to keep the
game running longer (to make ongoing profits), he is sadly
mistaken that an artificial extension of credit beyond real
wealth must necessarily occur.  Just because government
cannot politically handle such a beast does not mean the
beast should be let out of its cage and be allowed to breed
privately.

Hamilton concludes his thoughts with the statement
that (emphasis added):

"It will not follow, from what has been said, that the
State may not be the holder of a part of the stock of a
bank, and consequently a sharer in the profits of it. It
will only follow that it ought not to desire any
participation in the direction of it, and therefore, ought
not to own the whole or a principal part of the stock." 14

It is true that Congress established the bank, and for a
time, the government owned a small portion of its shares.15

That the majority shareholders would nevertheless control
the bank (even without the ability to vote by proxy [from
England]) provides convincing evidence that the bank was
private in its essential matters.  That the majority
shareholders were foreigners should provide conclusive
proof of the non-governmental nature of the bank (and
therefore not subject to any special favors, exempting the
bank from State authority wherein it operated).

Early American laws were not otherwise favorable to
foreigners; that any would allow them governing authority
is ludicrous. 

As briefly mentioned by Secretary of State Jefferson in
his 1791 response to President Washington's request on
the constitutionality of the proposed incorporation of a
national bank, State alienage laws of the era originally
prevented non-Citizens from even owning land.

Though the concept is indeed foreign today, it is not
inconsistent with the ideal of liberty to prevent ownership
of American land by foreign-born persons (except those
pledging their loyalty to the United States by becoming
naturalized Citizens).  Allowing people actually opposed to
liberty the freedom to buy American land (to then extend
their opposing principles to the degree they are able) does
not necessarily promote liberty.  

In the short term, such a practice of restricting
ownership to natural-born and naturalized Citizens would
likely prove less successful financially (by restricting the
number of potential buyers).  Over the long term,
however, it could well provide a cohesiveness to the
American ideal of liberty which would help stabilize
society, thereby making America more financially stable
and successful ultimately.

Restricting ownership of American land to natural-
born and naturalized Citizens may not sit well with many
civil libertarians.  As early naturalization procedures show,
and the rest of the laws of society support, the American
ideal of liberty is not one where an individual is necessarily
"free" to do anything he or she pleases.  Parameters for
allowable action are set which an individual cannot
trespass without repercussions.

Not only is an individual prevented from trespassing
against the person or property of another, and also that
this person must do all that he or she contracts to do, but
society also often places a limit on otherwise abnormal
behavior.

Though strict civil libertarians would generally allow
consenting adults to do anything they desire (drug use,
single or even multiple "partners" of either sexual
persuasion, or other inherently self-destructive behavior
[even in full consistency, suicide]), American society has
rarely, if ever, condoned such behavior.  Though one can
show that a few things illegal today were legal long ago
(such as cocaine use), history by-and-large shows far less
tolerance to behavior widely considered immoral.

Strict libertarian thought never would condone
compulsory military duty, for example, such as required by
the 1792 Acts establishing and calling forth the militia.

Section 1 of the May 8 th, 1792 Act establishing the
militia required that "each and every free able-bodied
white male citizen of the respective states, resident therein,
who is or shall be of the age of eighteen years, and under
the age of forty-five years" be severally and respectively
enrolled in the militia.16
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An earlier Act (giving the President authority to call
forth the militia) allowed compulsion into service for
three months out of any twelve any militiaman (officers,
non-commissioned officers, and privates alike).17

The only exceptions to such compulsory service were
those not meeting the requirements (non-free, disabled,
non-white, female, non-citizen, non-resident, or those
free, able-bodied white male Citizens under 18 or over
45) and those persons already performing service to their
country in some other capacity (the Vice-President,
executive and judicial officers of the United States,
members of Congress [and their officers], postal officers,
customs officers, merchant marine, etc.), as well as those
exempted under State law. 

Philosophically speaking, it would be difficult to
argue against the concept that if a country could (as
America did to various extent prior to 1973),18 in defense
of her borders, enlist into service persons against their
will; subject them to military duty where their very life is
in severe danger and where their freedoms are generally
eliminated (at least for a period of time); and subject
them to harsh military justice (without a jury of peers),
then what more damage could a foreign enemy do to
them?

A country which could subject an individual to such
compulsion was perhaps no more dangerous to the
liberties of that individual than any other one may
encounter.  As such, military conscription should
provide, ipso facto, compelling proof of an oppressive
government.

It is the belief of this author that to strive, in this
day and age (in an era of general ignorance/ambivalence
of constitutional principles), for such philosophical
consistency from the current state of affairs in the
United States is equivalent to expecting a 10-year-old
child to be able to mimic Michelangelo's paintings in the
Sistine Chapel.

Before one can sprint, one must learn to walk.  After
learning to walk and run, a later serious injury may
require one to re-learn even the basic skill of balance.
America has been figuratively injured from her initial
fine health, and she must re-learn the basics before
hoping to reach all the philosophically-consistent liberty
Americans are capable of attaining.

Realize that the Declaration of Independence is
worded "the pursuit of Happiness"; that liberty is not
necessarily a static objective, but one likely to be gained

(or lost) by degrees over time.  Just as not all men initially
enjoyed their liberty, but over time gained (a degree of )
freedom, so too must one learn the basics before one can
expect to succeed at the finer points of liberty.  

To the degree strict civil libertarians are correct
wanting more-consistent liberty, to expect such from a
society in a large part irresponsible for their actions is to
ask the improbable.

Responsible liberty and escapism from reality (by
hallucinogenic drug use, over-indulgence in alcohol,
marital infidelity, etc.) are not equivalent actions.

Indeed, if one separated the supposedly favorable
social atmosphere involved with self-destructive behavior,
any rational being experiencing such symptoms as drug-
induced psychosis (abnormal pupil dilation, profuse
sweating, rapid heart beat, shallow breathing,
nervousness, anxiety, depression, exhaustion,
disorientation, delusions, paranoia, hallucinations, etc.)
would quickly take oneself to a doctor.

A society free from all boundaries of behavior will
not long remain a society.

The point is not necessarily that an all-volunteer
Army would prove more effective than military
conscription by most any standard (as does any free vs.
compulsory effort) or that self-destructive behavior
ultimately only leads to its own form of slavery, but that
with Citizenship come privileges, and occasionally,
duties.

Just as personal responsibility leads parents to do
things which are not necessarily on their top list of
favorite things to do, so too can Citizenship lead to
obligations one knows that one cannot shirk.  People do
not live in a vacuum independent of cause and effect,
nor do they live in a world where they only get to do
that which is at the top of their personal list of desires.19

Until foreigners became Citizens, they could not
initially own American land.  That foreigners could not
even own American land but could exercise governmental
authority in America borders on absurdity.20 The Bank
of the United States was a private concern.
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20.  It is true the bank constitution prevented non-Citizens from being
directors of the bank themselves; however, that the majority of
shareholders all foreign, would nevertheless direct the American
directors is obvious. 



Notwithstanding early State laws forbidding foreign
ownership of American land, foreigners owning stock in
the Bank of the United States could nonetheless profit
from investment in American land by owning stock in a
corporation that accepted land as collateral pledged for
loans.21

When the charter for the Bank of the United States
expired, foreigners no longer had this indirect means to
profit from investment in American land.

Even today, real estate investment remains the
primary investment vehicle for more Americans than
perhaps any other investment category.

Foreign investors would thus understandably feel
slighted when such an important investment tool was
removed from their portfolio.

Nothing in politics occurs in a vacuum; major
actions potentially or even perhaps inevitably lead to
adverse consequences.

The failure to extend a bank charter which had
allowed direct foreign investment (and indirect foreign
ownership of land) would therefore likely effect our
foreign relations.

It naturally follows that the foreign investors
investing in the United States were often the most
influential persons within their own countries.22 That
those wealthy persons of substantial means could
influence politics of their native country is certainly not
out of the realm of possibility.

Within the short space of one year following the
close of the first Bank of the United States, the United
States and Great Britain were at war.  It would be naïve
to assume that the failure to extend the Bank of the
United States (with the primary foreign investors in the
bank being Englishmen) played no part in the War of
1812.

With war comes great need for adequate funds
necessary to successfully wage war.  Thus, even if there
was no direct link between the expiration of the bank
charter and the declaration of war, war itself created
substantial demand for additional credit (adding
extensive pressure to establish another national bank).

The War of 1812, however, would be fought
without a national bank extending credit.  

That the proponents of the Bank of the United
States sought to maintain private control while exerting
special governmental privileges simply shows the
arrogance and boldness of such men.

Trying to take from the best of two contradictory
worlds shows the alien creature which was the Bank of
the United States.  At the later supreme Court trial
regarding the constitutionality of the second Bank of the
United States, Maryland Attorney Joseph Hopkinson
correctly summed the heart of the matter, that the bank
sought to act in a manner:

"Private, in its direction and interest; public in its
rights and privileges." 23

Such a hybrid beast is but a teratological monster
which cannot live in both worlds.  Republican
government necessitates government be confined within
set parameters.  By stepping outside those proper
boundaries, government authority evaporates and all
that is left is individual or (private) group action. 

Just as the early European rulers created numerous
"body politics" for purposes of settlement (such as The
Treasurer and Company of Adventurers and Planters of
the City of London, for the first Colony in Virginia —
see B.O.L. I:9), so too did the United States create a
body politic for the bank:  The President, Directors and
Company, of the Bank of the United States.

Just as the early explorations were private concerns
(often partially supported with Royal funds), so too were
the early American banking establishments.

That federal establishment of a private bank should
entail special privileges when that bank does business
within sovereign States does not fit well into the
constitutional model that was ratified.  As such, later
careful study to learn the mechanism(s) of deception
and transgression is important.  Closing loopholes of
improper government action is the necessary step to
reclaiming and refining American liberty. 

As will be necessary in all other apparent or
questionable transgressions of congressional powers,
further discussion of such matters will be deferred in
The Beacon of Liberty until all Article I, Section 8
powers have been discussed through to the Civil War
era and discussion turns to methods used to bypass
constitutional limitations of power.

When things do not appear to add up or make
sense, then this is the primary clue that one must dig
deeper for a proper understanding.
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21.  The bank also owned a small amount of land.

22.  People of limited means, generally, more-closely monitor their
investments (necessitating nearby investment); it would therefore
routinely follow that only those with ample means would invest
outside their primary market.  Those of ample means would
generally have the most political 'pull'.

23.  McCulloch v. Maryland, 17 US 316 @ 341,  1819.
Alexander Hamilton considered the bank not a mere matter of
"private property, but (also) a political machine" (see footnote 11).



With the original charter of the Bank of the United
States only allowing the bank 20 years' duration (from
1791), the clock began ticking as the 1811 deadline
approached.  Just as there was a great deal of controversy
surrounding the establishment of the bank, so too was
there considerable controversy regarding its continuation.  

With Democratic-Republican Thomas Jefferson as
President for two terms from 1801 and James Madison
following for another two, the subscribers to the Bank of
the United States no longer had an advocate in the
highest office in the early 19 th century (recall that both
men were of the opinion that Congress could not
constitutionally incorporate a national bank).

Though efforts to extend the bank charter began in
earnest in 1808, they failed to produce results.  The
charter for the first Bank of the United States expired on
March 4, 1811.

The domestic assets held by the Bank of the United
States were mostly transferred by the individual investors
and depositors to the growing number of smaller banks
being chartered under State authority.

By 1816, there were approximately 260 State banks
in existence in the United States.24

Seventh Secretary of the Treasury William H.
Crawford offered the following explanation as the reason
for the rapid proliferation of State banks:

"Since the commencement of the late
war…banks have been incorporated, not because
there was capital seeking investment; not because
the places where they were established had
commerce and manufactures which required their
fostering aid; but because men without active capital
wanted the means of obtaining loans, which their
standing in the community would not command from
banks or individuals having real capital and
established credit." 25

In an observation which proves no less true today,
Treasury Secretary Crawford made the following
observation regarding bank loans to businesses (emphasis
added):

"That the establishment of banks in agricultural
districts has greatly improved the general appearance
of the country, is not denied. Comfortable mansions
and spacious barns have been erected; lands have
been cleared and reduced to cultivation; farms have
been stocked and rendered more productive, by the
aid of bank credits; but these improvements will
eventually be found, in most cases, to effect the ruin
of the proprietor. The farm, with its improvements,
will frequently prove unequal to the discharge of the
debts incurred in its embellishment. Such, in fact, is
the actual or apprehended state of things wherever
banks have been established in the small inland towns
and villages. Poverty and distress are impending
over the heads of most of those who have attempted
to improve their farms by the aid of bank credits." 26

Crawford's 1820 Treasury Report to Congress gave
further details and probable reasons (that of high profit
returns) for the explosive growth of State banks:

"The extent to which the currency may be
contracted, through the agency of banks, depends
upon the use which they may have made of their
credit. The excess of their discounts beyond their
capital actually paid determines the amount of the
credit which they have employed. Thus, in 1813, the
capital of the banks in the United States has been
estimated at $65,000,000, and their discounts at
$117,000,000. The extent to which their credit was
then employed was $52,000,000." 27

In private life, when one saves a portion of one's past
effort, this person may loan some portion less than or
equal to one hundred percent of the total amount saved.
If $100 has been saved, some amount up to $100 can be
loaned to another.  One person simply transfers his
excess (from past production) to another who is willing
to repay the amount borrowed at interest (or some other
form of inducement for the risk and time factors).

Banks, however, have a government charter to loan
amounts (even far) greater than they actually have on
hand.  Thus the obvious incentive to establish a bank —
the ability to loan more money than one actually has on
hand (to thereby attempt to increase profits substantially).

Though the actual intricacies of such transactions
are far above the understanding of this writer, banks,
following a myriad of complex (State and federal)
regulations, are allowed to do that which, if done by a
private individual without such government authority,
would send that individual to jail (for fraud).  This
author proposes that the issuance of a government
license does not remove the substance of the fraud;
that the inherent instability and inequity of such
practices has plagued the United States since nearly
their inception.

B.O.L.  III:9:7

Expiration of the Bank Charter

Proliferating State Banks
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December 24, 1815. Pg. 57 @ 58.
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other Banks, and the Currency", February 12, 1820. Pg. 494.

26.  Ibid, Pp. 498 - 499.

27.  Ibid, Pg. 497.



Treasury Secretary Crawford politely sums up this
position, stating:

"Banks…(are) countenanced by society in a
course of conduct which, in private life, would be
considered dishonest." 28

In the real-life example given by Secretary Crawford
above from 1813 (when things were far less complicated
[and far less leveraged]), the State banks were
cumulatively capitalized with $65,000,000, but had
discounts (loans) of $117,000,000.  The difference,
$52,000,000, was simply an extension of credit without
funds to back them.

In the previous example regarding a private
individual with $100 in hand, it would be equivalent of
him somehow and creatively loaning out $179.

Not even all of the $65 million of bank capital was
even fully of gold or silver coin, however.  Secretary
Crawford continues:

"Their circulation (of bank notes) at the same
period, has been estimated at $62,000,000. In this
estimate no allowance was made for notes stated to
be in circulation, but which were probably in the
possession of other banks. A reasonable deduction
being made on that account, it is probable that the
paper circulation did not much exceed $52,000,000.
But the liability of the banks for specie was equal to
the whole amount of notes represented to be in
circulation, besides the individual deposites. To
meet an immediate demand, they are estimated to
have had $28,000,000 in specie. If the deposites of
individuals should be estimated at $18,000,000, their
ultimate means of meeting the demand of
$62,000,000, without sacrificing their capital, would
consist of $10,000,000 in specie, and $52,000,000
secured by the notes of individuals; this sum being
the excess of their discounts over their capital." 29

Secretary Crawford estimates that out of the $65
million of bank capital, that only $28 million of it was
actually specie ($18 million belonging to depositors and
$10 million to investors).  This left approximately $37
million of capital as securities representing government
debt (i.e., wealth relying upon future performance for
proper redemption — which will ultimately prove to be
an actual asset only if all goes well [it could prove
worthless]).  With more than one out of every two
dollars representing IOU's of other entities, debt
(leveraged on future income) was the supporting basis
for the creation of yet far more debt (now amplified).

Relating back to the private citizen with $100 in his
pocket; if he formed a bank, he could make $179 in
loans, even if only $44 of that $100 was gold or silver
and $56 was in debt instruments.

One must keep in mind that essentially every
dollar of that $117,000,000 made in loans bore
interest at approximately 6% (Article X of the bank
constitution prohibited the bank from loaning money
at a greater annual interest rate than 6%), for about
$7 million of interest per year accrued to banks due
to the said loans.

With the listed $18 million in customer's accounts,
likely paying less than 1% interest (a measly $180,000),
the rate of return for the stockholder's $10 million of
actual gold and silver approached 70% (before expenses
and overhead, of course).  Even figuring the whole $65
million of bank capital, this $7 million of annual
interest would amount to approximately 11% return
before expenses.

While most persons would agree 70% is an
extremely profitable return, neither 11% nor certainly
6% would be considered an unreasonable interest rate.
Unfortunately, even as productive as man has proven in
the Western world since the industrial revolution,
compound interest simply out-performs even the most
productive persons over the long-term.  Exponential
growth of government, business and consumer debt
should provide convincing evidence of this basic fact. 

The fact of the matter is than men are not
exponentially productive year-after-year; no man can
grow his business in an exponential fashion indefinitely.
Unfortunately, however, the mathematical formula for
interest has such an exponent.

In fact, the only saving grace to compound interest
is monetary devaluation — the paying back of one's
contracted obligation with cheaper dollars.  Dollars can
be paid back at exponential rates of interest only
because those re-paid dollars do not buy as much as did
the contracted dollars.  Without inflation, outright
default would likely occur on a widespread scale within
a few generations (inflation prolongs the transfer of
wealth into fewer and fewer hands, while giving hope
[but not necessarily success] for a greater number of
people).

The Rule of 72 provides one with a quick answer
to how long it takes to double one's money (with
interest reinvested).  At 6% interest, it would take 12
years to double one's money (72 ÷ 6 = 12); at 3 %, it
would take 24 (72 ÷ 3 = 24); at 8%, only 9 years.  This
simplistic rule should give one an easy indication of the
interest paid depending upon the rate.
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The issuance of a government license does
not remove the substance of the fraud.

28.  Ibid, Pg. 499.

29.  Ibid, Pg. 497.



The pertinent question, given 6% interest is
considered low, is whether many men are twice as
productive in 12 years to be able to pay off their debt
without giving up pre-loan capital and actually
burrowing deeper into debt.

The mathematical formula for interest (when
compounded annually [the formula for shorter
compounding periods varies slightly, resulting only in
quicker escalation of Future Value]) is:

As the 6% interest rate is considered low, a look at
that rate over various terms is an education.

Let's assume that $100 is borrowed at 6% for 10
years.  $100 (1 + .06)10 equates to $179 (for those with
insufficient scientific calculators at their disposal, the
Internet has many investment calculators on-line).   Few
people would have any trouble paying $79 of interest at
the end of ten years while then repaying $100 of principal.
Thus, it would at first appear that 6% interest is a very
manageable number for interest rates.  Certainly 6% is
well within historic interest rate parameters.

Looking at a longer term perspective, 30 years,
brings that number to $574 dollars.  While not near as
manageable, it doesn't appear out of the ballpark ($474
in interest, $100 repaid in principal).  At 50 years, the
$1,842 appears to be growing substantially.

If Wilbur and Orville Wright invested $100 at 6%
interest 100 years ago, their next of kin (if they kept
their hands off, with taxes deferred, of course) would
have an impressive $33,930 in the bank.

If Christopher Columbus invested 100 (soon-to-be)
Spanish dollars at 6% interest 500 years ago, his
offspring today would have an astounding $449 trillion
(4.49 X 1014)!  Now that is serious money!

Had the father of William the (Norman) Conqueror,
1,000 years ago, invested an equivalent of $100 earning
6% per year, his ancestors today would have an impossible
$2. X 10 39.  To put that number ($2 duodecillion) in
better perspective, that is (rounded) $2,000,000,000,

000,000,000,000,000,000,000,000,000,000.  That is
two trillion, million, billion, trillion.  His offspring
could have owned the world (and a few planets) with
that amount of money (rather than see William attempt
only to conquer Europe).  Obviously, not $100 has had
a true rate of return of 6% over 500 years.

Even $100 at a measly 2% interest amounts to $39
billion over a 1,000 year period.  If one of Christ's
disciples invested $100 at 2% 2,000 years ago, it
would now amount to some $1.5 X 10 34.30

The rate of growth is easier to believe by looking at
the chart below seeing one penny doubling each day for
30 days.  By day 10, the rate is only $5.12; by day 15,
the rate is only $163.84; but by day 30, however, the
rate is well over $5 million per day.

By the Rule of 72, at 6% interest, we know that the
Future Value doubles every 12 years when the interest
earned is added to the loan (without payments being
made along the way).  Every 12 years over a
millennium is a whole lot of doubling!

People look at such mathematical certainties with
disbelief.  These impossibly-large numbers boggle the
mind; so much so that people discount the results at
their own peril (default, in some manner, being
inevitable).

Disbelievers point out the fact that no individual
pays debt for a century, let alone a millennium.  They
also make important note that few persons let the
interest ride (most interest is paid monthly, along with a
small amount of principal).
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Mathematica Formula for Interest

FV = P(1+R)N

FV is the Future Value or Amount of
Repayment (Principal and Interest).

P is the Principal Amount of Money initially
Borrowed;

R is the Rate of Interest;

N is the Number of Years the Money is
Borrowed.

30.  Perhaps this better explains Christ's actions overturning the
tables of the money-changers.

Day # Dollar Amount Day # Dollar Amount

1 $0.01 16 $327.68
2 $0.02 17 $655.36
3 $0.04 18 $1,310.72
4 $0.08 19 $2,621.44
5 $0.16 20 $5,242.88
6 $0.32 21 $10,485.76
7 $0.64 22 $20,971.52
8 $1.28 23 $41,943.04
9 $2.56 24 $83,886.08

10 $5.12 25 $167,772.16
11 $10.24 26 $335,544.32
12 $20.48 27 $671,088.64
13 $40.96 28 $1,342,177.28
14 $81.92 29 $2,684,354.56
15 $163.84 30 $5,368,709.12

Total $10,737,418.23

Penny Doubling Each Day for One Month



Both statements, of course, are true.  Looking at an
individual loan is simply easier to comprehend.

The principle remains the same when loan volume as
a whole is looked at (looking at all loans building interest
over the month would be a better way of looking at the
same principle, though it would be more difficult to
grasp).  Note that monthly (or daily) compounding
greatly increases interest paid.  Collectively, loan interest
compounds in a collective manner (monthly).

Though the early stages of compound interest are
mild, the latter stages are severe, and eventually, humanly
impossible.

Unfortunately, we are well into the negative aspects
of compound inflation — the game has already been
playing out for centuries.  Tracking the national debt
should give one ideas of where we currently lay.  Inflation
(and taxes, to a certain degree), as much as people hate it
(them), necessarily postpone outright default and cannot
be eliminated under the current monetary system
without quickening economy-wide destruction.

Unfortunately, creative monetary creation and
compound interest are not the only problems with banks.

Further adding to economic uncertainty, banks
routinely mismatch the maturities of their funds,
resulting in the fact that they cannot readily and easily
pay out of their working capital if customers withdraw
their funds in an amount greater than anticipated.

Banks accept deposits from their customers which are
payable essentially on demand (the fine print may give
them a grace period of some number of days or even weeks),
but they routinely loan out for a period of years and even
decades.  The longest of the normal banking securities,
Certificates of Deposit (CD's), are generally for a period
of no longer than three or five years, yet banks routinely
loan for periods of time many multiples of that.

By accepting short-term deposits and making long-
term loans, banks are, in a practical matter, insolvent at
any given point in time.  When their solvency drops
precipitously, they resort to calling in their loans — even
those which are fully current and not past due (which the
fine print in their loan contracts gives them authority to do).

Widespread economic failure is then inevitable.
Such severe gyrations help explain why banks in a highly
profitable business structure can go bankrupt — banking
is a high-wire balancing act and sometime the safety nets
fail when the banker stumbles (when the economy
inevitably slows as too much money [without enough
depreciation sapping purchasing power] is paid in interest,
causing customers to default; and, in turn, banks).  

When banking was more simple, people more easily
understood the inherent ramifications of monetary
instability and devaluation (inflation) caused by such
banking practices.  That the early banks were viewed
with a fair degree of universal scorn should not then be
surprising (which also helps explain the otherwise perverse
fascination and support for the early bank-robbers).

Banks can function well to safeguard wealth and
concentrate it to make it available for the highest and
best use.  Bankers are perhaps uniquely qualified to best
assess the credit-worthiness of borrowers to provide a
failsafe between people needing to borrow money and
people having money to lend (but who do not want the
responsibility for tracking it or directly bearing the risk of
loss).  As such, there would always be a place for banks in
most any society.  This is not to say, however, that
practices which are inherently unstable should be
tolerated (nor are they necessary).

Banks could quite responsibly match maturities as
does any mutual fund (not loan funds out for periods
longer than deposits).  

Allowing banks, even banks operating under tight
regulations, the opportunity to lend more than they than
control is not only fool-hearty and dishonest, it is
unstable.

High profits eroded by monetary devaluation and
studded with economic failure are not really high profits
after-all, nor do they translate into long term stability.
The current system only favors a small group who
understands and works the current system to the clear
disadvantage of those who do not.
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Mismatching of Funds

By accepting short-term deposits and
making long-term loans, banks are essentially

insolvent at any given point in time
(without causing economic chaos).
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