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pany were the owners, must also soon take similar action. 
For a few hours there was great excitement in St. Paul. Runs 
began on the agencies, all of which, with one exception, 
referred their bill-holders to their respective banks. About 
the same time several railroad banks closed their doors. Rail­
road bonds, when thrown on the market in order to provide 
funds for the redemption of the notes, were quoted at from 
thirteen to thirty and one-half cents on the dollar, a deprecia­
tion resulting in much loss to the note-holders.21 

In the latter part of October, 1859, the general confidence 
which the people had in those banks whose notes were secured 
by other than railroad bonds was practically destroyed. On 
October 21 it was learned that one of the banks standing 
highest in public confidence—the Bank of St. Paul—had sub­
stituted in August railroad bonds for Ohio Sixes as security 
for its note issue. Its action met with the severest condemna­
tion and resulted in a run upon the bank, which lasted all day. 
The fact that even the best of the local currency might be 
rendered worthless by the substitution of poor for good securi­
ties called forth the opinion that all home currency should be 
treated as worthless and driven from circulation.22 

Immigration was very light during 1859; but it was thought 
that the large crops of that fall would enable the people of 
Minnesota, in spite of currency troubles, to enter upon a new 
period of prosperity with the beginning of the next year.23 

The prices offered, however, were so low that the producers 
could scarcely pay expenses. Many people left the state tem­
porarily. A writer in the New York Journal of Commerce, 
describing the situation in Minnesota, declares: "Property 
holders are burdened with heavy taxes, and money lenders 

21 Weekly Minnesotian, October 15, 23, 1859. Twelve of the banks 
which had been organized used Minnesota Sevens (railroad bonds) as 
security for their note issues. On May 23, 1860, Minnesota Sevens 
brought from sixteen to seventeen cents on the dollar and university 
bonds, thirty cents. Weekly Pioneer and Democrat, July 28, 1859. 

22 Weekly Pioneer and Democrat, October 21, 1859. 
23 Weekly Pioneer and Democrat, July 21, 1859. 
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frequently find more land mortgages as collaterals upon their 
hands, than they are able to pay taxes upon, and at the same 
time are paying Eastern capitalists from 7 to 10 per cent, 
for money loaned on the same security."24 As a consequence 
the advertising columns of the papers of the territory were 
filled with notices of mortgage sales.25 On February 10, 1860, 
in an effort to relieve the tension, the legislature passed an 
interest law which fixed the maximum rate at twelve per cent 
a year.26 

More than a year had now elapsed since the passage of the 
state banking act, and in that time it had proved a failure. 
Of the sixteen banks that had been organized by December 1, 
1859, but seven remained; and some of these had announced 
an intention of closing up their business.27 The public and 
the merchants of the state had exhibited considerable distrust 
and a decided disinclination to use the currency; the private 
bankers received it at a discount; people of other states looked 
upon it with disfavor. The banks were unable to stand the 
pressure. 

These facts led the auditor in his report of December 9, 
1859, and Governor Sibley in his annual message of December 
7, 1859, to the legislature, to recommend the repeal of the 
general banking law. Furthermore, Governor Ramsey in his 
inaugural address of January 2, 1860, urged the repeal of the 
existing law and the substitution of "that of some one of our 
neighboring States, which, after years of severest trial, has 
been found to furnish a currency safe and desirable."28 In 
spite of the recommendations of the state officials, who were 
most intimately acquainted with the banking system, no 
important changes were made. For many years the law known 

24 Quoted in the Stillwater Democrat, October 15, 1859. 
25 The Stillwater Democrat of February 25, 1860, advertised twenty-

seven mortgage sales. 
26 General Laws, 1860, p. 226. 
27 "State Auditor's Report" in Senate Journal, 1859-60, pp. 719, 738. 
28 Senate Journal, 1859-60, pp. 10-16, 123, 719. 
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to be inefficient and to all purposes practically useless remained 
as the only banking legislation of the state.29 

The spring of 1860 brought new troubles into the financial 
world, for a large number of Illinois banks refused to furnish 
additional securities to make up for the depreciation of Missouri 
bonds, the basis of their note issues.30 Loss of confidence in its 
own banks had caused the public of Minnesota to turn to Wis­
consin and Illinois for currency for the transaction of business; 
consequently the depreciation of this currency caused a serious 
derangement in the local business world. Banking funds 
became scarce, and collections were hard to make.31 To meet 
this situation, merchants and others began to issue "checks" of 
five, ten, fifteen, twenty, twenty-five, and fifty cents to provide 
small change. Such issues were very numerous and, withal, 
rather convenient, though they were also a great annoyance. 
Specie disappeared, and mistakes in change were frequently 
made; for example, a thirty-dollar check was paid out in change 
instead of a thirty-cent check. Many of these small checks were 
worthless because no signatures were attached and too many 
people issued them.32 

Upon the commencement of hostilities between the North 
and South, the Wisconsin and Illinois bank notes suffered 
greater depreciation due to the fact that they were secured in 
large part by the deposit of bonds of the southern states. The 
financial affairs of Minnesota, in common with the whole 
Northwest, were seriously disturbed. Exchange on New York 
rose to ten per cent premium. Abundant crops in 1859 and 
1860 had stocked the granaries, and it was hoped that sales 
in the East would bring in eastern currency or coin.33 This 

29 By the act of March 5, 1860, the note issue was changed to ninety-five 
per cent of the current market value of the stocks deposited. General 
Laws, 1860, pp. 176-178. 

30 Stillwater Messenger, February 28, 1860. 
31 Winona Republican, December 19, 1860. 
32 Winona Republican, January 9, 1861. 
33 Winona Republican, May 8, 22, 1861; Stillwater Messenger, May 28, 

1861. There were estimated to be at least two million dollars of notes 
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hope was not fulfilled, and during the years covered by the 
period of the war Minnesota had but a comparatively small 
amount of currency. 

At the beginning of the year 1862 the number of banks in 
operation in Minnesota was six, but in June two failed and the 
currency was further curtailed by the retirement of their notes. 
Of the remaining banks two, the Bank of La Crosse and 
La Crescent and the Bank of Chatfield, although organized 
under the Minnesota laws, maintained no office of discount, 
deposit, and circulation in the state; their circulation, secured 
by a deposit of Minnesota railroad bonds, was confined 
entirely to Wisconsin. The general character of the notes 
issued prior to January 1, 1863, may be better understood by 
a review of the bank failures and the rates at which the notes 
were redeemed during this period. These were as follows: 
Bank of Rochester, 16j4 cents; Chisago County Bank, 19^4 
cents; Fillmore County Bank, 20 cents; Bank of Owatonna, 
20^4 cents; Exchange Bank of Glencoe, 21J^ cents; Central 
Bank, 30 cents; Nicollet County Bank, 35 cents; Bank of the 
State of Minnesota, 70 cents; and Bank of St. Paul, 98 cents. 
Of these banks it will be noticed that seven paid thirty-five 
cents or less on the dollar on the notes in circulation at the 
time they closed. The rates of redemption show clearly the 
heavy losses which the bill-holders of these banks were com­
pelled to undergo.34 

Commenting on the banking situation, the state auditor, in 
his report of December 31, 1861, says: "The only Minnesota 
banks circulating in the State are the Winona County and 
People's, with a circulation of only $21,863. The taxable 
valuation of the State being nearly $40,000,000, a ready cir­
culation would be found for at least $1,000,000 currency. In 

in Minnesota based on bonds of southern states. Winona Republican, 
April 10, 1861. On January 1, 1861, according to the state auditor's report 
there were $137,679 of Minnesota bank notes outstanding. Annual 
Reports, 1861, p. 5. 

34 State Auditor, Annual Reports, 1861, p. 5; 1862, p. 17. 
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ordinary times it would be the policy of the State to encourage 
a circulation to that amount, giving preference to her own 
stocks.35 From present appearances no further issue of notes 
on State securities will be profitable, consequently the State 
must wait for the General Government to mature a policy for 
a National circulating medium."36 Governor Ramsey, in his 
annual message to the legislature, January 9, 1862, after 
expressing the opinion that in many instances the currency of 
neighboring states introduced into Minnesota had "proved 
itself even less entitled to public confidence than our own," 
declared that the bank failures of Wisconsin and Illinois had 
"proved the whole system of Western banking upon State 
stocks to be false in principle and ruinous in its operation." 
He looked with favor upon the proposed currency to be issued 
by the national government and, after enumerating some of 
its advantages, ventured the belief that it would provide "a 
final relief from the recurrence of the enormous losses which 
are now suffered by our people, with the periodical explosion 
of the banks."37 

During this period the cost of labor and commodities 
steadily increased. In spite of the drain of the war upon the 
male population an increased acreage of land was sown, and, 
with the beginning of Scandinavian immigration, the outlook 
for the future appeared brighter than for several years previ­
ous. State banking reflected the industrial activity of the 
state, and on the first day of January, 1863, seven banks were 
in operation having an aggregate capital of $318,000 -and 
an outstanding circulation of $198,107, secured for the most 
part by United States bonds, the state Eights, and the war 
bonds.38 

35 In 1861 the auditor was authorized to accept securities of the United 
States bearing five per cent interest. The previous rate was six per cent. 
General Laws, 1861, p. 170. 

36 State Auditor, Annual Reports, 1862, p. 18. 
37 Executive Documents, 1861, p. 13. 
38 Stillwater Messenger, July 2, 16, 1861; State Auditor, Annual 

Reports, 1863, pp. 35-39. 
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T H E NATIONAL BANKING SYSTEM, 1863-74 

The year 1863 is marked by the enactment of the National 
Banking Act and by the organization of the first national bank 
within the state. The state officials, who were best acquainted 
with the weaknesses of the state system, looked with favor 
upon the proposed national banking system, and their view 
was shared generally by the people.39 The Democratic Party, 
however, was on principle bitterly opposed to such a system, 
particularly to one based on badly secured notes. Bitter 
attacks were made upon the financial scheme of the govern­
ment, while the most direful predictions were made as to the 
results certain to obtain were such a system to be inaugu­
rated.40 In the ensuing two years the national banking system 
was considered by its opponents as the cause of all the finan­
cial troubles which the United States experienced. 

On February 17, 1863, Hon. J. H. Brisbin of St. Paul intro­
duced in the lower chamber of the legislature a set of resolu­
tions declaring that the legislature of Minnesota was unalter­
ably opposed to the national banking bill or any similar bill, 
for eleven enumerated reasons. The house refused to print 
these resolutions and by a party vote laid them on the table.41 

39 Winona Republican, July 2, 1862. 
40 The St. Paul Pioneer of January 17, 1863, declared that "the imme­

diate consequence of adding $300,000,000 to our currency, must be to 
inaugurate one of the most stupendous eras of speculation ever known 
in this or any other country. The present values will be largely increased. 
Stocks will advance, and the price of real estate will be enormously 
enhanced. . . . An unnatural rise must be followed by a corresponding 
fall." The same paper in the issue of January 24 declared that should 
the national government monopolize all bank note issues of the country, 
state banks, state bonds, bankers, financiers, and the business community 
would go down together, "displaying such a financial wreck as the world 
has never yet witnessed or conceived. . . . Green-backs will become 
as plenty and cheap in Wall street as wall paper! . . . Such a plan, 
applied to our present situation, would involve People, States, and Fed­
eral Government in universal confusion, tumult, and bankruptcy; the 
climax of which would be a Reign of Terror, in which the lowest and 
worst class of citizens would enjoy a carnival of fierce indulgence." 

^St. Paul Pioneer, February 18, 1863; House Journal, 1863, p. 223. 
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That this opposition was not entirely barren of results is 
shown by the fact that one of the four Minnesota members of 
Congress voted against the bill, the other three voting for it.42 

Minnesota financiers were slow to establish banks under the 
new act, apparently preferring to wait and observe the experi­
ence of banks operating in other states before embarking in 
the new enterprise. During the first nine months following 
the passage of the measure a number of new state banks were 
placed in operation in Minnesota, but no national banks, 
although several banks in neighboring states were organized 
under the national system.43 The failure to organize national 
banks in Minnesota was due to several reasons. Minnesota 
was still a frontier state and was less advanced commercially 
and industrially than the other states. The regulations under 
which state banks could be organized were, moreover, less 
stringent than those of the national system. Finally, the large 
capital necessary for the organization of banks under the 
national system was lacking at that time, while a nominal 
capital was all that most banks needed to remain in operation 
under the state system. Not until December 8, 1863, when 
the First National Bank of St. Paul was organized with a 
paid-in capital of two hundred and fifty thousand dollars, 
increased in September of the following year to five hundred 
thousand dollars, did the new system obtain its first foothold 
in the state. It is interesting to note that this bank was but 
the reorganized and converted Bank of Minnesota, incorpo­
rated under the state banking laws in 1862. 

42 Senator Rice voted against the bill, and Senator Wilkinson and 
Representatives Windom and Aldrich voted for it. 37 Congress, 3 ses­
sion, Congressional Globe, 897, 1148. The act was approved on FebruT 

ary 25, 1863; it was amended by the act of June 3, 1864. United States, 
Statutes at Large, 12:665-682, 13:98-118. 

43 Up to the" date of the report of the comptroller of the currency, 
November 28, 1863, twenty banks had been organized in Indiana, seven 
in Illinois, six in Iowa, four in Wisconsin, four in Michigan, thirty-
eight in Ohio, and two in Missouri. United States Secretary of the 
Treasury, Reports, 1863, p. 49. 
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The state had prospered during 1862 and 1863. Although 
the summer of 1863 had been characterized by drouth, a good 
harvest had been gathered. Railroad construction had com­
menced; the industrial prosperity of 1862 continued; and from 
an economic point of view the people enjoyed the best year, in 
spite of the Indian troubles, that they had experienced since 
the summer of 1857.44 This prosperity accounts for the 
organization of the first national bank in the state; six new 
banks were also incorporated under the state laws in the year 
ending November 30, 1863, making a total of thirteen state 
banks in operation at that date. The state auditor reports 
that "these Banks are all located in the chief commercial towns 
of the State, and are owned and controlled by reliable business 
men of acknowledged integrity."45 

With the beginning of 1864 the state entered upon another 
year of industrial development. The inflation of the currency, 
which had been in progress during the past year, produced an 
unprecedented rise in the cost of living as measured in green­
backs. Under a similar standard of measurement gold, which 
on June 2, 1864, was quoted at 190, on July 12 reached 282, 
the highest point during the war.46 The greenbacks made 
exchanges easier and more numerous, giving an impetus to 
trade and inducing activity, which resulted in higher prices for 
both commodities and real estate. Several railroads were in 
process of construction, and the demand for labor was great.47 

44 Railroad Commissioner, Annual Reports, 1872, pp. 7, 10. 
45 The aggregate capital of the six new banks was $262,500, and the 

circulation, $154,580, bringing the aggregate total of state bank capital 
to $662,500 and of circulation to $412,398. One bank, the Bank of Winona, 
issued no notes; those of the Bank of La Crosse and La Crescent and of 
the People's Bank were still secured by state railroad bonds, but the 
circulation of the other ten banks, amounting to $366,525, was well 
secured, the average market value of the securities during the previous 
six months being $411,382. The thirteen state banks were located at 
Minneapolis, St. Paul, Stillwater, Red Wing, Hastings, Winona, Chatfield, 
Hokah, and St. Peter. State Auditor, Annual Reports, 1864, pp. 21, 68. 

4« St. Paul Pioneer, June 5, July 12, 1864. 
47 Governor Miller's message of January 4, 1865, in Executive Docu­

ments, 1864, p. 19. 
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During the spring of the year the currency again gave cause 
for concern, but on this occasion it was not the notes of the 
banks of Minnesota or of neighboring states which were the 
source of apprehension. On April 17 the First National Bank, 
the Marine Bank, and several brokers in St. Paul gave notice 
that they would neither receive.nor pay out the notes of banks 
of Pennsylvania, New Jersey, and Michigan "except such as 
are being redeemed at par in Philadelphia or New York." On 
May 12, 1864, agents of the Northwestern and of the La 
Crosse and St. Paul packet companies announced that on and 
after May 15 they would receive nothing but national currency 
for tickets. Two days after this announcement the bankers 
of the state held a meeting in St. Paul and adopted the follow­
ing resolution: 

Resolved, That the Banks of the State of Minnesota, repre­
sented in this Convention, regarding it for the interest alike 
of the public and the Banks, that all money in circulation shall 
be made equivalent in value with the lawful money of the United 
States, agree that on and after July 1, 1864, they will receive 
and pay out as bankable funds only Treasury Notes, National 
Currency, and the issues of Minnesota Banks which are redeem­
able in lawful money of the United States within the State. 

This course was a necessary consequence of similar action 
taken in Chicago and other commercial centers to prevent the 
flooding of the West with currency discarded in other places, 
and was effective in saving the people from financial loss.48 

During the summer months two new banks were organized, 
one a national and one a state bank.49 The auditor's report 
for 1864 showed that the fourteen state banks then in opera­
tion were in splendid condition. They were apparently in no 
haste to reorganize as national banks, though several had 
announced their intention to do so.50 The situation was 

48 St. Paul Pioneer, April 17, May 12, 20, 1864. 
49 The First National Bank of Rochester was organized September 7, 

1864. 
50 State Auditor, Annual Reports, 1865, p. 24. 
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changed, however, when Congress, acting upon the recom­
mendation of the comptroller of the currency, inserted a pro­
vision in the revenue act of March 3, 1865, imposing a tax 
of ten per cent a year upon the circulation of state banks paid! 
out by them after July 1, 1866. The passage of this measure 
forced the banks either to retire their circulation and close up 
their business or to incorporate under the national system. On? 
March 2, 1865, the Minnesota legislature, following the prece­
dent established in other states, passed "An act to facilitate 
the reorganization of banks incorporated under the laws of 
this state into national banks." By October 1, 1866, fifteen 
national banks were in operation with an aggregate capital of 
$1,660,000; while the state banks had all surrendered their 
charters.51 

The period following the close of the war was one of great 
financial ease. The large expenditures of the government irr 
the payment of war claims, war bounties, amounts due dis­
charged soldiers, and other debts made money very plentiful 
locally.52 Greatly increased activity in all lines of industrial' 
and commercial life inevitably resulted. Railroad building-
progressed rapidly, agriculture was given a great impetus by 
the steadily increasing population, and interstate trade devel­
oped.53 The effect of this industrial activity at once mani­
fested itself in the banking business of the state, which was 
carried on efficiently and effectively, in happy contrast to the 
methods employed by the state banks a few years before. The 
bankers were of great assistance to the growing industries and. 
in return profited by the latter's prosperity. During this period' 

5 i United States, Statutes at Large, 13: 484; Minnesota, General Laws,. 
1865, p. 74; Report of the Comptroller of the Currency, 1866, pp. 180, 184 
(39 Congress, 2 session, House Executive Documents, no. 3—serial 1287) ; 
State Auditor, Annual Reports, 1867, p. 22. 

52 George E. Warner and Charles M. Foote (eds.), History of Dakota-
County, 157 (Minneapolis, 1881). 

53 Governor Austin's inaugural address of January 7, 1870, in Executive 
Documents, 1869, pp. 1-9. The United States census for 1870 gave the-
population of the state as 439,706. United States Census, 1870, vol. 1,. 
p. 40. 
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the national banking system enjoyed an almost complete 
monopoly of the banking business. By 1870 practically every 
town of importance in the southeastern section of Minnesota 
had at least one national bank, and in 1871 seven new national 
banks were established in the same district.54 

The early seventies comprised one of the most notable boom 
periods in the economic history of Minnesota. Inflation and 
speculation were rife, and both the state and the railroads 
enjoyed an unusual period of material progress and develop­
ment.55 As a consequence of these "good times" the number 
of banks and the amount of business transacted showed a sub­
stantial increase. A serious effort to operate banks under the 
state banking laws was made in the years 1872 and 1873 ; 
these institutions did not, however, issue notes. Several bank­
ing firms were incorporated; and, although in some cases their 
lights flickered out in a short time, they showed the way to 
others, and soon a steadily increasing number of state banks 
were contesting in the business field with the national institu­
tions.56 This renewal was undoubtedly due to the increasing 
use of deposits as a circulatory medium. In 1874, when the 
first complete records are available, the banks of the two 
systems were located for the most part in southeastern Minne­
sota. 

On September 16, 1873, the failure of the banking house of 
Jay Cooke precipitated a panic which spread throughout the 
United States. In Minnesota, after the first few days, its 
effects were scarcely noticeable beyond a slight stringency in 
the money market, a cessation of railroad building, and a dull-

54 From 1865 to 1871 only one attempt was made to establish a state 
bank. The City Bank of St. Paul was organized on April 29, 1869; it 
became a national bank in 1873. State Department of Banking, Reports, 
1912, p. 9. 

55 Warner and Foote, History of Dakota County, 158; Governor 
Austin's annual message of January 9, 1873, in Executive Documents, 
1872, vol. 1, p. 5. 

56 State Department of Banking, Reports, 1912, pp. 7-10. 
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ness in real estate for several years.57 But few mercantile 
institutions failed and not one bank closed its doors—a striking 
commentary on the economic and financial progress of the state 
since 1857, when similar circumstances threw it into convul­
sions. 

With the steady industrial development of the state since 
1874, there has come a gradual increase in the number and size 
of the banking institutions. Only the crisis of 1893 has broken 
the chain of prosperous years that have passed since 1874. 

SYDNEY A. P A T C H I N 

MINNEAPOLIS, MINNESOTA 

5 7 Atwater, History of Minneapolis, 517. 
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