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A single prosperous business session wipes outteearemembrance of

past blunders. All is forgotten until another stazomes, and a

thunderstroke shatters again the very foundatidesioboasted strength

and greatness. Our merchants and business mée bymdreds and

thousands are now mourning over their folly.

-- The IndependenDec. 24, 1857

In eerily familiar ways, the financial panic of IBprefigures the current
subprime mortgage crisis. Then as now, lightlytatgd institutions eagerly extended
credit based on exciting new financial instrumegpgculators assumed that real property
values would continue to climb indefinitely, ane tteverberations from the inevitable
collapse echoed round the world. The words ofpurelit seem apt: History repeats
itself because nobody listefs.

What follows is an account of the panic of 185guably the first truly global
financial meltdown that involved multiple interlaok markets and sectors. In their
study of the panic, Calomiris and Schweikart (199iggest that the trigger may have
been the case @ifred Scott v. Sanfortalthough they acknowledge the difficulty of
proving this contention. Using a heretofore un&pgata source, | find empirical
evidence that the case indeed helped set off this erand set the stage for secession.
By affirming the value of slave property and undstiag the value of territorial land,
Roger Taney’s opinion stemmed the tide of migrati@stward, lowered the worth of
investments in western railroads, and created hamdd/all Street. A®red led to panic,

panic led to war. Because the South weatherefirtaecial turmoil relatively better than

the North, Dixie’s departure from the Union becaamaore realistic option.



l. SETTING THE STAGE FOR THE IMPENDING CRISIS
A. Geography and Population

Figure 1
The United States in 1850

Title to Oregon Country established by treaty with Great Britain
*Disputed area: Treaty of Guadalupe-Hidalgo 1848
Western area of Texas purchased in 1850 ; 1850

Source:http://teachpol.tcnj.edu/amer_pol_hist/fi/000000&a.

Between 1845 and 1853, huge changes in the gdogadphe U.S. occurred. As
Figure 1 shows, the nation added five states itfitsiefive years of the period, two of
which — Texas and California -- also increasedadauareage. The disputed Oregon
territory officially became part of the U.S. in ¥84and the treaty of Guadalupe Hidalgo
ended the Mexican-American War in 1848, grantirggihS. another large chunk of land.
The only remaining portion of the continental U-8lenoted as “Mexico” on the map
above — was the Gadsden Purchase, bought in 18%#es of obtaining a Southern

route for a transcontinental railroad.



As the nation’s land mass stretched westwardjdgsdsdpopulation. People took
seriously the admonition to “Go west, young marFigure 2 shows that settlers
migrated west through the 1840s and ‘50s, bothenNorth and the South. Steckel
(1983) suggests that migration during this timeaqukoften took place along latitudinal

lines.

Figure 2

- Population Distribution Across Regions, 1840, 185@&nd 1860
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Note: States and territories included in these regioasaarfollows: NEng/MAtl = Maine, New
Hampshire, Vermont, Massachusetts, Rhode Islandn&mgicut, New York, New Jersey, Pennsylvania;
ENC/WNC/Pac (except MO) = Ohio, Indiana, lllinoMichigan, Wisconsin, Minnesota, lowa, Dakota
Territory, Nebraska, Kansas, Oregon Territory, f0atia; SAtI/ESC = Delaware, Maryland, District of
Columbia, Virginia, North Carolina, South Carolirigeorgia, Florida, Kentucky, Tennessee, Alabama,
Mississippi; and WSC/MO/Mtn = Missouri, Arkansagisiana, Texas, Colorado, New Mexico Territory,
Utah Territory.

Take a closer look at the nation’s frontier arediéinois, lowa, Wisconsin,
Minnesota, the Dakotas, the Pacific Northwest, l&anslebraska, Missouri, Arkansas,

Texas, and the mountain states -- which contaimbgd®percent of the population in



1840 but 17 percent in 1860. lllinois had ne&djf a million people in 1840 -- over

half of the frontier population — growing to 1.7lloin inhabitants by 1860. Missouri

was next largest in 1840, with over 40 percenhefftontier population; by 1860 it
contained nearly 1.2 million people. Yet, as FgBrindicates, frontier areas farther west
grew much faster than these two, containing onpgi@ent of the frontier population in

1840 but 46 percent in 1860.

Figure 3
Distribution of Frontier Population by Region, 184Q 1850, and 1860
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U.S. land policy, particularly the Graduation A¢t1854, encouraged this
western movemernit.Figure 4 shows that people bought huge numbeasres from

public land offices in 1854 and 1855. Much of tlaisd was located in Wisconsin,



Minnesota, and low4.Although cash acreage slacked off in 1856, tiweper acre
remained comparable to per-acre prices in 1854-55.

Figure 4
Number and Price of Cash Acres Entered at Public Liad Offices, 1850-1856
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The secondary market for land was where the tmratook place, however. In
mid-year 1857, lots in Western cities could passuph the hands of as many as 12
people in 60 day’.Kenneth Stampp notes that Omaha property seting§500 in
spring 1856 went for $5,000 in spring 185David Mitchell suggests that “[E]verybody
in the West had a share of God’s Earth, quietlygasing at a rate of perhaps a hundred,

or at least twenty per cent per annum — it was tidpe

B. Railroads
Although the increased size of the antebellum drf8l. the concurrent population

movements were notable, railroads wereltigestory of the 1850s, because they



revolutionized securities markets just as theysi@med transportation. To understand

the Panic of 1857, we must see how railroads it ihe picture.

1. I nteraction with Land Markets

Railroads interacted with land markets in the t@aath century, because they
both affected and were affected by the expectadevad the land surrounding them.
Owners of land could find themselves substantiaiiyer—at least on paper—if a
railroad were built nearby. They could transpathithemselves and their products
cheaper and faster by rail than by wadbiThis capitalization of reduced transportation
costs into land values meant that savvy speculdidrtheir best to ascertain where
railroads were likely to be constructed so thay tteuld buy up neighboring plots. By
the same token, railroad managers were on the lid&olocations where people desired
to live—a larger population meant more traffic faains and thus greater potential
profits.

Fishlow offers empirical evidence to support theiwoven nature of markets.
More than 60 percent of the railroad constructiotilinois up to 1853 was concentrated
in one-fourth of the land area of the state: thdéehding wheat- and corn-growing
counties. Wisconsin displayed a similar patteBtatistics vividly show that railroad
counties in lowa had much greater population dgnsitverall density was 9.3 persons
per square mile in 1850, but typical counties wéitroads could boast of 20 to 30
persons per square mile. Three lowa railroad ¢esitiad more than 40 persons per

square milé?



2. Historical Growth and Regional Patterns

Although America’s great railroads trace theirineggs to the 1830s, rall
transport proved fairly insignificant for the fifrsto decades. The Baltimore & Ohio line
began in 1830 and the Erie in 1832, but only aladhibusand miles of rails existed in
1835. People began to consider railroads as amattve to canals when the Boston &
Lowell Railroad started to divert traffic from théiddlesex Canal. Yet barely nine
thousand miles of track had been laid by 1850, inasthe Northeast, and many routes
ran for only short distancés. The West contained just 12 percent of railsireihe old
Northwest Territory and primarily in Ohio and Migfain*

The six years from mid-1851 to mid-1857 were ftenenes for railroad
consolidation and building, as Figure 5 indicdfe®y 1853, people could travel by rail
from New York City to Chicago; shortly thereafteails connected Chicago to the

Mississippi River:®



Figure 5
Railroad Investment and Additional Mileage, 1850-186
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Sources:Wilson and Spencer (1950, p. 339), Stover (1987313, Fishlow (1965), Tab. 1Bljstorical
Statistics of the United Statedillennial Edition (www.hsus.cambridge.org).

Note: Miles are actual miles; the investment index éxjgeoss investment in millions of 1860 dollars
multiplied by 30. Constructing the index in this way permits the seoies to be graphed on the same set
of axes.

Although Figure 5 shows that total investment aniéage began to slow around
1854, the building of western roads was still gatigesteam. Perhaps one of the most
notable features of the rapid rail expansion oflt880s what happened in the Northern
states near the western frontier. Figure 6 shtawgxample, that six states -- Ohio,
Indiana, lllinois, Michigan, Wisconsin, and lowaenjoyed fully three-quarters of new
track laid in 1856. lllinois acquired as much neack in 1856 as all five states of the
old Northwest did in 1858, Early in 1857, workers completed the Milwaukee &

Mississippi Railroad, and the Baltimore & Ohio read St. Louis?



Worth noting is where railroads were notated. As of 1861, the eleven
Confederate states had only about one-third ofatead lines and one-fifth of the
employees in the industly. This pattern is easily explained. Because thelSwas
blessed with far more navigable inland waterwdys ltenefits of railroads were smaller
there?® What is more, Southerners had an alternativéargieir capital — slaves.

Figure 6
Total and Added Rail Mileage in Ohio, Indiana, Illinois, Michigan,

Wisconsin, and lowa as a Percentage
of U.S. Amounts, 1848-1856
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3. Land Grants and the Role of the Federal Government
Just as government had a hand in nineteenth-celatugymarkets, so too did it
play a part in the nineteenth-century railroad hetton. Starting with a grant to the

lllinois Central in September 1850, the federalegroment gave 131 million acres of



public land to railroads over the following two deles, and Texas (which did not cede its
land to the national government upon statehoodjgah27 million acre$: Not
surprisingly, the relative abundance of railroadthie North was associated with
comparatively larger land grants, as Table 1 depicthe North received more total
acreage; land grants as a proportion of total &ed (excluding water) were also larger
in the North. And acres granted per capita (usitg 1850 population) were more than
twice as large in the North as in the South. Tilg oomparable North/South figures
were acres granted per white person as of 1864l other dimensions, the North

benefited relatively more from federal land grawotsailroads.
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Years
1850
1856
1856
1856
1857

Region
lllinois
lowa
Michigan
Wisconsin

Minnesota

TOTAL NORTH

1850-56 Mississippi

1852-53

Missouri

1852-53, 1856 Alabama

1852-53

1856
1856

Arkansas
Florida

Louisiana

TOTAL SOUTH

Acres

Table 1

Federal Land Grants for Railroads, 1850-1857

Grants/

Granted Land Area

2,595,133
4,507,531
3,103,880

560,605
7,364,269

18,131,418

1,285,743
2,438,015
3,193,719
3,836,595
2,497,719

699,221

13,951,012

7.3%

12.6%

8.5%

1.6%

14.5%

9.4%

4.3%

5.5%

9.8%

11.5%

7.4%

2.5%

6.9%

3.07
23.49
7.86
1.84
1,219.65

10.40

4.35
412
7.49
23.66
52.91
2.74

7.84

total pop.
3.05
23.45
7.81

1.84
1,211.83

10.34

2.12
3.57
4.14
18.28
28.56
1.35

4.85

Grants/1850 Grants/1850 Grants/1860
white pop.

white pop.
1.52

6.69

4.22

0.72

43.47

4.47

3.63
2.29
6.07
11.84
32.13
1.96

5.16

Source: Donald (1911), tabs. 1-3, Bttp://www/netstate/com/states/tables/st/_size.htm
http://www.census.gov/population/www/documentatiaps0056.html.

Grants/1860
total pop.

1.52
6.68
4.14
0.72
42.81

4.44

1.62
2.06
3.31
8.81
17.79
0.99

3.30



These grants generated even stronger connectiomsgarailroads, land markets,
and population movements. Railroads attempteddcowage western migration by
offering settlers easy credit terms and low downpayts’> One advertisement placed
by the lllinois Central offered “superior farmingnids . . . not surpassed by any in the
world . . . for sale on long credit [up to sevemang, short credit or for cash” and
promised the finest of public schools, excellerdlthe and the best conditions for any

investment®

C. Securities and Financial Markets

Railroads changed the physical landscape in tBe, But they also reshaped its
financial markets. Perhaps the most notewortayuire of investors in the 1850s was
their eagerness to purchase railroad securitiesatrdst them as collateral, despite a
glaring lack of information about their soundness.

Data collected by Richard Sylla, Jack Wilson, &ubert Wright (2002) offer a
rare opportunity to track weekly information on setes traded in several different
cities during the nineteenth centdfyThe most complete information covering the

1850s come from Baltimore, Boston, Richmond, and Kgleans?®

1. The Importance of Railroad Securities

Philadelphia provided the first center for Amerigailroad finance, followed
shortly thereafter by Boston, a city that lackathaigable inland waterway. By the time
of the Civil War, New York was the financial capitd the country, although active

exchanges operated in many cities, as did curbstariers plying their business just

12



outside Wall Street® By far the most vigorously traded securitiesevetilroad stocks
and bonds!

Private investors put up about three-quarterb®ftore than $1 billion invested
in railroads between 1828 and 1880.Holding stock was not always a voluntary event:
some railroads demanded that their suppliers tagepnt in the form of securitié3.
Companies at times also gave stock as a bonusse thho bought bond8. But plenty
of people also took a keen interest in playingrttaeket. Minnesotans were so eager to
speculate that they had no time for politics (ualikday), and Wisconsin farmers bought
up railroad securities using personal notes bablyeuiortgages on their holdings.

Railroad securities held international appeal al. wOf the total inflow of
foreign capital to the U.S. from 1849 to 1860, lvedint for stocks and bonds issued by
railroad companies. The Secretary of the Treasstiynated that foreign investors held
$44 million in railroad bonds and $8 million inlraiad stock out of a total of $550
million invested in U.S. railroad securities in B85The next most popular item in
foreign portfolios was state and local bonds asdjiscussed below, these often served
as backing for railroad operatioffs.

Figure 7 offers summary information on weekly &tpdces for railroads located
in various parts of the countr§. Among the most notable features of the figuretiage
early success of Atlantic roads, the general dowdwand in prices of Eastern railway
stock throughout the period, and the downward wlilate 1854 followed by price
recovery in regions outside the East, particulfohythe Western and Panama railrodtls.

Prices remained fairly steady throughout 1856 limegjfions.

13



Figure 7

RR stock indices 1/5/50-12/27/56
1401

1301
1201

1101

H % Panama
i %

|

| West

NE
I

|

10C+

9C

8q{ - Atlantic
7C E
E AL South
6C 1
East
50 S R
1850 1851 1852 1853 1854 185¢ 1856

Source Sylla et al. (2002).

The intense interest in railroad securities, paldirly stock, was not always based
on solid information about fundamentals. Generadlgepted accounting principles were
unheard of, and few companies offered much in tag of disclosuré> The New York
Stock Exchange did not require annual financiabrepg until 1869 and devoted no
resources to enforcing¥. As one treatise put it, “[T]here has been narddor the
truth even in the statement of the amounts andceswf capital actually obtained by the
corporation. . . . In many instance, shareholdegsas uninformed after reading a
published financial statement as if none had berdared.*’ Top management was
sometimes incompetent and occasionally véhahvestors in Western roads had
virtually no idea how their money was being usewbether lines were even being

built.3®* Contemporaneous commentators denounced the gr@wihof overspeculation

14



and the mania for playing the mark&tThe actions of state and local government —
described in the next section — merely helpedthislbehavior.

Regional investment patterns varied. Most notabtke difference between
North and South: Southern railroads tended to bhayeater proportion of local
investors and to pay little in the way of dividend¥he local angle meant easier
monitoring of the use of funds, but it also madesioorter lines and a patchwork
combination of different rail sizes in the Sodth.This hampered the South’s movement
of troops and supplies during the Civil War butushioned the impact of financial chaos

resulting from speculation based on inadequatenmdtion.

2. State and Local Government | nvolvement in Railroad Finance

Whereas the federal government granted land teailveads, states and
municipalities offered another sort of supporteytlsubscribed to stock and pledged their
taxing powers as a guarantee on bond redemfftioBecause investors were hit heavily
by the Panic of 1837, some states began insertingtitutional provisions to limit state
debt and aid to corporations in the 184b# et cities, counties, and states remained
highly invested in railroad securities through thiel-1850s, particularly in the Norff.

Southern states and cities did offer some aichn&ssee, for example, awarded
railroads $10,000 for each mile of track compléted®onds issued by the city of New
Orleans sold at a huge discount in 1854 becausdtihkad pledged so much aid to local
railroads?®

Some public officials grew alarmed at these cletationships. After the city of

Cincinnati taxed its citizens to buy $1 millionstbck in the Ohio & Mississippi

15



Railroad, Salmon P. Chase, then-governor of Ohlgggbd the legislature in his January
1857 message to keep tabs on the railr6addut most public figures seemed happy
with, or at least complacent about, the arrangesnent

Baskin (1988) argues that the intertwining of pubhd private interests helped
give an aura of legitimacy to railroad investmehts they otherwise might not have
had®® Not only that, the fortunes of states were tadeast in part, to the fortunes of the
railroads. The late-1854 downturn in public-bomidgs, shown in Figure 8, mirrors the
pattern in private-security prices. Note as W climb in lllinois state bond prices
over the 1852-56 period, just when the lllinois €alline commenced construction.

Figure 8
Bond Prices, Grouped States, 1850-56
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3. Banks

a. Northern banking
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Banks, state governments, securities and landetgrand railroads formed an
intimate network in the 1850s. In this era of fbaaking, banks could not print their
own notes but could obtain state bank notes inaxgh for state bonds which, as
mentioned, sometimes backed railroad activitieStates in turn relied on banks to
generate tax revenue and investment incdhe.

What is more, no centralized banking authoritysted>" Instead, banks in the
nation’s interior used New York banks to hold theserves. New York banks then lent
these reserves on the call-money market, accegtrads and land mortgages as
collateral®® This activity escalated in the second half ofdeeade, leaving banks with
far lower specie reserves than before. The rdtimok specie to total deposits plus notes
fell from 22 percent at the beginning of 1855 tdydr0.4 percent in February 188%.

This complex paper edifice rested upon a simpderaption: that debtors could
pay. Few seem to have contemplated the possitiilittyeveryone might call in loans at
once — a classic fallacy of composition. As onetemporaneous commentator put it,
using call loans with stock collateral seemed pldasas proposed by each separate bank.

But “[tlhe causes which alarm one bank alarm theleth Upon any shock to confidence,

they [will] all call in at once®

b. Southern banking
Southern banks engaged in fundamentally diffepeadtices than their Northern
counterparts. Louisiana’s Forstall system, esthblil in 1842, required one-third specie
reserves held against notes and deposits, for de&mpBanks in other Southern states

were not quite as conservative but nevertheless feerer in number, more tightly knit,
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and more focused on solvency than Northern bahigisk aversion in South, especially
after 1850, made borrowing difficult for small pragiors>’

A Virginia newspaperman foreshadowed today’sagitf subprime rating
agencies in an editorial printed in October 1862 decried the habits of New York

banks in estimating the worth of securities withany regard to their intrinsic vali&.

D. Commodities and Slaves

Although land and railroad-security markets wegetives of activity in the
1850s, people found additional outlets for speautathamely commodities. By
midsummer 1857, commodity prices had increaseded€ept over the past four years, as
Figure 9 makes cledr. This inflation was partly due to the infusiongafid from

California®®

Figure 9

140 Monthly Commaodity Price Index, 1/506/57
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Source Smith and Cole (1935), Tab. 52, p. 167.
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Slave prices also escalated throughout the peamé&jgure 10 shows. The
average sale price for a prime-age male went fr8i#y $n 1850 to $1243 in 1856. Mean

appraisal values increased from $699 in 1850 t&$10 1856°

Figure 10
Mean Values for Prime Male Slaves, 1850-57
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Source Fogel and Engerman (1976).

Il. THE CRISIS COMETH
As of late spring 1857, the nation had experierstedply rising prices for land,
railroad securities, and commodities for severakegutive months. Banks, goods
traders, securities dealers, land merchants, iatiemal investors, government at all
levels, and ordinary citizens shared in the largeasticipating continuing prosperity

particularly from Western concerns. But things &gart: the center could not hold.
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What happened, and why? The following sectionsradfbrief theoretical
explanation of why the panic occurred, followeddopious empirical evidence about

both short- and long-run effects.

A. A Theoretical Framework

1. Relevant Models of Financial Panic

Two leading theories associated with financial pamire the random-withdrawal
model and the asymmetric-information model. Inftrst, random withdrawals from
banks generate the possibility of panic in a wargre depositors are served on a first-
come, first-served basié. A surge in the demand for funds, coupled witlcticnal
reserves, means that the first people to arriebstnk may retrieve their savings but later
arrivals may not. | argue elsewhere that this rikiely describes the Panic of 1837.

A different theory centers on asymmetric informatietween creditors and
debtors. This alternative models a financial patarting when holders of bank notes,
bank accounts, mortgages, stock certificates, ndboevise their perception of risk
when they receive bad news about the macroecon®eagause people cannot
immediately distinguish among banks or corporatidmsy might try to reclaim all their
assets. But, if at least some well-informed itmesscan distinguish sound from unsound
operations, a panic may be just what is neededgarate the wheat from the chaff, as it
tends to drive out poorly managed enterprises.coAting to several scholars, this model
better captures the workings of the U.S. econontliemational-banking period (1863-

1913)%

20



| suggest that the asymmetric-information moded algplies to the panic of 1857.
What existed in mid-1857 was a web of relationship®ng banks, securities markets,
railroads, federal and state government, and inve$irge and small, domestic and
foreign. Exuberant expectations that land andaadl investments would continue
generating breakneck price increases, coupledspittty information about the
valuation of assets and little oversight, meargddroles in the web that made it
particularly vulnerable to tearing.

Then something happened that quickly sobered wgstovs and creditors: the
decision inDred Scotto open Western territories to slavery. This pieteew

information was enough to unleash financial p&hic.

2. A Model of Antebellum Westward Migration, Land Values, and
Territorial Status

To see whyDred Scotfprecipitated a panic, consider the most salieritkaown
to Northerners at the time of the case: land \win¢he South were lower and increased
less rapidly than in the Norffi. As the following paragraphs show, the natureegfonal
production helps explain this pattern. One conseqe of a shift in territorial status from
free to slave was a freeze in westward migratiolbstherners, which in turn chilled
asset markets.

Jeffersonian yeoman farmers epitomized the Nortimobile land was their
primary owned asset, and they demonstrated a preferfor proprietorship — even of a
small holding — over hiring themselves 8ltLabor was thus the scarce factor in

agricultural production. Once settled, free-saihfiers put their money into land
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clearing, schools, towns, transportation, and divens of local developmefi. This
investment in turn affected the value of the suntbng are&?

The South, in contrast, held much of its wealtmisbile assets — that is, slavés.
Although land was also an important part of thetBeuner’s portfolio, the very fact that
property could be held in a form not affected byaladevelopment meant Southerners
had a different outlook on internal improvementsvali as a production process that
emphasized relatively abundant labor inputs. Thatis McCormick, with his labor-
saving reaper, changed the locus of his operations Virginia to lllinois in the mid-
1840s is not surprising.

Production processes were another difference betweetwo regions.
Southerners practiced “shifting cultivation” andisrheld large tracts of unimproved
land, whereas Northerners kept a high proportidamd in constant use. In 1860,
Southerners cultivated only one of every three ahaes, while Northerners improved
more than half their acreade.

Did permitting slaves into a territory necessanilgan they would come?
Stephen Douglas thought that the Kansas-Nebraskav@sall symbol and no substance:
in his view, slavery itself would not be viablethe eponymous territorl. Yet the
evidence overwhelmingly shows that slavery coutivéhin the territories? Abraham
Lincoln himself displayed a map showing the clin@and soil similarities between the
Kansas-Nebraska territory and various SoutherronsdP Free-soilers therefore could
reasonably believe that allowing slavery into aitery might bring slaves in, whether

they arrived with their masters or were sold to maws’®
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Converting a territory from free-soil to slave wduhus reduce the probability of
migration westward for Northerners due to the apdited effect on land values. Because
private and public investments would be divided agmultiple assets under a slave
regime rather than devoted primarily to immobilegerty, expected benefits for small,
non-slaveholding enterprises would be less thanfree-soil environment. Add to this a
large dose of racism and a panic about slave iestions that grew palpable in the
months just befor®red Scotwas decided’ Even if many of the fears of freeholders
were not borne out — virtually no slaves ever matteNevada, New Mexico, or Utah,
despite the legality of slavery théte- expectations were what matteféd.

Could Southerners simply replace Northerners? aayt Southerners bought
land in the territories and western stafea/et the sheer number of potential migrants
was much smaller in the South.Not only that, if Southern patterns of land vaunel
growth were transplanted west, even a full replag@rof population would not have

yielded the same effect on land values as migrdtjoNortherners.

B. A Thumbnail Sketch of Short-Run Events

Determining the status of slavery in the West poadi Americans throughout the
1850s. The Compromise of 1850 admitted Califoasia free state but placed no
restrictions on slavery in New Mexico and Utah.e Hansas-Nebraska Act of 30 May
1854 left the matter in that territory to populawsreignty. The ambiguity of this
legislation led to bitter conflict both in the matis capital and on its frontier. The
Democrats lost control of the House of Represergatin the 1854—55 electioffs May
1856 brought the sack of Lawrence, Kansas; JohwiBsomurders along the

Pottawatomie; and Charles Sumner’s caning by Prdtooks in the Senate chamBer.
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In February 1857, proslavery territorial legislatadded to the tension by initiating a
Kansas statehood moveméht.

The crowning blow to free-soilers was the decisioDred Scott Until
Abraham Lincoln resided in the White House, nottpngvented slavery from legally
entering any U.S. territory after 6 March 1887 he outcome was a stall in westward
migration, a drop in the price of Western land, &aitkring values of Western railroad
securities.

The shock to Western land markets and railroa@s gified when the New York
newspapers revealed in August that the Michigartt&on railroad had printed several
hundred thousand dollars’ worth of shares to otdddank loan, hoping to cover them
with future profits®® Then followed the failure on 24 August of thewN¥ork branch of
the Ohio Life Insurance and Trust company, whicth inxested over half its capital in
Western railroad securities and whose cashier el émbezzled a substantial portion of
its asset8’ Two days later, prominent speculative investoobalittle failed to meet his
debts and New York banks frantically called in Isavorth $4 million over the span of a
single week® These seem to be classic examples of Warren Bsffraked
swimmers.®® More chaos followed: land and railroad stockesiplunged, banks
suspended specie payments and refused to rollases, bankruptcies proliferated, and
unemployed New Yorkers protested violerifly.

In short, something concrete — theed Scottdecision — occurred, which caused
investors to update their evaluation of the riskgef assets. Because markets
intertwined so closely, this shock had long-reagteffects, with the brunt of the

downturn borne by the North.
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C. Supporting Data
Empirical evidence from myriad sources helps eshsmv various markets
responded to the events of 1857. Let’s take a,Iboth at the short-term and longer-term

reactions.

1. Population

Although the federal census offers only decemaipbrts, some states did more
frequent population counts in antebellum yearse fost complete data are from lowa;
Figure 11 tracks the enormous decline in the anpojaiilation growth rate in 1857.

Figure 11

0.3¢ Estimated Annual Growth Rate, lowa Population, 18471860
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Source: Underlying population figures appeartdtp://iagenweb.org/census/1869-totals.htm
Similarities appear elsewhere. From 1850 to 18% average annual growth rate of

population in Wisconsin was 13.3 percent; this gexpto only 2 percent during the
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period 1857-63" The lllinois population growth rate for the fitsalf of the decade was
8.9 percent annually, falling to 5.7 percent inskeond half> After 1856, Northerners
had cold feet when it came to moving farther W&&e might attribute part of the
decline in the growth to the fact that the land Wwasoming “settled up.” Nevertheless,
the sudden drop just after mid-decade is noteworthy

Although data for the Southern states are skettieyTexas almanac of 1857
suggests a 13 percent annual growth rate from &B%857, followed by rate half that
size during the last three years of the de¢adEhese figures imply that westward
movement tailed off in the South as well, althopginhaps less abruptly than in the

North %4

2. Land prices

Recall that public-land per-acre sale prices hesdén the 90-cent range in the
1854-56 period and Western land sold in the seggndarket at a feverish pace just
before the crisis. The slowdown in migration cailed with fewer acres purchased and —

more importantly -- much lower prices, as Figureshaws.
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Figure 12
Number and Price of Cash Acres Entered at Public Liad Offices, 1854—-1860
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Source Smith and Cole (1935), p. 185.

Finer data, quoted in bi-weekly editionsTdfompson’s Bank Note and

Commercial Reporterand graphed in Figure 1&veal the drop in lowa land prices

shortly after thédred Scottdecision in March 1857. Figure 13 also shows, tathe

peak of the crisis, land markets closed down cotalyle
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Contemporaneous newspapers noted what had tradsphn editorial inThe

Independenstated, for instance,

[A] favorite mode of investment has been in reghes either by

mortgage or purchase of houses and lands. How wiamyr people last
summer counted up their gains from the purchas®¥estern lands,
which had increased in value on the rise of rei@tesn cities, at tens and
hundreds of thousands of dollars. But those landsighly valued then
are now unsaleable or of doubtful title; that @tpperty has depreciated,

and would not bring the price originally paid for i >

Land prices did stabilize, albeit at a consideradlver level. By 1860-61,

Western land routinely sold at public land offiegs rate of about 60 cents per aCre.

3. Railroad securities
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Railroad securities reflected the turmoil in landrkets in 1857; at the same time,
Western passenger traffic all but ceaSe8candals took their toll on individual stock and
bond values as well.

Figure 14 offers bi-weekly data on stock pricestife first ten months of 1857.
Note particularly the drop in prices for Westemc{uding internal Ohio) railroad stock
just after theDred Scottdecision came out, then the additional fall ire lsimmer. Stock
prices for the first transcontinental line — the®aa railroat — also fell sharply through
August and September; Atlantic stock declined sohadwas well. Contrast these
patterns with those for Eastern and Southern Iwegye stock prices remained fairly

steady throughout the peridd.

Figure 14
Railroad Stock Indices, 1/3/57-10/10/57
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Source Sylla et al. (2002).
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If we take a longer view, however, we see thatpidu@c had lasting effects some
places but not others. In particular, the stodkgs for Western lines remained depressed
through the end of 1859, as Figure 15 shows. Egsdantic, and internal Ohio
railroads recovered completely and, in some casgsyed modest gains in stock prices
over their early-1857 levels. Notably, stock psicé Southern railroads never fell by
much during 1857 and then climbed quite a bit thfothe end of 1859. Panama
railroad stock also did well, perhaps because tharithin Meadows massacre in
September 1857 made the Panama route far moretiattrégo California migrants than
the railroad-stagecoach overland journ@y.

Figure 15
Railroad Stock Indices, 1857-59
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Source Sylla et al. (2002).

Regression results reinforce these finditfgsTable 2 lists coefficients from an

ordinary-least-squares regression that casts arralgstock price index as a function of
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its own lagged value and a series of dummy variatievarious time period$? Not
surprisingly, the coefficient on the lagged indeue is significant for all regions: we
would expect the value of stock in a given perimthdve a close relationship to its value
in the period before. What is most striking, heer is the large, negative, and
statistically significant coefficient on the dummgriable pertaining to the time period
afterDred Scottut before the failure of Ohio Life for the westeegression. This
provides further confirmation th&tred Scottcaused distress for western railroads before
the full-blown general financial panic began. Tmdy other statistically significant
coefficients corroborate earlier findings that ##854 panic was mostly confined to the
east (particularly the Atlantic rather than the Nemgland region), that the Panama road
appeared especially attractive at its inceptionaftet the 1857 panic, and that the
western roads continued to suffer afbeed Scott.

Table 2

Stock Index Regression, by Region
dependent variable = price index

Variable Batlantic  Peast Bsouth Bpanama Bwest
constant 2.215* 0.933 0.446 2.365 2.244*
D (1854 panic) -1.934* 0.208 -0.017 3.560* 0.920
D (post 54dred -0.306 -0.349 0.035 0.560 0.123
D (dred -0.587 -0.210 0.144 0.086 -1.620%
D (1857 panic) -1.193 -0.413 -0.541 0.295 -2.104*
D (post 1857) -0.111 0.202 0.327 1.414* -1.039*
lag price index 0.978* 0.988* 0.994* 0.970* 0.975*
N 513 513 491 307 513
adj. R-squared 0.98 0.994 0.98 0.953 0.99

*Significant at the 5 percent level, 2-tailed test
Figure 16 highlights other regional differenc@$e percentage of railroad

investment going to the South climbed from justrd®®& percent in 1856 to nearly 65
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percent in 1860. The percent of additional railghie nation ending up in the Midwest

plummeted from 75 percent in 1856 to below 25 peroe1858, with a brief recovery in
1859 and another large fall in 1860. Certainlyt péthis reflects the greater buildup in
the Midwest in earlier years, but the stock priatadsuggest that railroad investment in
the Midwest generally became less attractive thahe South in the three years before

the Civil War began.

Figure 16
8R;$gional Comparison, Dollar Investment and Added Ri&Mileage, 1856-1860
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Sources Wilson and Spencer (1950), p. 339, Stover (1987317, Fishlow (1965), Tab. 1jstorical
Statistics of the United States.

The indices mask some important differences agabsad companies. What

Figure 17 shows is that speculation in Illinois @ahstock ran rampant in early 1857.
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Figure 17
Stock Price Indices, Major Lines, 1850-59
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Source Sylla et al. (2002).

After the initial shock of the crisis, relativelyeli-run companies with trunk lines running
west -- like the B&O (the southernmost cross-coghitre) and the New York Central --
saw recovery in their security prices. So didNhehigan Central and the recently
constructed internal-Missouri-based Hannibal &J8teph, as Figure 18 shows. But
security prices stayed down for companies reve@dthve shady or incompetent
management®® These included the infamous Michigan Southem Rtie, and the
LaCrosse & Milwaukee®* lllinois Central stock and bond prices both taoteep dive;
although bond prices recovered (in part becauserdached maturity dates), stock

prices remained depressed.
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Figure 18
Railroad Bond Prices, 1850-59
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Source Sylla et al. (2002).

Another way of looking at stock prices is to aralyheir expected returns,
corrected for risk. | do not have enough informatio perform a rigorous analysis. But
the graphs below offer some suggestive comparisbiggire 19 maps the average stock
price against its standard deviation for railroedgarious regions. The standard
deviation is a measure of the volatility of theckto Roughly speaking, risk-averse
investors would be happier at a given standardatievi (a given volatility) if they
received a higher average price. By the same taeen a higher average price, they
would like a lower standard deviation (lower vdigt). Over the entire 1850-59 period,

people holding a portfolio of Southern railroadct@njoyed a higher average stock price
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and lower volatility than those owning Westernrnaald stocks.

Figure 19
Mean Value and Risk, Regional Stock Indices, 185B%9
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Source: Sylla et al. (2002).

Figures 20 and 21 tackle the information in aetéht way. In the first, | measure
average stock prices within a given time perioddgion, normalized by the largest
possible average (which occurred for Atlantic lireghe period 1850 to 1854). The
most prominent features of Figure 20 are the talM/estern lines (excluding Ohio
interior lines) from April 1857 through 1859, tharker decline (in the 1854 to April
1857 period) for Atlantic, Eastern, and Southemnedi, the recovery in Atlantic, Eastern,
and Panama stock prices after the 1857 panic,hansteéadiness in the Southern index

after 1854.
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Figure 20
Normalized Regional Stock IndicesUncorrected for Risk
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Figure 21 depicts the standard deviation as aepége of the mean value for the
stock index in question. This is an admittedlyderumeasure of volatility, in part because
the lengths of the periods vary, but it at leagtrsfan indication of how much stock
prices in a given region move around during a paldr period relative to prices in other
regions. Note the relatively high volatility inglEastern and Atlantic indices in the three
years before the panic, followed by the extremég Ivolatility in the Western index
during the panic itself, especially by comparisothte Southern index. This latter

instability is particularly notable as it pertaitasonly a seven-month period.
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Figure 21
Standard Deviation as a Percentage of Mean Value
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4. Banks

The close connections among land markets, sessintarkets, and banks --
particularly via call loans -- meant that many Mern banks were in trouble as soon as
the other markets began to founder. The New Ytmaring house and the Suffolk Bank
in New England did little to stop the hemorrhagoidunds; the poorly managed Bank of
Pennsylvania closed on 25 September, 62 of theed8 YXbrk banks suspended payments
by 12 October, and New England and London banks talwwed!®® The sinking of
theS.S. Central Americ mid-September, with its cargo of 30,000 pouofigold from
the San Francisco mint, didn’t help matters. Altof 1,415 U.S. banks failed in the

month of October alon¥® Because banks refused to roll over loans to g&sibrokers,
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several brokers went bankruf. Although New York banks began to redeem in specie
by December 12, this was too late for some petifle.

Banks were not acting unilaterally, however. Gustr behavior and legal
constraints mattered as well. Some commentatork that concerted effort by a few
large New York banks could have stemmed the pRii&ut banks pointed out that
usury laws constrained them from raising interass for riskier borrowers? Not only
that, depositors pulled money out even faster baks called in loans. Smith and Cole
(1935) show that the ratio of loans to net depdsltsrom a level of 160 in November
1854 to as low as 133, but the ratio actually céohio 163 in August 1857 and 176 in
October 1857

In contrast to banks in the Northeast, Southenk®aemained solvent and stable.
All New Orleans banks save one continued to redeespecie, as did most Kentucky
banks and more than half of South Carolina ban®s.did the Bank of Indiana — not a

Southern bank, but not part of the Eastern netwiiHer?

5. Commodities and Slaves

Like the prices of railroad securities and lame, prices of commodities
plummeted in the latter half of 1837 TheNew England Farmereported that cattle
priced at more than $30 in late fall 1857 wentdoly $18 in January 1858, for

instance'** Figure 22 shows the steep fall in the monthly omdity price index.
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Figure 22
Monthly Commodity Price Index,
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What happened in commodity markets was complichyettie reduction in tariffs
during the last month of the Pierce administratidlarthern ironmasters and textile
manufacturers complained bitterly about the loggrofection and steep falls in the
prices of their products, whereas Southern cottowers suffered relatively less from
price declines?®

Tellingly, business failures over the life of th@nic accounted for 3.24 percent of
all establishments in the North but only 1.21 petde the South. Estimated losses from
the panic to the commercial community in the frie¢ées were $142 million but only

about one-tenth that much in the slave stifes.
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Just as significantly, slave sales prices took ardmall dip in 1857, then climbed
rapidly thereafter, as Figure 23 shows. Apprarssiles remained steady or rose, even
during the panic.

Figure 23
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Source Fogel and Engerman (1976).

6. Governmental and international reverberations

Although banks had no recourse to a central badlB&v, the country did boast
an independent Treasury that had some of the samerg'’’ When the panic began,
Treasury Secretary Howell Cobb took mild actionyibg up private securities as well as
trying to finance a growing federal defi¢tf Some commentators think Cobb came to

the rescue too early, then abandoned the natiits tate''® Cobb was aware of criticism
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at the time, for he peevishly stated that, “Theeeraany people who seem to think it is
the duty of the government to provide relief in@dbes of trouble and distre$8>

Some state governments felt the effects of thegpampart because of their close
ties to railroads. As Figure 24 shows, the valudlinois state bonds dropped sharply in
late autumn. In contrast, other state bonds -iqodatly in Maine and Massachusetts --
held their value fairly well even at the heighttloé crisis. What the patterns suggest is
that the impact on municipal bond prices genenalg short-lived in virtually all states
except Illinois. What is more, state bond priceswerged at the beginning of 1859 in
nearly the same way as they had at the beginnidi¢s6: the most notable feature of
Figure 24 is not the decline in prices in the &llL857 but rather the huge run-up in
lllinois bond values during the preceding yearstds in land, financial, and commodity
markets, the anomaly is the speculative bubblerbbémd rather than its bursting

afterward.
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Figure 24
Grouped-State Bond Values, 1856-1859
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The panic spread across national borders asiwglgrt because of interlocking
financial and securities markéts. British, Scottish, and French banks and indigldu
holders of U.S. railroad stocks suffered largedgssin Europe, the panic culminated in
December in Hamburg, Germany, when the Austriartr@eBank intervened with a loan

of 10 million florins to prop up the staggeringdincial market??

.  AFTERMATH: DRED AND PANIC EMBOLDEN THE SOUTH
Two features of the Panic of 1857 are worth notiitglidn’t last long in and of
itself, but its uneven regional impact had longtageffects. The decision Dred Scott
helped set off the panic which, though brief, wals articularly in the North. Northern
institutions stumbled whereas Southern ones rerdatable, due partly to differences in
railroad financing, state involvement in transptiot@ endeavors, banking practices,

portfolio holdings, and product mix. Southerndmsgstfelt more confident that they could
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succeed on their own. This is not a new thouginttong others, Allen Nevins, Kenneth
Stampp, and James Huston suggest a connectiondsetiwe antebellum panic and
secession?® What is new here is the abundant empirical exiden support this
contention.

Observers of today’s financial crisis might be sisgd at the short duration of the
antebellum upheaval. Despite — or perhaps beadusehe absence of strong, active
public institutions, people were not helpless:vaté coordination among Southern banks
and actions of Northern clearinghouses helped vegbk antebellum cris{$?

Moreover, sound companies generally remained imbas, whereas poorly run
enterprises went bust, or at least experiencee ldegaluations in stock prices.
Commaodity prices stabilized at lower levels faigyickly. Financial markets calmed
down before Christmas and land markets soon folit'#e Perhaps most important for
future events, however, Southern assets — bothdiaband real — experienced far
smaller price shocks during the panic and exhibiede robust growth after it than
Northern assets.

So the panic cleaned house — but divided it as vBdutherners blamed the North
for the crisis and for the temporary hit to thescketbooks. Jefferson Davis blustered
that the North’s extravagance and speculationiiroeal stocks and Western land had
caused the nation’s problems, for exanipfeYet Davis also noted that the South
suffered less and recovered more quickly from tigsc he reassured an audience in
Jackson, Mississippi, that “[Southern] prosperigswot at the mercy of such a

commercial crisis . . . Our great staple was ofetga*?’
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Other prominent Southerners went farther, extoltmgstability of the South and
disparaging the volatility of the North. Alabamar@ressman Jabez Curry observed that
Northern workers “suffering from the terrible pe@ny crisis” had taken to the streets
and “with hungry mouths” had cried out “Bread oo8dl!” Southern slaves, in contrast,
were hardly “aware of any financial pressure, beedabor and capital are there
harmonized, and there is no conflict between th&h Ih his famous “King Cotton”
speech, South Carolina Senator James Hammond vigwesbuth as the nation’s savior
after the panic and offered a barely veiled threat:

When the abuse of credit had destroyed credit anth#ated confidence;
when thousands of the strongest commercial hons#e iworld were
coming down, and hundreds of millions of dollarsopposed property
evaporating in thin air; . . . what brought you up@rtunately for you it
was the commencement of the cotton season, an@wveedoured in upon
you one million six hundred thousand bales of cojtst at the crisis to
save you from destruction. That cotton, but fer blursting of your
speculative bubbles in the North, which producedwhole of this
convulsion, would have brought us $100,000,000. hatee sold it for
$65,000,000 and saved you. Thirty-five millionldot we, the
slaveholders of the South, have put into the chaok for your
magnificent financiers, your “cotton lords,” younérchant princes.” . ..
The South have sustained you in great measure.akoaur factors. You
fetch and carry for us. . . . Suppose we weradchdrge you; suppose we
were to take our business out of your hands; -skaild consign you to
anarchy and poverty’®

De Bow’s Reviewxpressed the views of many in the South, statiagDixie’s wealth
was permanent and real whereas the North’s wasidics **°
The decision iDred Scottrought matters to a head in countless ways. tiut

new empirical evidence presented here strongly@pis role in triggering the

subsequent financial upheaval. And, by convin8ogtherners of the strengths of their
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institutions and the weaknesses of Northern ohespanic of 1857 helped give rise to
the standoff at Fort Sumter.
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Lvol. 9, iss. 473, p. 5, online BroQuest Historical Newspapers
2 Attributed to Laurence J. Peter, authoifbg Peter Principle See for example
http://www.age-of-the-sage.org/history/quotatiomsttry 4.html Another version of
this statement — which | like even better — is ‘tbiig teaches us the mistakes we are
going to make.”

60 U.S. (19 How.) 393, 452 (1857).
* The authorship of the phrase has been debatseéns. Most recently, Fred Shapiro
makes a strong case in tiiale Book of Quotatiorfer Horace Greeley as opposed to
John Soule, a newspaperman from Terre Haute, ladi&or a summary, see
http://www.lIrx.com/features/quotedetective.htm.
> The Act reduced the lot price to $1 if unsold f6ryears and to 12.5 cents if unsold for
30 years. Ratner et al., (1993), p. 139. Thepfated no limit on the number of acres
any purchaser bought. Nevins (1950), p. 183.
® Smith and Cole (1935), p. 55.
" Military warrants complicated land markets in ttilee period. Between 1847 and
1855, Congress enacted four bounty land warrastgrenting nearly 61 million acres of
unsettled public-domain lands to veterans of anyavdheir heirs. Atack and Passell
(1994), pp. 258-9, provide a table of the signiftcaublic land laws from 1785 to 1916.
A secondary market in these transferable warrdmtsi$hed: 60 percent of acres entered
at the public land offices in 1857 and 1858 wererare acres. Gates (1951), p. 254.
Arbitrage would tend to equalize cash and warraieep, however, so the cash price per
acre approximates annual land prices. Wahl (266dains further details.
8 Nevins (1950), p. 183; Calomiris and Schweika®9@), p. 810.
® Stampp (1990), p. 218.
19 Mitchell (1862), p. 328.
" Fogel (1964), pp. 82-3, provides evidence of fpantion cost differentials. Scholars
disagree about exactly how beneficial railroadsensee in particular Cootner 1963,
Fogel 1964, and Fishlow 1965) and whether agricailtor urban land benefited more
(Haines and Margo 2006).
12 Fishlow (1965), pp. 173-6.
13 Stover (1961), pp. 28-9, Stover (1978), Ch. 5, ldistiorical Statistics of the U.S.
contain information about rail mileage.
14 Stover (1978), p. 13, ariistorical Statistics of the U.S.
1> For details, see Fishlow (1965), pp. 112-114, Staanpp (1990), pp. 214-5.
16 Atack and Passell (1994), p. 429.
17 Stover (1961), p. 39; Stover (1978), p. 23.
18 Stampp (1990), p. 214.
19 Stover (1961), pp. 54-5.
20 Nevins (1947), pp. 195, 208-14; Fishlow (1965)3p.
21 Atack and Passell (1994), p. 436. Fishlow (192506, estimates that the land
subsidy was worth about $400 million, or about Ecpet of the amount invested in
railroads between 1850 and 1880. Also see Har#8(1 Stover (1978), pp. 94-5.
22 Stampp (1990), p. 218. Also see Gates (1931).
3 Ratner et al. (1993), p. 140, displays a copyisf advertisement.
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24 sylla and his collaborators have put togethergelaata set of prices of public
securities that traded in nine U.S. markets anddbarbetween 1786 and 1862. They
have made these data available via the Inter-Usitye€onsortium for Political and
Social Research (ICPSR).
%> The exchanges mostly carried the securities @fl loempanies, although multiple
exchanges traded securities from the larger ralkoalthough | would have liked to use
the New York prices as well as the Boston oneqNfmthern stock, the New York series
ends well before the time of the panic. Bodenl{&892) suggests that antebellum credit
markets were reasonably well-integrated, howeved,certainly more integrated than
postbellum markets. An inspection of commonly réga stocks from Boston and New
York exchanges shows that prices were highly alghawt perfectly correlated across
the two markets over the 1844-1853 period.
26 Chandler (1954), pp. 261-2; Garvy (1944), p. 130.
2" Garvy (1944), p. 130; Schwert (1989), p. 1124; @atbmiris and Schweikart (1991),
p. 809. Allan Nevins offers a particularly vividaunt of the eager response of brokers
when railroad securities were called. Nevins (39pf. 180-1.
28 Stampp (1990), p. 215; Ratner et al. (1993), 8. 12
29 Livesay (1968), p. 18.
30 Baskin (1988), p. 218.
31 Stampp (1990), p. 215. Also see Ward (1991).
32 Stover (1978), p. 218; Fishlow (1965), p. 117.
33 par value for stocks varied across companies ametimes over time within a
company. To construct indices, | converted easbkgprice to a percentage of par value.
| then combined these converted values into arxifoleeach region. Note that the
indices can only track surviving companies and ttmsot capture the full effect of
downturns nor the exact timing of upturns. In tieigard, however, they are no different
from the Dow-Jones or the Wilshire index. Even agsurviving companies, not all
stock prices were quoted in all periods; this c&ate some misleading fluctuations in
the indices. | tried various methods of smoottbogdecided ultimately not to use any
ad hoc method. Instead, | broke out separate stcles in some tables in the text to
illuminate what happened with particular companies.

| classified each railroad by region after inspagtarious railroad maps from the
1850s. The Atlantic index includes primarily Magt and New Jersey lines; | included
New England, New York, and most Pennsylvania lindbe Eastern index. The
Western index includes both wholly Western linescépt for interior Ohio railroads) and
trunk roads that led to the west. | placed twerior Ohio roads into an index separate
from the other “western” lines, thinking that movemwithin Ohio was not truly related
to westward migration. Here are the railroadsudel in each indexAtlantic —
York&Cumberland (until 1854), Baltimore&Hartfordiftil 1851),
Baltimore&Susquehanna (until 1854), North Centt&54-59), New Jersey (1856-59),
Washington&Baltimore (brief existence), Camden&Ami§hd857), Northern of New
Jersey (1850-59F0uth— Pontchartrain (1852-58), Opelousas (1853-58kstm (1853-
58), Central (1850-56), Richmond& Danville (1852)5Richmond (1850-59),
Richmond&Petersburg (1850-59), Virginia Central§3&9);East-- Harlem (1852-57),
Hartford&New Hampshire (1850-59), Hudson River (2&®), Boston&Lowell (1853-

52



59), Boston&Maine (1850-59), Boston&Providence (A-8®), Boston&Worchester
(1850-59), Concord (1850-59), Concord&Montreal (2-89), Connecticut River (1850-
59), Eastern (1850-59), Fitchburg (1850-59), Losigrid (1850-57),
Manchester&Lawrence (1850-59), Nashua&Lowell (1880); Reading (1850-59),
Norwich&Worchester (18550-7), Ogden (1850-57), Ollony&Fall River (1854-59),
Philadelphia (1850-57), Port Saco (1855-59), Prewo@&Worchester (1853-59),
Western of Massachusetts (1850-59), Worchester&hagh850-59), Wilmington
(1852-89), Cheshire (1850-89), Rutland (1855-8@ynkon (1850-53), Sullivan (1850-
57), Boston (1850-57), Eastern (1850-89), New Yd¥lev Haven (1852-57), Passaic
(1857), Passumpsic (1850-57), Stonington (1852-G8hcord&Montreal (1856-58),
Boston&New York (1854-58), Grand Junction (1852;F\tland&Burlington (1850-
56), Vermont&Canada (1852-59), Vermont&Massachsgd®50-59), Vermont Central
(1850-57);West-- Chicago and Rock Island (1856-59), Galena&Cincél855-59),
lllinois Central (1855-59), LaCrosse&Milwaukee (1858), Michigan Central (1850-
59), Michigan Southern (1857-59), Milwaukee&Misgigs (1856-58), Wisconsin&Lake
Shore (1856-57), Cleveland&Pittsburgh (1856-58gv€land&Toledo (1855-59), New
York Central (1853-59), New York&Erie (1852-59), IBaore&Ohio (1850-59);

Ohio Interior -- Cleveland and Columbus (1856-59), Little Mig(t856-57);Panama.

%4 The year 1854 was a recession year, with the dowitiggered by mismanagement in
the Knickerbocker Bank and a major fraud pulledbgffRobert Schuyler. Schuyler was
the head of the New York & New Haven Railroad; ketkthree sets of books and
essentially siphoned off about $2 million for higrouse, then fled to Europe. Keyes
(1878) and Kelly and O’Grada (2000) offer genenébtimation about the brief Panic of
1854, which was confined mostly to New York. Distaibout the Schuyler episode can
be found in Stover (1954), p. 500; Fishlow (19¢5)113; and Stover (1978), p. 36.
Schuyler at one point was president of the lllim@entral. Although he resigned from
this position in 1853, his perfidy in the East aféxl IC investors for a time in 1854 as
well until European investors stepped in to buyst@cks and bonds.

% Dewing (1918) tells of the chaotic accountinghw early railroads.

30 Baskin (1988), p. 228.

37 Cleveland and Powell (1912), p. 121.

3 See Dewing (1918); Nevins (1947), p. 236; and &t¢¥978), pp. 50-1, 152-3.

39 Smith and Cole (1935), p. 113.

0 Nevins (1950), p. 181, refers particularly to ditarial denouncing the sale of $22
million of stock in one two-week period.

*1 Majewski (1996) contains an interesting comparigbimvestment patterns in
Albemarle County, Virginia, and Cumberland Coumgnnsylvania. Stover (1978), pp.
62, 90, discusses dividends.

“2 See for instance Cotterill (1924), pp. 398 and-8pRevins (1947), pp. 197-8, 202,
240; Goodrich and Segal (1953); Reed (1962), p, 188-97, 199; Stover (1978), p.
217; Stover (1987), p. 324; and Baskin (1988),09. 2

*3 See McGrane (1935); Reed (1962), p. 191; Fishk®6%), p. 191; and Kiewiet and
Szakaty (1996). The state bank of lllinois becamévolved in state public
improvement that it went bankrupt in 1842. Hamm¢{i@b7), p. 612.
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* Fishlow (1965), p. 192, and Stover (1978), p. 2iffer figures on the amounts
invested. Stover (1987), p. 327, reports of aagsnhg order obtained by private
shareholders of the B&O in December 1856, who wdrthat the state of Maryland and
city of Baltimore had too much involvement with tteéiroad. The New York and
Philadelphia newspapers had a field day when timedéa & Amboy wanted a 20-year
renewal of its charter plus expanded monopoly pevirem the New Jersey legislature.
Nevins (1947), p. 240. Stover (1978), p. 153 esté#hat Wisconsin state officials granted
land to the LaCrosse & Milwaukee after receivindpés from the railroad’s president,
Byron Kilbourn.

> Stover (1978), p. 86. Stover (1978), pp. 88, Hives information about other
Southern states and counties as well.

“°Reed (1962), p. 197.

7 Stampp (1990), p. 216.

8P, 200.

*9In February 1857, for instance, Missouri statedsorollateralized more than two-
thirds of Illinois bank notes. Economopoulos (19§8 253.

0 Sylla et al. (1987).

>1 Although this meant an absence of a lender ofréasirt, some banks formed
clearinghouses as an alternative. Examples inchel®lew York clearinghouse,
established in 1853, and the Suffolk Bank in NewlBnd, established three decades
earlier. Hammond (1957), p. 554; Gorton (1985ngip (1990), p. 216; Calomiris and
Kahn (1996); and Smith and Weber (1999). New Ymaksed the first free banking
statute in 1838, and other states soon followethcldand Passell (1994), tab 4.2, p. 105.
Descriptions of the free-banking era appear in R6qd974); Rolnick and Weber
(1983); Ng (1988); Economopoulos (1988); Stamp®@Q}9p. 217; and Walton and
Rockoff (2005), pp. 235-6. Nevins (1950), p. 1&forts that 678 new banks set up
shop in the 10 years before 1857. In his magaterork, Bray Hammond (1957), p.
572, suggests that becoming a banker might have dmeewhat harder than becoming a
bricklayer in the free-banking era, but not much.

>2 Discussions of bank lending and collateralizatippear in Miller (1924), p. 322;
Smith and Cole (1935), p. 133; Nevins (1950), [@¥-8; and Calomiris and Schweikart
(1996), p. 822. Miller (1924), pp. 327-9, and 8y003) discuss the workings of the
call-money market. Stampp (1990), p. 215, notesenore tangled relationships in
which railroads sold eastern bankers land mortgggshad received in exchange for
stock. Hugh Rockoff (1974) reports that Michigahbanks use land mortgages at face
value as security, regardless of their true vallikewise, Minnesota accepted railroad
bonds at 95 percent of their face value even thaoogy were nearly worthless. Atack
and Passell (1994), p. 104.

%3 Smith and Cole (1935), p. 131. Stevens (197b),2ashows similar information by
reporting the ratios of bank notes to bank speseyell as bank specie to total specie.
> Edmund Dwight (1858), quoted in Miller (1924),328.

> Hammond (1957), p. 696; Walton and Rockoff (20p5236.

% Hammond (1957), p. 696; Rockoff (1974), p. 1@hweikart (1987), p. 28; Atack
and Passell (1994), p. 104; and Calomiris and Si¥ang1996), p. 831.

>" Atack et al. (1982).
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>8 Nevins (1950), p. 186.

>9 Nevins (1950), p. 182.

® Ratner et al., (1993), p. 168.

®l Data are derived from Fogel and Engerman (1978 data are from probate records;
sample sizes are much larger for appraisals thasales, with annual numbers ranging
from 437 to 710 for appraisals and 30 to 100 ftessaThe larger sample size for
azppraisals may help explain the smoother pattethesfe prices.

®2 Diamond and Dybvig (1983) offer the pioneeringrapée of this model.

®3 Wahl (2008). Spatial separation of banks coulthieereason for a lack of coordination
among depositors and thus the failure to overcdraditst-come, first-served problem.
% See for example Gorton (1988), and Calomiris anttd® (1991). Canova (1994), p.
107, referring to Wilson et al. (1990), concludesttsome fundamental features of the
macroeconomy could help predict panics, at leasttiospect. | argue (2008) that this
model applied to the 1839 crisis as well.

% People were aware of the case before the dedisicame official. Data observed for
March-April 1857 may therefore underestimate tlie treaction.

® The per-acre value of farmland in the South exedetat in the North at the time of
the American Revolution. By 1850, however, thareadf farmland and buildings in the
South was less than half that in the North, angptreacre value was only one-third.
Even after the cotton boom of the 1850s, the per-@alue in the South was only 43
percent of the Northern value. Wright (1987), 98-9.

°" Wright (1978), p. 45.

®8 Wright (2003), p. 540.

% Northerners moved around, of course. The poititdstheir main asset was immobile.
Even if people moved, they had an interest in eclngnmmobile asset values because
any improvements would be capitalized in the asalet price.

0 For dollar estimates, see Fogel (1989), pp.81affl,Ransom and Sutch (1977), pp.
52-3. Certainly yeoman farmers existed in the Bastwell, many of whom owned no
slaves. See for example Weiman (1987).

"L Hutchinson (1930). pp. 208-9, 246.

2 Majewski and Tchakerian (20086), pp. 2-3.

3 See Johannsen (1961), pp. 289-90, and Potter Y1976171-2. Potter (pp. 152, 170)
and other scholars suggest that Douglas wroteillh@dvocating popular sovereignty as
a sop to Southerners in exchange for a greatdinda of a transcontinental railroad
being built near lands that Douglas owned.
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