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Abs t rac t 

Recent developments i n monetary economics s t r e s s the nature of 

monetary i n j e c t i o n s , emphasizing tha t these have i m p l i c a t i o n s f o r the r e l a 

t i o n s h i p between money and p r i c e s . In c o n s t r a s t , t r a d i t i o n a l approaches p o s i t 

s t a b l e money demand func t ions tha t are independent of how money i s i n j e c t e d . 

The former approach imp l i es tha t c e r t a i n p r o p o r t i o n a l i t y r e l a t i o n s between 

money and p r i c e s need not o b t a i n . Th is permi ts the two approaches to be 

e m p i r i c a l l y d i s t i n g u i s h e d , but only i f an app rop r ia te "exper iment " i s c o n 

duc ted . The c o l o n i a l pe r i od i s one such exper iment . C o l o n i a l ev idence s u g 

gests that the nature of i n j e c t i o n s i s c r u c i a l to the e f f e c t on p r i c e s of 

changes i n the money supp l y . 



One of the most profound recent developments i n monetary theory has 

been a r e t h i n k i n g of how the va lue of money i s determined. In p a r t i c u l a r , 

Sargent (1981) and Wal lace (I98l) have s t r e s s e d the importance of how money i s 

in t roduced i n determin ing i t s v a l u e . This con t ras t s s t r o n g l y w i th the view 

tha t the va lue of money i s determined by i t s quan t i t y (or t ime path) i n c o n 

j u n c t i o n w i th a demand f unc t i on f o r money tha t i s qu i t e s t a b l e over t i m e , and 

reasonably i n v a r i a n t w i th respect t o the nature of monetary i n j e c t i o n s (con

t r a c t i o n s ) . The Sargent -Wal lace view suggests t ha t one can expect t o f i n d i n 

h i s t o r y l a rge monetary expansions ( con t rac t i ons ) tha t were not accompanied by 

erod ing ( i n c reas i ng ) currency va lues i f these expansions were produced i n an 

approp r ia te way. Thus, one expects t o f i n d h i s t o r i c a l i ns tances which permit 

the quan t i t y theory of money t o be con t ras ted w i th tha t of Sargent and 

W a l l a c e . 

In f a c t , s e v e r a l such ins tances have been examined which p rov ide 

i n d i r e c t support f o r the Sargent -Wal lace approach. Sargent (1981) d i scusses 

how four h y p e r i n f l a t i o n s were ended by changing the nature of back ing fo r 

currency desp i te cont inued h igh ra tes of growth i n the money s u p p l y . McCusker 

and R i l e y (1983) document sus ta ined per c a p i t a growth i n the money supply of 

France (165O-I788) wh i l e p r i c e l e v e l s f e l l . A l s o , Smith (1983) p resen ts 

evidence from some of the B r i t i s h c o l o n i e s i n North America (1720-1770) t ha t 

both very r a p i d growth and c o n t r a c t i o n of money s tocks occur red wi thout r e 

s u l t i n g i n p r i c e l e v e l changes or exchange ra te movements. This i s a t t r i b u t e d 

to the nature of back ing f o r money, and c r o s s - s e c t i o n a l evidence from s e v e r a l 

of the c o l o n i e s i s produced t o show tha t (a) b e t t e r back ing of cu r renc ies 

r e s u l t e d i n more s t ab l e currency v a l u e s , and (b) t ha t when back ing was r e l a 

t i v e l y amply p rov ided , r e l a t i v e ra tes of growth i n the money stock across 
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c o l o n i e s were not s t r o n g l y r e l a t e d t o r e l a t i v e ra tes of i n f l a t i o n or cur rency 

d e p r e c i a t i o n . 

This paper i s an attempt both t o expand the body of evidence aga ins t 

the quan t i t y t heo ry , and f o r the f i r s t t ime t o present some d i r e c t evidence on 

the Sargent -Wal lace approach. In p a r t i c u l a r , Smith (1983) examined p r i m a r i l y 

Massachuset ts , Rhode I s l a n d , New York , P e n n s y l v a n i a , New J e r s e y , and V i r 

g i n i a . Th is paper examines p r i c e l e v e l s and exchange ra tes i n the C a r o l i n a s , 

and shows that these are poor l y accounted f o r by changes i n the money s u p p l i e s 

o f those c o l o n i e s . I t then tu rns to an examinat ion of the monetary system of 

Mary land , which i s p a r t i c u l a r l y w e l l s u i t e d t o p rov ide d i r e c t evidence f o r or 

aga ins t the Sargent -Wal lace approach to determin ing the va lue of money. The 

exper ience of the colony tu rns out to be gene ra l l y suppor t i ve o f the Sa rgen t -

Wal lace v iew. 

The reason fo r f ocus ing on Maryland der i ves from the near l y unique 

method adopted by tha t co lony f o r back ing i t s cu r rency . Each o f the c o l o n i e s 

(at l e a s t o s t e n s i b l y ) backed i t s currency i n some manner. T y p i c a l l y c u r r e n 

c i e s were backed e i t h e r w i th fu tu re tax r e c e i p t s , or w i th mortgages (usua l l y 

on land or metal p l a t e ) . A t ime path f o r the va lue of t h i s back ing i s gener 

a l l y imposs ib le to ob ta in from e x i s t i n g d a t a . However, Maryland backed the 

l a r g e s t component of i t s note i ssues w i th the proceeds of a s i n k i n g fund 

i nves ted i n Bank of England s t o c k . At preannounced dates (which were met i n 

p r a c t i c e ) some p o r t i o n of the ou ts tand ing s tock of these notes was to be 

conver ted i n t o s t e r l i n g (or more p r e c i s e l y , s t e r l i n g b i l l s of exchange, d e 

s c r i b e d below) at a s p e c i f i e d r a t e . Thus a l a rge component of Maryland paper 

money was a c l a i m t o fu tu re d e l i v e r y o f s t e r l i n g . As the Sargent -Wal lace v iew 

suggests tha t the va lue of money can be determined i n e s s e n t i a l l y the same way 
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as the va lue of p r i v a t e l y i ssued c l a i m s , as Maryland notes were a c l a i m 

aga ins t the s i n k i n g fund , and as there i s f a i r l y complete data on the market 

value of t h i s s i n k i n g fund, t h i s prov ides a p a r t i c u l a r l y app rop r ia te s e t t i n g 

i n which t o gather some e m p i r i c a l ev idence on the Sargent -Wal lace v iew. 

The r e s u l t s of the paper are as f o l l o w s . The quan t i t y of money i n 

c i r c u l a t i o n does not w e l l account f o r the t ime path of p r i c e s o r exchange 

r a t e s . In South C a r o l i n a , f o r i n s t a n c e , the per c a p i t a s tock o f paper money 

more than t r i p l e d from 1755 to 1760. The p r i c e l e v e l inc reased 7% over t h i s 

same p e r i o d , wh i le exchange ra tes between South C a r o l i n a cur rency and s t e r l i n g 

he ld cons tan t . From 1760 to 1770, on the other hand, the per c a p i t a paper 

money stock dec l i ned by 63%. The p r i c e l e v e l rose 1%, and exchange ra tes 

deprec ia ted 2%. S i m i l a r l y , from 1760 to 1768, the per c a p i t a s tock of paper 

money i n North C a r o l i n a was h a l v e d , wh i l e the exchange ra te between North 

C a r o l i n a currency and s t e r l i n g apprec ia ted only 5%. (There are no e x i s t i n g 

p r i c e i n d i c e s f o r North C a r o l i n a a t t h i s t i m e . ) I t w i l l be argued tha t these 

f a c t s are i r r e c o n c i l a b l e w i th the quan t i t y t h e o r y . 

With regard to the evidence prov ided on the Sargent -Wal lace a p 

p roach , t h i s f i n d s much more support i n the d a t a . Regress ion r e s u l t s i n d i c a t e 

tha t the quan t i t y of money i n c i r c u l a t i o n i n Maryland had no e f f e c t on e x 

change r a t e s . However, both the va lue of the s i n k i n g fund and v a r i a b l e s 

r e l a t i n g t o Mary land 's t r ack record f o r redeeming notes on schedule a f f e c t the 

exchange rate s t r o n g l y , and w i th s igns c o r r o b o r a t i n g the Sargent -Wal lace 

v i ewpo i n t . Thus the o v e r a l l p i c t u r e a r i s i n g from the evidence presented here 

i s that the va lue of money i n the c o l o n i a l p e r i o d appears t o have been d e t e r 

mined i n much the same way as i s the va lue of p r i v a t e l y i ssued l i a b i l i t i e s . 
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The format of the paper i s as f o l l o w s . Sec t i on I p rov ides a b r i e f 

d e s c r i p t i o n of the important fea tu res of c o l o n i a l monetary arrangements. 

Sec t ions I I and I I I d i scuss the a l t e r n a t e t heo r i es of money which are under 

c o n s i d e r a t i o n he re . Sec t i on IV d i scusses the exper iences of the C a r o l i n a s 

w i th regard to currency v a l u e s , and shows tha t these are i n c o n s i s t e n t w i th the 

quan t i t y t heo ry . Sec t i on V examines the r e l a t i o n between currency va lues and 

the va lue of back ing f o r currency i n Mary land . Sec t i on VI conc ludes . 

I. C o l o n i a l Monetary Arrangements 

The term money a p p l i e d t o the c o l o n i e s has been used i n d i f f e r e n t 

ways by d i f f e r e n t a u t h o r s . At i t s broadest the term money i nc l udes s p e c i e , 

va r i ous k inds of paper money, monetized commodities ( i . e . , commodities which 

were l e g a l tender as w e l l as c i r c u l a t i n g warehouse r e c e i p t s f o r commodi t ies) , 

b i l l s of exchange ( c i r c u l a t i n g , p r i v a t e l y i ssued l i a b i l i t i e s ) , and book c r e d i t 

extended by merchants. Of t h e s e , contemporary usage i nc luded i n the term 

money only s p e c i e , paper money, and commodity monies. In t h i s s e c t i o n we 

prov ide an overview of these var ious asse ts as a p re lude t o examining how the 

two t h e o r i e s d iscussed above f i t the d a t a . 

Loca l u n i t s of account i n each colony—'' were £ c o l o n i a l c u r r e n c y . 

There were f l e x i b l e exchange ra tes between the currency of each colony and 

s t e r l i n g . C o l o n i a l currency i t s e l f took two forms. One was s p e c i e . The 

spec ie c i r c u l a t i n g i n North America a t t h i s t ime was p r i m a r i l y co ined i n 

Spanish and Portuguese c o l o n i e s , and was denominated i n the u n i t s of account 

o f those c o l o n i e s . The amount i n c i r c u l a t i o n was ou ts ide of c o l o n i a l c o n t r o l , 

be ing determined by t rade f lows and the spec ie ho ld ings of immigrants . 

The currency denominated i n the l o c a l un i t of account was paper 

cu r rency , which was i ssued i n amounts determined by the l e g i s l a t u r e of each 
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colony (subject t o approva l of c o l o n i a l governors , p r o p r i e t o r s , and the 

c rown) . Th is paper took two forms, b i l l s of c r e d i t i s sued by c o l o n i a l i n s t i 

t u t i o n s known as loan o f f i c e s or land banks, and b i l l s of c r e d i t i s sued d i 

r e c t l y by c o l o n i a l t r e a s u r i e s . Notes i ssued by t r e a s u r i e s were used t o cover 

s h o r t f a l l s of tax r e c e i p t s , and these notes were in t roduced i n t o the economy 

by d i r e c t payment f o r goods or s e r v i c e s prov ided to the government. There i s 

one except ion t o t h i s s tatement , which i s tha t Maryland i n j e c t e d some notes 

v i a lump-sum t r a n s f e r s . 

Notes i ssued by loan o f f i c e s were in t roduced i n a more complex 

way. In the c o l o n i e s and pe r i od under cons i de ra t i on there were no p r i v a t e 

banks . Rather , most co lon ies operated land banks, which i ssued notes tha t 

were l en t t o p r i v a t e i n d i v i d u a l s and secured by mortgages on land or on 

p l a t e . The i n t e r e s t ra tes charged on these loans appear gene ra l l y to have 

been below market r a t e s . In a d d i t i o n , a number of r u l e s governed opera t i on of 

these loan o f f i c e s which were meant t o p rov ide secure back ing f o r the no tes . 

These inc luded p r o v i s i o n s that the amount len t by the loan o f f i c e was not t o 

21 

exceed h a l f the value of the proper ty mortgaged,—' 

The notes i ssued i n these two ways were (as has been po in ted out) 

the only types of currency a c t u a l l y denominated i n the l o c a l un i t of a c 

count . For much of the p e r i o d under c o n s i d e r a t i o n they were l e g a l t e n d e r . In 

a d d i t i o n , c o l o n i a l governments were o b l i g a t e d to accept these notes at face 

value i n payment of taxes and i n repayment of loans i ssued by c o l o n i a l l and 

banks . In a d d i t i o n , i n the c o l o n i e s at hand they were i ssued s p e c i f i c a l l y to 

p rov ide a medium of exchange i n l i g h t of the shortcomings o f commodity monies, 

and the problems at tendant on the use of spec ie as a medium of e x c h a n g e ^ / 
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I t should a l s o be noted that desp i t e the f a c t tha t many authors 

r e f e r to these notes as f i a t money, a l l c o l o n i a l note i ssues were (at l e a s t 

o s t e n s i b l y ) backed i n some manner. In the case o f notes i ssued by loan o f 

f i c e s , as the p r i n c i p a l of a loan was repa id p r o v i s i o n s were made f o r i t s 

re t i rement at s p e c i f i e d d a t e s . In the event of d e f a u l t , mortgaged proper ty 

was to be s e i z e d and auc t ioned o f f , w i th the proceeds used to r e t i r e n o t e s . 

In the case of notes i ssued by c o l o n i a l t r e a s u r i e s , these notes were backed by 

f u tu re tax r e c e i p t s . In p a r t i c u l a r , a t the t ime such a note i s sue was au tho

r i z e d , f u tu re taxes were earmarked t o be used t o r e t i r e the n o t e s . Th is 

system was meant to m i t i ga te aga ins t the accumulat ion of any long- te rm govern

ment debt , a l though as we w i l l see , d i f f e r e n t governments backed t h e i r notes 

w i th g rea te r or l e s s e r degrees of sc rupu lousness . 

In a d d i t i o n to spec ie and paper cu r rency , each of the c o l o n i e s 

examined i n t h i s paper had a commodity money sys tem. In Maryland tobacco was 

a l e g a l t e n d e r . U n t i l 1747 people t r a d i n g i n tobacco used the a c t u a l commod

i t y i n t r a n s a c t i o n s . A f t e r 1747 Maryland in t roduced a system of c o l o n i a l 

warehouses and the use of tobacco n o t e s , which were s imply nego t i ab le ware

house r e c e i p t s f o r tobacco s t o r e d . In North C a r o l i n a s e v e r a l commodities were 

l e g a l t ende r , and the government of the colony e s t a b l i s h e d ra tes at which each 

was to be accepted i n payments due the government. Un l i ke most o ther c o l o 

n i e s , which d iscon t inued t h e i r commodity money systems when s u f f i c i e n t paper 

money had been i s s u e d , t h i s arrangement p e r s i s t e d i n North C a r o l i n a throughout 

much of the pe r i od i n q u e s t i o n . 

In a d d i t i o n to these types of money, some h i s t o r i a n s i nc l ude book 

c r e d i t and b i l l s of exchange as par t of the c o l o n i a l "medium of t r a n s a c 

t i o n s . " Book c r e d i t was s imply c r e d i t extended by merchants t o customers, and 
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b i l l s of exchange were c i r c u l a t i n g , p r i v a t e l y i ssued l i a b i l i t i e s . In t h i s 

sense they may appear s i m i l a r to modern bank l i a b i l i t i e s . However t h i s s i m i 

l a r i t y does not extend very f a r . B i l l s of exchange were not c o n v e r t i b l e i n t o 

currency on demand, but ra ther c a r r i e d a matur i ty da te . Moreover, there were 

o f ten many cop ies of a s i n g l e b i l l i n e x i s t e n c e . I f the ho lder of one of 

these copies presented i t f o r ( i l l e g i t i m a t e ) repayment, the l e g i t i m a t e ho lder 

of the b i l l would need t o , and o f ten d i d have toiL^ contest payment i n c o u r t . 

F i n a l l y , b i l l s of exchange appear t o have been used on ly i n r e l a t i v e l y l a rge 

denominat ions. Hence these appear t o have been much more l i k e p r i v a t e l y 

i ssued asse ts f o r which secondary markets e x i s t than l i k e bank d e p o s i t s . 

Given t h i s overview of c o l o n i a l monetary arrangements, we may now 

tu rn to a d e s c r i p t i o n of the two a l t e r n a t e t heo r i es of money which w i l l be 

used to t r y to e x p l a i n c o l o n i a l expe r i ence . 

I I . A Vers ion of the Quant i ty Theory 

Accord ing to Lucas (1980, p. 1005), one of the "two c e n t r a l i m p l i c a 

t i o n s of the quan t i t y t heo ry " i s " tha t a g iven change i n the ra te of change i n 

the quan t i t y o f money induces an equal change i n the ra te of p r i c e i n f l a 

t i o n . . . . " Accord ing t o Schwartz (1973, p . 26U), at l e a s t s i nce Alexander 

the Grea t , " l ong - run p r i c e changes c o n s i s t e n t l y p a r a l l e l . . . monetary 

changes, . . . " which i s argued to be a v e r i f i c a t i o n of quan t i t y t h e o r e t i c 

v i ews . 

How are we to check, t h e n , whether these views are cons i s ten t w i th 

c o l o n i a l monetary arrangements, i n which each colony had i t s own paper c u r 

rency exchanging at market determined ra tes w i th s t e r l i n g ? The approach 

adopted here i s one app l i ed t o L a t i n America by Vogel (1974, which i s t o 

match p r i c e l e v e l movements (or i n some cases here exchange ra te movements) 
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wi th changes i n the quan t i t y of money i ssued by each of the c o l o n i e s , i . e . , 

w i th changes i n the stock of paper money ou ts tand ing i n each c o l o n y . In f a c t , 

because data on s p e c i e , q u a n t i t i e s of commodity monies, c i r c u l a t i n g b i l l s of 

exchange, e t c . are not a v a i l a b l e , there i s r e a l l y no cho ice other than t o 

attempt t o do t h i s . Moreover, t h i s approach c o i n c i d e s q u i t e w e l l w i t h quan

t i t y t h e o r e t i c i m p l i c a t i o n s when a p p l i e d t o New England before 1750 (Smith 

(1983)). However, because matching paper currency movements w i th p r i c e l e v e l 

(or exchange ra te ) movements omits many th ings which a quan t i t y t h e o r i s t might 

i n p r i n c i p l e wish t o c o n s i d e r , we argue below tha t our approach does no great 

v i o l e n c e to the quan t i t y t h e o r y . 

What i s omit ted by f o c u s i n g on movements i n the stock of paper 

cur rency? F i r s t , as i n d i c a t e d i n the prev ious s e c t i o n , l i a b i l i t i e s of p r i v a t e 

agents such as book c r e d i t or b i l l s of exchange are not cons i de red . However, 

as argued above, b i l l s of exchange appear to have had many of the a t t r i b u t e s 

of modern p r i v a t e l y i ssued l i a b i l i t i e s f o r which secondary markets e x i s t . 

Such l i a b i l i t i e s are not i nc luded i n modern money supply measures. S i m i l a r l y , 

book c r e d i t was s imply c r e d i t extended by merchants to customers. Such c r e d i t 

ex tens ions are a l s o not i nc luded i n modern attempts t o e m p i r i c a l l y implement 

the quan t i t y t h e o r y . Hence omiss ion of these items would not appear t o do any 

v i o l ence to the quan t i t y t h e o r y . 

With respect to commodity monies, two f a c t s should be no ted . One i s 

that i n the C a r o l i n a s , and i n Maryland before 1747, commodity notes were not 

i n u s e . Thus exchanges us ing commodity monies were s imply t rades of commodi

t i e s . The government o f North C a r o l i n a , f o r i n s t a n c e , f i x e d l e g a l ra tes a t 

which s e l e c t e d commodities would be accepted i n l i e u of s p e c i e . S ince the 

l e g a l ra tes e s t a b l i s h e d on commodities cannot gene ra l l y have corresponded t o 
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market c l e a r i n g p r i c e s , i t seems u n l i k e l y tha t such ra tes obta ined i n p r i v a t e 

t r a n s a c t i o n s . More probably they ob ta ined on ly i n t r a n s a c t i o n s w i th the 

government when i t was advantageous t o make payments w i th c e r t a i n commodi

t i e s . Thus i t seems an open ques t ion as t o whether these are t o be regarded 

as monetary t r a n s a c t i o n s . 

Second, even once the system of commodity notes was introduced,—' ' 

commodity monies d i d not enjoy the same gene ra l a c c e p t a b i l i t y nor c i r c u l a t e so 

w ide ly as paper cu r rency . Accord ing t o McCusker (1976, p. 9 7 ) , " the major 

c h a r a c t e r i s t i c d i s t i n g u i s h i n g c o l o n i a l b i l l s of c r e d i t from commodity notes 

was t h e i r widespread a c c e p t a b i l i t y . " In f a c t , i t appears tha t i n V i r g i n i a 

(which has been more e x t e n s i v e l y s tud ied than the other c o l o n i e s ) , tobacco 

notes v i r t u a l l y d i d not c i r c u l a t e at a l l , except to t r a n s f e r t i t l e t o t o 

bacco . These statements apply even more s t r o n g l y to commodity money systems 

wi thout commodity n o t e s . Hence omiss ion of commodity monies does not seem a 

p a r t i c u l a r l y important prob lem. F i n a l l y , McCusker (1976, p . 95) l i k e n s com

modity notes to "modern warehouse c e r t i f i c a t e s [which] have a nego t i ab le 

c h a r a c t e r . " These are not i nc luded i n modern attempts to implement the quan

t i t y t h e o r y . Hence t h e i r omiss ion does not seem out of l i n e w i th standard 

p r a c t i c e . 

L a s t l y , the approach taken here omits the quant i ty of spec ie i n 

c i r c u l a t i o n from the measured money s u p p l y . Whi le i t i s un for tunate to be 

fo rced t o omit t h i s , we w i l l s t i l l argue tha t i t s omiss ion does not b i as our 

r e s u l t s i n any important way. F i r s t , as has been noted p r e v i o u s l y , spec ie 

c i r c u l a t i n g i n the c o l o n i e s was p r i m a r i l y o f Spanish and Portuguese o r i g i n , 

and was not denominated i n the u n i t o f account of any c o l o n y . Second, money 

i ssued by fo re ign governments c i r c u l a t i n g w i t h i n the borders of another coun-
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t r y i s not i nc luded i n modern attempts t o implement the quan t i t y t h e o r y . 

Hence t h i s omiss ion i s not out o f l i n e w i t h s tandard p r a c t i c e . 

T h i r d , i n the reg ions under c o n s i d e r a t i o n h e r e , spec ie omiss ion i s 

not p a r t i c u l a r l y d e t r i m e n t a l . In North C a r o l i n a " i t appears c e r t a i n tha t 

there was never any s u b s t a n t i a l amount o f co in i n the colony throughout the 

per iod . "—^ In Mary land, spec ie c i r c u l a t e d at a market determined exchange 

ra te w i th notes w i t h i n the c o l o n y . Hence i t would be i n a p p r o p r i a t e to look a t 

a sum of notes and s p e c i e . And f i n a l l y , even i n South C a r o l i n a , 

. . . a paper b i l l of c r e d i t , w i th a d i s t i n c t , e x p l i c i t 

va lue i n c o l o n i a l cu r rency , was n a t u r a l l y t o be p r e f e r r e d 

over any g iven c o i n , the va lue of which i n c o l o n i a l c u r 

rency was unce r t a i n o r , at l e a s t , deba tab le . Not only 

d i d a go ld or s i l v e r co in bear no i n d i c a t i o n of i t s va lue 

i n c o l o n i a l cu r rency , but i t s va lue depended on i t s 

weight and c o n d i t i o n , f a c t o r s not e a s i l y measured by 

7/ 
i n d i v i d u a l colonists—!- ' 

Thus, even i n South C a r o l i n a , i t i s not unreasonable to proceed as i f there 

were f l e x i b l e exchange ra tes between spec ie and paper cu r rency . 

Lest one be unpersuaded by these arguments, however, we should note 

the f o l l o w i n g . In ask ing whether the quan t i t y theory can conf ront c o l o n i a l 

monetary phenomena, our approach w i l l be t o match paper cur rency movements 

w i th movements i n p r i c e s and exchange r a t e s . I t w i l l be seen tha t f o r these 

c o l o n i e s , as fo r most of the c o l o n i e s examined i n Smith (1983), these move

ments match very poor ly (even over long p e r i o d s ) . I t might be suspected tha t 

t h i s i s due to e i t h e r one of two f a c t o r s : ( l ) paper currency was not a l a rge 
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component o f t h e "money s u p p l y " ( a p p r o p r i a t e l y d e f i n e d ) , o r (2 ) changes i n t h e 

s t o c k o f p a p e r c u r r e n c y were o f f s e t by s p e c i e f l o w s . 

I n f a c t , n e i t h e r o f t h e s e v i ews i s t e n a b l e . W i t h r e g a r d t o t h e 

f i r s t p o i n t , c o n s e r v a t i v e c o n t e m p o r a r y e s t i m a t e s p l a c e d t h e components o f t h e 

money s u p p l y (wh i ch a c c o r d i n g t o c o n t e m p o r a r y u s a g e meant s p e c i e and p a p e r 

c u r r e n c y ) l a t e i n t h e c o l o n i a l p e r i o d a t abou t 1/k s p e c i e and 3 / ^ p a p e r c u r 

r e n c y , ^ As we have s e e n , t h i s seems c o n s e r v a t i v e f o r a t l e a s t some o f t h e 

c o l o n i e s a t h a n d . Thus p a p e r c u r r e n c y c i r c u l a t i o n was no t s o s m a l l t h a t even 

l a r g e i n c r e a s e s (o r r e d u c t i o n s ) i n i t d i d no t have s i g n i f i c a n t i m p a c t s on t h e 

money s u p p l y . 

W i t h r e g a r d t o t h e second p o i n t , t h i s v i e w a l s o does not b e a r c l o s e 

e x a m i n a t i o n . F i r s t , t h e r e i s no e v i d e n c e i n f a v o r o f i t . S e c o n d , d u r i n g much 

o f t h e p e r i o d a t h a n d , t h e r e a r e r e a s o n s t o t h i n k e i t h e r t h a t t h e r e v e r s e 

h a p p e n e d , o r a t l e a s t t h a t s p e c i e f l o w s l a r g e enough t o o f f s e t p a p e r c u r r e n c y 

movements c o u l d no t have o c c u r r e d . I n N o r t h C a r o l i n a , f o r i n s t a n c e , i t has 

been n o t e d t h a t t h e r e was n e v e r any s i g n i f i c a n t amount o f s p e c i e i n t h e c o l 

o n y . I n M a r y l a n d t h i s v i e w i s a l s o no t t e n a b l e . D u r i n g t h e p e r i o d we examine 

t h e r e were two i n s t a n c e s o f l a r g e i n c r e a s e s i n t h e q u a n t i t y o f p a p e r c u r r e n c y ; 

one a s t h i s c u r r e n c y was i n j e c t e d i n t o t h e economy o v e r a p e r i o d o f y e a r s , and 

one d u r i n g t h e F r e n c h and I n d i a n War . W i t h r e s p e c t t o t h e f i r s t p e r i o d , G o u l d 

(1915) a s s e r t s ( w i t h o u t a p p a r e n t c o n t r a d i c t i o n e l s e w h e r e i n t h e l i t e r a t u r e ) 

t h a t s p e c i e s t o c k s r o s e a l o n g w i t h t h e s t o c k o f p a p e r c u r r e n c y . Hence i t 

w o u l d a p p e a r t h a t movements i n t h e s t o c k o f p a p e r c u r r e n c y do no t g i v e an 

o v e r l y i n a c c u r a t e p i c t u r e o f movements i n t h e o v e r a l l s t o c k o f money. W i t h 

r e s p e c t t o t h e F r e n c h and I n d i a n War p e r i o d ( t h i s i s t r u e i n a l l o f t h e c o l o 

n i e s c o n s i d e r e d ) , t h e r e i s a l s o e v e r y r e a s o n t o t h i n k t h a t movements i n t h e 
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s tock of spec ie and of paper currency were gene ra l l y p o s i t i v e l y ra ther than 

nega t i ve l y c o r r e l a t e d . The reason f o r t h i s i s as f o l l o w s . Dur ing the war , 

each of these c o l o n i e s made la rge m i l i t a r y e x p e n d i t u r e s . These were g e n e r a l l y 

f i nanced by p r i n t i n g money. Hence note i ssues rose d r a m a t i c a l l y (as w i l l be 

seen) dur ing t h i s p e r i o d . At the same t ime B r i t i s h expendi tures i n the c o l o 

n ies were l a r g e , and i n a d d i t i o n , the B r i t i s h government prov ided s t e r l i n g 

grants t o each of the c o l o n i e s . Both of these must have had the e f f e c t o f 

i n c r e a s i n g spec ie s t o c k s . Thus paper currency and spec ie s tocks both grew 

dur ing the war . 

A f t e r the war paper currency s tocks con t rac ted very r a p i d l y . The 

reason f o r t h i s i s tha t notes were backed by fu tu re t a x r e c e i p t s . At the t ime 

of note i s s u e , fu tu re taxes were l e v i e d . As notes came i n i n r e c e i p t of these 

taxes they were des t royed . The r e s u l t a n t c o n t r a c t i o n i n paper currency s tocks 

was most l i k e l y accompanied by a c o n t r a c t i o n i n spec ie c i r c u l a t i o n . The 

reason i s t h a t , as i s w e l l known, at the end of the war there was s t rong 

sent iment i n England tha t the c o l o n i e s should help pay f o r the war . The taxes 

tha t were imposed almost c e r t a i n l y l e d t o d ra ins of spec ie at the same t ime as 

paper currency was be ing r e t i r e d . Hence i n t h i s i ns tance as w e l l i t i s p roba

b le tha t movements i n the s tock of paper money were p a r a l l e d by s i m i l a r spec ie 

movements. Thus again our approach shou ld p rov ide a reasonably accura te 

p i c t u r e o f movements i n the o v e r a l l s tock of money-2/ 

I I I . The Sargent -Wal lace View 

In con t ras t to the quan t i t y t heo ry , the Sargent -Wal lace approach i s 

to attempt to determine the goods value of money ( inve rse p r i c e l e v e l ) i n much 

the same way tha t the value of p r i v a t e l y i ssued l i a b i l i t i e s i s determined. In 

p a r t i c u l a r , j u s t as the value of p r i v a t e l y i ssued l i a b i l i t i e s depends on the 
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i s s u e r ' s balance shee t , the same i s t r u e f o r government l i a b i l i t i e s . Thus 

i s s u e s of money which are accompanied by i nc reases i n the (expected) d i s 

counted present value of the government's revenues need not be i n f l a t i o n a r y . 

As t h i s approach l i k e n s money to p r i v a t e l y i ssued l i a b i l i t i e s , i t 

seems appropr ia te to f i r s t attempt t o apply i t to monetary systems which a re 

not f i a t i n na tu re , i . e . , i n which money i s backed. However i f paper money i s 

c o n v e r t i b l e on demand i n t o commodi t ies, then one i s perhaps not s u r p r i s e d tha t 

i t s va lue i s not d i r e c t l y l i n k e d to i t s q u a n t i t y . Thus i t seems tha t the 

c o l o n i a l monetary arrangements under c o n s i d e r a t i o n , where money was (supposed 

t o be) backed by fu tu re income streams, but where money was not c o n v e r t i b l e on 

demand i n t o any commodity, a re p a r t i c u l a r l y appropr ia te f o r study of t h i s 

v i ew . 

What should we expect to observe i n the c o l o n i a l pe r i od under t h i s 

a l t e r n a t e theo ry , then? We should expect to observe tha t when money i s c a r e 

f u l l y backed, i t s va lue (p r i ce l e v e l s , exchange ra tes ) should not depend 

s t r o n g l y on i t s q u a n t i t y . When money i s not c a r e f u l l y backed, i t shou ld 

dep rec ia te i n v a l u e . In f a c t , when incrementa l note i s sues which are e s s e n 

t i a l l y unbacked occu r , the quant i ty theory becomes a s p e c i a l case of the 

Sargent -Wal lace approach. 

In order to see t h i s , i t i s u s e f u l t o cons ide r an ana logy . Suppose 

that a f i r m doubles the number of i t s shares ou t s t and ing . What happens to i t s 

p r i c e per share? The answer i s tha t more in fo rmat ion i s r e q u i r e d . In a s tock 

s p l i t we expect a h a l v i n g i n the p r i c e of the s t o c k . Th is i s analogous to the 

quan t i t y t heo ry , and corresponds t o the case where a f i r m inc reases i t s l i a 

b i l i t i e s wi thout a corresponding i nc rease i n i t s fu ture (expected) stream o f 

net revenues. On the other hand, i f the quan t i t y of a f i r m ' s shares ou t -
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s tand ing i n c r e a s e s , and there i s a cor respond ing i nc rease i n i t s income 

s t ream, the change i n s tock p r i c e depends on the r e l a t i v e magnitudes of these 

i n c r e a s e s . Thus whether or not quan t i t y t h e o r e t i c p r o p o s i t i o n s apply depends 

on the nature of hack ing f o r government l i a b i l i t i e s . I f these are poor ly 

backed or unbacked, we expect these p r o p o s i t i o n s t o h o l d . I f i s sues of money 

are c a r e f u l l y backed by increases i n government asse ts or c la ims to fu tu re 

income st reams, we expect these p ropos i t i ons t o f a i l . 

Our approach, t h e n , i s t o apply Sa rgen t ' s c l a i m (I98I, p. 5) tha t 

governments were " l i k e a f i r m whose p rospec t i ve r e c e i p t s were i t s fu tu re tax 

c o l l e c t i o n s . The value of the government's debt was, to a f i r s t approxima

t i o n , equal to the present value of cu r ren t and fu tu re government s u r 

p l u s e s . " There are two methods by which t h i s c l a i m w i l l be a p p l i e d t o the 

d a t a . These are as f o l l o w s . F i r s t we w i l l examine the monetary exper iences 

o f North and South C a r o l i n a . Both of these c o l o n i e s had per iods i n which they 

i ssued (near ly ) unbacked n o t e s . In these per iods the quan t i t y theory a p p l i e s 

f a i r l y w e l l to the d a t a . Each colony a l s o had a "cur rency re form" i n which 

paper currency became much more c a r e f u l l y backed. These reforms served t o end 

currency d e p r e c i a t i o n . Moreover, i n f l a t i o n and currency d e p r e c i a t i o n a f t e r 

these reforms were not r e k i n d l e d by extremely rap id ra tes of monetary 

growth. In f a c t , i n these "pos t - r e fo rm" p e r i o d s , la rge inc reases and reduc

t i o n s i n the money supp l ies of both c o l o n i e s o c c u r r e d . These had v i r t u a l l y no 

impact on currency v a l u e s . 

There are two conc lus ions to be drawn from t h i s ev idence . One i s 

tha t the quan t i t y theory does not ho ld g e n e r a l l y . The second i s tha t these 

episodes prov ide evidence tha t the nature of back ing i s a determinant of 

currency v a l u e s . 
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This evidence on the Sargent -Wal lace hypothes is i s of an i n d i r e c t 

na tu re , however. In p a r t i c u l a r , i t shows only tha t the way i n which money i s 

backed a f f e c t s the response of currency va lues to o ther economic v a r i a b l e s . 

The re fo re , some time i s spent examining exchange ra te determinat ion i n Mary

l a n d . As i n d i c a t e d p r e v i o u s l y , Maryland backed a l a rge component o f i t s note 

c i r c u l a t i o n w i th investments i n Bank of England s t o c k . At s p e c i f i e d dates 

(1748 and 1764), notes were to be redeemed w i th t h i s s i n k i n g fund . Thus, 

u n l i k e the notes of o ther c o l o n i e s , Maryland notes were backed by a fund whose 

market va lue can be fo l lowed over t i m e . This presents an oppor tun i ty to see 

how the value of back ing f o r notes a f f e c t e d t h e i r purchas ing power. As w i l l 

be seen , the value of back ing f o r notes (and the government's t r a c k reco rd on 

meeting scheduled redemptions) had l a rge and s i g n i f i c a n t e f f e c t s on Maryland 

currency v a l u e s . The quant i ty of notes c i r c u l a t i n g d i d n o t . Thus the Mary

land exper ience prov ides d i r e c t evidence i n favo r of the Sargent -Wal lace v iew. 

IV . The Ev idence: North and South C a r o l i n a 

A . South C a r o l i n a 

South C a r o l i n a was one of the e a r l i e s t c o l o n i e s to experiment w i th 

paper money, and the f i r s t to c rea te a loan o f f i c e . I t was a l s o the f i r s t 

co lony (a long w i th North C a r o l i n a ) to exper ience la rge dep rec i a t i ons of i t s 

paper cu r rency , and f i n a l l y , i t was the f i r s t co lony t o so lve t h i s p rob lem. 

I n i t i a l l y , South C a r o l i n a had i ssued ( i n 1703) i.k,000 of notes to f i nance 

e x p e n d i t u r e s . Fo l l ow ing the genera l paradigm l a i d out i n sec t i on I, a t the 

same t ime these notes were i ssued fu tu re tax l e v i e s were in t roduced to r e t i r e 

the n o t e s . The same i s t r ue f o r subsequent note i s sues (which can be fo l l owed 

i n Table l ) . However, i n fac t these tax proceeds were gene ra l l y d i v e r t e d to 

o ther u s e s , so tha t very l i t t l e re t i rement of notes was a c t u a l l y a f f e c t e d . 
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In 1712 South C a r o l i n a c rea ted a loan o f f i c e , w i th a r e s u l t a n t l a r g e 

inc rease i n c i r c u l a t i n g no tes . Thus by 1712 South C a r o l i n a had c rea ted a 

system o f monetary arrangements which were t o p e r s i s t u n t i l 1731. Very e a r l y 

on the note i s sues of the colony were made a l e g a l t ende r , and they were 

always acceptab le i n payment of t a x e s . For a b r i e f pe r i od the colony e x p e r i 

mented w i th notes tha t were redeemable on demand fo r r i c e , but t h i s a r range

ment was s h o r t - l i v e d . For our purposes, however, there i s only one important 

fea tu re of South C a r o l i n a ' s note i s s u e s ; be fore 1731 these were poor ly backed 

i n the sense tha t as they were i s s u e d , the government d i d not succeed i n 

( s i g n i f i c a n t l y ) r a i s i n g i t s f low of fu tu re net tax r e c e i p t s J^J 

Unfo r tuna te l y , a genera l p r i c e index i s not a v a i l a b l e f o r South 

C a r o l i n a before 1732. However, Table 1 reproduces the s t e r l i n g exchange ra te 

s e r i e s repor ted by McCusker (1978) . As can be seen , dur ing the f i r s t 20 yea rs 

o f exper ience w i th paper cu r rency , d e p r e c i a t i o n was the r u l e . By the l a t e 

1720s, the quan t i t y of s t e r l i n g purchasable w i th one pound o f South C a r o l i n a 

cur rency was ba re l y more than o n e - f i f t h of i t s 1710 l e v e l . Moreover, quan t i t y 

t h e o r e t i c k inds of p r e d i c t i o n s perform reasonably w e l l . For i n s t a n c e , as 

i n d i c a t e d i n Table 1, from 1710 u n t i l 1720, the per c a p i t a quan t i t y of paper 

currency i n c i r c u l a t i o n inc reased by a f a c t o r of s l i g h t l y more than H.5. By 

1723, the ra te of exchange aga ins t s t e r l i n g had inc reased by a f a c t o r of 

e x a c t l y U.5 . In g e n e r a l , i n f a c t , f o r the f i r s t 25 years of t h i s p e r i o d , 

i nc reases i n the stock of paper money tend t o precede currency d e p r e c i a 

t i o n s . Thus the quan t i t y theory appears t o apply f a i r l y w e l l t o t h i s p e r i o d 

i n which paper currency i ssues were backed only i n the most nominal f a s h i o n . 

A f t e r 1727, South C a r o l i n a reversed i t s t rend of currency d e p r e c i a 

t i o n , ma in ta in ing exchange ra tes at or below t h e i r 1727 l e v e l u n t i l 1736. In 
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f a c t , dur ing the e n t i r e c o l o n i a l p e r i o d South C a r o l i n a ' s exchange ra te aga ins t 

s t e r l i n g was never more than 13% above i t s 1727 l e v e l . Moreover, South 

C a r o l i n a succeeded i n t h i s desp i te cont inued growth i n i t s currency s t o c k . 

For i n s t a n c e , i n 1731 the outs tand ing note i s sue of the colony near ly dou

b l e d . Neve r the less , the exchange ra te merely re turned t o i t s 1727 l e v e l , 

where i t remained fo r f i v e years f o l l o w i n g t h i s i n c r e a s e . Thus currency 

d e p r e c i a t i o n was h a l t e d and not r e k i n d l e d by l a rge changes i n the money s t o c k . 

The note i s sue of 1731, and a l l success ive note i s sues i n the c o l 

ony, were not of a l e g a l tender n a t u r e . The B r i t i s h government took a hand 

and re fused t o approve any f u r t he r l e g a l tender note i s sues i n the c o l o n y . To 

compensate the colony reso r ted t o the use of paper instruments known as p u b l i c 

orders and tax c e r t i f i c a t e s . Whi le not a l e g a l tender i n p r i v a t e t r a n s a c 

t i o n s , these notes were accepted f o r t a x e s , and acco rd ing t o Brock (1975, p . 

12U), "custom never the less caused them t o c i r c u l a t e much as the l e g a l tender 

b i l l s d i d . " As there appears t o have been no important d i f f e r e n c e i n p r a c t i c e 

between p u b l i c orders and tax c e r t i f i c a t e s , we t r e a t them homogeneously i n 

what f o l l o w s . 

We have a l ready noted that i n 1731 ou ts tand ing note i s sue doubled 

w i th no apparent e f f e c t s on the exchange r a t e . I t w i l l now be noted (wi th 

re fe rence t o Table 1) tha t a f t e r 1731, movements i n the outs tand ing stock of 

notes gene ra l l y f a i l to account f o r p r i c e l e v e l or exchange ra te movements. 

For i n s t a n c e , from 1730 u n t i l 1749 there i s a s e c u l a r dec l i ne i n the per 

c a p i t a quan t i t y of notes outs tand ing (a d e c l i n e of k0%). Neve r t he l ess , t h i s 

r educ t i on i n the money supply d i d not have a s a l u t a r y e f f e c t on exchange 

r a t e s , and s i m i l a r l y , i t appears tha t the p r i c e l e v e l rose ra ther than de 

c l i n e d . 
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S i m i l a r l y , a f t e r 1749 we s e e a marked i n c r e a s e i n t h e p e r c a p i t a 

q u a n t i t y o f n o t e s . From 1749 u n t i l 1755, p e r c a p i t a no te i s s u e i n c r e a s e d 31%, 

and f r om 1755 u n t i l 1760, p e r c a p i t a n o t e i s s u e more t h a n t r i p l e d . However , 

t h e p r i c e l e v e l i n 1755 was 10% l o w e r t h a n t h a t i n 17^9, and t h e p r i c e l e v e l 

i n 1760 was o n l y 7% h i g h e r t h a n i n 1755. Thus t h i s e x t r e m e l y l a r g e i n c r e a s e 

i n p e r c a p i t a no te i s s u e (a f a c t o r o f h.3 i n 11 y e a r s ) was no t r e f l e c t e d i n 

p r i c e s (wh i ch f e l l f r om 1749 t o 1760) o r exchange r a t e s (wh i ch a l s o a p p r e 

c i a t e d ) . 

A f t e r 1760 t h e r e was a r e d u c t i o n i n t h e no te c i r c u l a t i o n o f S o u t h 

C a r o l i n a n e a r l y as d r a m a t i c as t h e i n c r e a s e j u s t c o n s i d e r e d . From 1760 u n t i l 

1 7 7 0 , t h e p e r c a p i t a s t o c k o f p a p e r c u r r e n c y was r e d u c e d by 63%. D e s p i t e t h i s 

l a r g e r e d u c t i o n , t h e p r i c e l e v e l r o s e s l i g h t l y , and exchange r a t e s d e p r e  

c i a t e d . Thus a f t e r 1 7 3 1 , q u a n t i t y t h e o r e t i c p r e d i c t i o n s a p p e a r t o do q u i t e 

p o o r l y . 

Can t h i s p o o r p e r f o r m a n c e be a c c o u n t e d f o r i n t h e c o n t e x t o f s t a n 

d a r d t h e o r i e s o f money? The answer wou ld a p p e a r t o be n o , f o r t h e f o l l o w i n g 

r e a s o n s . The f i r s t way t h a t one migh t a t t e m p t t o e x p l a i n t h e above r e s u l t s i n 

t h e c o n t e x t o f t h e q u a n t i t y t h e o r y i s t o a r g u e t h a t s p e c i e f l o w s (o r changes 

i n t h e q u a n t i t y o f some o t h e r a s s e t ) may have " o f f s e t " t h e above n o t e d changes 

i n t h e s t o c k o f p a p e r money. T h i s a p p e a r s u n t e n a b l e , h o w e v e r , i n t h a t i t 

r e q u i r e s i m p l a u s i b l y l a r g e changes a t c e r t a i n p o i n t s i n t i m e . I n p a r t i c u l a r , 

t h e m a j o r i n j e c t i o n s and w i t h d r a w a l s o f money a f t e r 1750 were a s s o c i a t e d (a ) 

w i t h F r e n c h and I n d i a n War d e f i c i t f i n a n c e , and (b) w i t h t a x e s l e v i e d f o r t h e 

r e t i r e m e n t o f t h e s e n o t e i s s u e s . As n o t e d e a r l i e r , movements i n t h e s t o c k o f 

c o l o n i a l s p e c i e a l m o s t c e r t a i n l y p a r a l l e l e d t h e s e movements as (a) B r i t i a n 

s e n t s u b s t a n t i a l amounts o f s p e c i e t o t h e c o l o n i e s d u r i n g t h e w a r , and (b ) 
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l e v i e d s u b s t a n t i a l taxes on the c o l o n i e s a f t e r w a r d . In l i g h t of t h i s , the 

p o s s i b i l i t y of " o f f s e t t i n g " changes i n o ther components i n the money supply 

seems s m a l l . 

A second way i n which one might attempt t o sa lvage the quan t i t y 

theory i s as f o l l o w s . I t might be supposed tha t c o l o n i a l money demand c o u l d 

be c h a r a c t e r i z e d , say , by a Cagan money demand f u n c t i o n . I t might a l s o be 

noted tha t (as w i l l be d iscussed be low) , a f t e r 1731 monetary i n j e c t i o n s were 

always fo l l owed by promised fu tu re monetary c o n t r a c t i o n s . As Sargent and 

Wal lace (I98l) have shown, i t i s p o s s i b l e f o r the e f f e c t s of a n t i c i p a t e d 

f u tu re monetary changes to dominate cur ren t movements i n the money supp l y . 

Could t h i s account f o r the observa t ions noted above? 

The answer i s no. F i r s t , the Sargent -Wal lace mechanism requ i res 

tha t a n t i c i p a t e d fu tu re monetary changes exceed cur rent ones i n magnitude. As 

can be seen from Table 1, t h i s i s not the case f o r the post-1750 p e r i o d . 

A l s o , the Sargent -Wal lace mechanism operates because the a n t i c i p a t e d fu tu re 

d e f l a t i o n supposedly assoc i a t ed w i th fu tu re monetary c o n t r a c t i o n s i nc reases 

money demand s u f f i c i e n t l y to o f f s e t the e f f e c t s of cur rent i nc reases i n the 

money s u p p l y . However, as Table 1 i n d i c a t e s , i f c o l o n i a l s expected fu tu re 

d e f l a t i o n as a r e s u l t of the monetary reduc t ions of the 1760s, they were 

s o r e l y d i s a p p o i n t e d . Hence t h i s i s not a tenab le exp lana t ion of our obse rva 

t i o n s . 

L a s t l y , we might ask whether the observa t ions above can be exp la ined 

w i t h i n the framework of conven t iona l money demand func t ions (or more b r o a d l y , 

conven t i ona l macro models) . Some data that one might d e s i r e f o r t h i s purpose 

are not a v a i l a b l e , i n p a r t i c u l a r , data on i n t e r e s t r a t e s . However, the p e r i o d 

o f s u b s t a n t i a l i nc rease i n the money supply i s a pe r i od of h igh wartime demand 
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f o r goods and s e r v i c e s , and the pe r i od of monetary c o n t r a c t i o n appears by most 

account s - i i / t o have conta ined a f a i r l y s tandard post-war r e c e s s i o n . In l i g h t 

of these f a c t s , the near l y i n s i g n i f i c a n t i n f l a t i o n of 1755-60, and the ( a l s o 

near l y i n s i g n i f i c a n t ) i n f l a t i o n of 1760-70 seem d i f f i c u l t t o e x p l a i n absent 

convenient s h i f t s i n money demand f u n c t i o n s . In f a c t , t h i s seems g e n e r a l l y 

t r ue of the post -1731 p e r i o d . However, t h i s exp lana t ion i s not c o n s i s t e n t 

w i th standard p resen ta t i ons of the quan t i t y t h e o r y . For i n s t a n c e , Friedman 

and Schwartz (1963)-^-^ a s s o c i a t e the quan t i t y theory w i th the ex is tence of 

h i g h l y s t a b l e money demand f u n c t i o n s . Thus t h i s exp lana t ion w i l l not sa lvage 

the quan t i t y t heo ry . 

In l i g h t , then, of the apparent f a i l u r e of the quan t i t y t heo ry , can 

the Sargent -Wal lace view account f o r the observa t ions a t hand? The answer i s 

y e s . As we have seen, when note i s sues are poor ly backed the quan t i t y theory 

becomes a s p e c i a l case of t h i s v iew. Thus i t i s c o n s i s t e n t w i th our pre-1731 

o b s e r v a t i o n s . A f t e r 1731 we observe major f l u c t u a t i o n s i n the quan t i t y of 

money. For i n s t a n c e , we have seen tha t i n 1731 the money stock doubled, ye t 

t h i s had no e f f e c t on exchange r a t e s . La te r monetary changes a l s o had minimal 

e f f e c t s on both p r i c e s and exchange r a t e s . We w i l l now argue tha t t h i s i s 

because note i s sues a f t e r 1731 were c a r e f u l l y backed by fu ture tax r e c e i p t s . 

Thus the Sargent -Wal lace view accounts f o r the absence of e f f e c t s on cur rency 

v a l u e s . 

Wi th respect to the post-1750 i s s u e s , i t i s c l e a r tha t these were 

c a r e f u l l y backed as i t was the fu tu re tax l e v i e s tha t permi t ted the post-1760 

w i thdrawal of no tes . Note i s sues between 1731 and 1750 were a l s o c a r e f u l l y 

backed. Between 1731 and 1745, £259,282 of new i ssues had o c c u r r e d . By 1749, 

on ly £26,5^5 of these notes were s t i l l i n c i r c u l a t i o n . Th is i n d i c a t e s tha t 
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note i ssues were we l l -backed by f u tu re tax l e v i e s . Thus the statement o f 

Brock (1975, p . 126) regard ing t h i s pe r i od appears j u s t i f i e d ; " the orders o f 

the va r ious i ssues were a l l w i th reasonable promptness drawn i n by 

I t would seem, then , tha t the Sargent -Wal lace view tha t the quan t i t y 

of currency can f l u c t u a t e w ide ly wi thout a f f e c t i n g i t s va lue ( i f cur rency i s 

c a r e f u l l y backed) i s borne out by the exper ience of South C a r o l i n a . I t w i l l 

a l s o be noted that i t s exper ience i s s i m i l a r to that of the four h y p e r i n f l a 

t i o n coun t r i es examined by Sargent (1981). S p e c i f i c a l l y , South C a r o l i n a (as 

d i d Sa rgen t ' s four c o u n t r i e s ) ended a d e c l i n e i n the va lue of i t s (poor ly 

backed) currency by r e p l a c i n g i t w i th a currency which was c a r e f u l l y backed. 

F i n a l l y , t h i s exper ience i s sugges t i ve of the thought experiment 

conducted by Bar ro (1974 . S p e c i f i c a l l y , c o l o n i a l f inance has the fea tu re 

tha t cur ren t expendi tures were f inanced by government i s sue of l i a b i l i t i e s , 

accompanied by fu ture tax l e v i e s . Th is i s the f i nance scheme con t ras ted by 

Barro w i th cur rent tax f i n a n c i n g of expend i t u res . The minimal p r i c e l e v e l 

impact of money i ssues seems to bear out B a r r o ' s a n a l y s i s i n the sense tha t i t 

i n d i c a t e s tha t the t i m i n g of tax l e v i e s had no s i g n i f i c a n t e f f e c t even on 

p r i c e l e v e l movements. 

B . North C a r o l i n a 

In most r e s p e c t s , the monetary h i s t o r y of North C a r o l i n a p a r a l l e l s 

that of South C a r o l i n a . In 1712, when the C a r o l i n a s s p l i t , North C a r o l i n a had 

fit,000 of i t s currency i n c i r c u l a t i o n . As can be seen i n Table 2, t h i s 

quan t i t y t r i p l e d the next y e a r , and then the stock of paper currency doubled 

aga in by 1715. Thus, as was the case i n South C a r o l i n a , North C a r o l i n a ' s 

h i s t o r y was one of rap id e a r l y expansion of i t s money s t o c k . 
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In a d d i t i o n to t h i s paper cu r rency , North C a r o l i n a had a number o f 

ra ted commodities of a l e g a l tender nature (wi th a l e g a l l y f i x e d exchange ra te 

i n t o cu r rency , which cou ld d i f f e r from the market p r i c e of the commodity). We 

have a l ready commented above on the genera l a c c e p t a b i l i t y of t h i s cu r rency . 

F i n a l l y , as we have noted p r e v i o u s l y , " i t appears c e r t a i n tha t there was never 

any s u b s t a n t i a l amount of co in i n the colony throughout the p e r i o d . 

As can be seen from Table 2, the re i s no evidence i n favor of the 

quan t i t y theory a r i s i n g from North C a r o l i n a ' s expe r i ence . From 1715 u n t i l 

1722 (from which po in t the money s tock was h e l d constant u n t i l 1729), the 

money supply of the colony was cut i n h a l f . Neve r t he l ess , exchange ra tes 

deprec ia ted d r a m a t i c a l l y . Then i n 1729, when North C a r o l i n a f i r s t i n s t i t u t e d 

i t s loan o f f i c e , the money supply o f the co lony more than quadrup led. Whi le a 

l a rge d e p r e c i a t i o n d i d occu r , the exchange ra te never (much) exceeded tw ice 

i t s 1729 l e v e l . Moreover, i t took t en years f o r t h i s doub l ing t o occu r . Thus 

both d i r e c t i o n s of change before 1748 (we r e f e r here to the 1715-29 p e r i o d ) , 

and r e l a t i v e magnitudes of changes are not suppor t i ve of quan t i t y t h e o r e t i c 

p r e d i c t i o n s f o r the p e r i o d . 

Before 1748, i t i s c l e a r from Table 2 tha t currency va lues dec l i ned 

markedly i n North C a r o l i n a . In 1748 a currency reform was implemented. A new 

se t of notes was i ssued to rep lace those i n c i r c u l a t i o n , w i th one new note to 

rep lace seven and a h a l f o l d ones. Accord ing t o Brock (1975), t h i s t r i p l e d 

the e f f e c t i v e money supply of the c o l o n y . Then a f t e r 1748, wh i le exchange 

ra tes were hard ly s t a b l e , they never exceeded t h e i r 1748 l e v e l by more than 

50%. Th is c o n s t i t u t e s a major success when compared w i th the near l y 600% 

d e p r e c i a t i o n of 1715-48. How d id North C a r o l i n a succeed, t h e n , i n s low ing so 

d r a m a t i c a l l y i t s rate of currency dep rec ia t i on? Fu r the r examinat ion of Table 
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2 i n d i c a t e s tha t t h i s was not ach ieved by reduc ing ra tes o f money growth. In 

f a c t , from 1750 to 1755, the per c a p i t a money s tock i n North C a r o l i n a more 

than doub led . The exchange ra te deprec ia ted on ly 20%. From 1750 to 1760, the 

money s tock grew by 142% i n per c a p i t a te rms . Th is occas ioned only a 43% 

d e p r e c i a t i o n i n the exchange r a t e . Hence fo r the f i r s t dozen or so years 

a f t e r the currency re fo rm, money growth f a r o u t s t r i p p e d currency d e p r e c i a t i o n . 

A f t e r 176l, the money supply d e c l i n e d , as i t d i d i n a l l c o l o n i e s , 

due to the re t i rement of notes prov ided f o r i n t h e i r e m i s s i o n . By 1768, the 

per c a p i t a money s tock was only h a l f of what i t had been i n 1760. Never the

l e s s , North C a r o l i n a ' s exchange ra te apprec ia ted only 5%. 

C l e a r l y , t hen , the quan t i t y theory cannot account f o r any of the 

North C a r o l i n a expe r i ence . How do we account f o r i t based on the Sa rgen t -

Wal lace approach? F i r s t , we should note that p r i o r to 1748 there was no 

meaningfu l sense i n which North C a r o l i n a backed i t s no tes . The reduc t ion i n 

the money supply between 1715 and 1722 represents the only t ime p r i o r t o 1748 

dur ing which any notes were r e t i r e d through t a x a t i o n . Hence monetary expan

s ions were not accompanied by inc reased fu tu re government revenue s t reams, and 

we shou ld not be s u r p r i s e d by currency d e p r e c i a t i o n . Of course s ince the 

quan t i t y theory becomes a s p e c i a l case of the Sargent -Wal lace view when money 

i s unbacked, the f a i l u r e of the quan t i t y theory i s a l s o a f a i l u r e of t h i s 

v i ewpo in t . N a t u r a l l y , though, the Sargent -Wal lace approach does no worse f o r 

t h i s pe r i od than the quan t i t y t h e o r y . 

The Sargent -Wal lace approach does permit an exp lana t ion f o r the 

r e l a t i v e success of the 1748 currency re fo rm, however. We have a l ready noted 

t h a t , p r i o r to 1748, paper money was e s s e n t i a l l y unbacked. In f a c t , the 

f i s c a l s i t u a t i o n i n the colony was g e n e r a l l y poo r . Accord ing t o Brock (1975, 

p. H 2 - 3 ) , 
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With the except ion of the years 1715 t o 1722, no b i l l s 

seem ever to have been r e t i r e d by t a x a t i o n . The loan 

o f f i c e was badly managed. To make matters worse, North 

C a r o l i n a remained a b a r t e r c o l o n y . U n t i l the law of 1748 

prov ided fo r payment of taxes i n g o l d , s i l v e r , or b i l l s 

of c r e d i t , they had been payable i n the ra ted commodi

t i e s . The r e s u l t was, as success i ve governors com

p l a i n e d , tha t the taxes were pa id i n the commodity ra ted 

h ighest i n p ropor t i on to i t s a c t u a l v a l u e , and of tha t 

commodity each person tendered h i s most i n f e r i o r s t o c k . 

I t i s smal l wonder, t hen , tha t the sums r a i s e d i n taxes 

f o r the ret i rement of the ou ts tand ing b i l l s were so f r e 

quent ly n e g l i g i b l e . But the e v i l d i d not stop h e r e . 

Taxes l e v i e d to meet the annual cos t of government proved 

s i m i l a r l y unp roduc t i ve . The colony f e l l i n t o debt ; and 

i n order to pay the debt , a new i ssue of b i l l s was emi t 

t e d . 

Thus, i t i s not s u r p r i s i n g tha t w i th poor revenue prospects on the par t of the 

government, i t s l i a b i l i t i e s were l i t t l e v a l u e d . 

A f t e r 1748, as po in ted out by B rock , taxes were no longer payable i n 

commodi t ies. Moreover, re t i rement of notes through the p r o v i s i o n of taxes f o r 

t h i s purpose was much more of a f a c t o r . Table 3 repor ts the c a n c e l l a t i o n o f 

notes by t h i s method a f t e r I748. As can be seen , t h i s re t i rement o f notes 

occur red on a regu la r b a s i s , and c o n s t i t u t e d a g e n e r a l l y s i g n i f i c a n t f r a c t i o n 

of t o t a l notes i n c i r c u l a t i o n . Hence we c a n , a t l e a s t p a r t i a l l y , account f o r 

the success of the currency reform by the supe r i o r nature of the back ing 

prov ided f o r notes a f t e r t h i s d a t e . 
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Aga in , one might wonder whether our a n a l y s i s has f a i l e d to p i ck up 

important changes i n other components of the money supply which account f o r 

the poor showing of the quan t i t y theory above. Aga in , the answer would appear 

t o be no. Some of the reasons f o r t h i s have been p r e v i o u s l y e l a b o r a t e d , so we 

r e s t r i c t ourse lves to two po in t s h e r e . Consider the pe r i od o f pos t - cu r rency 

re fo rm. Th is pe r i od i s d i v i ded roughly i n h a l f i n Table 2; an i n i t i a l p e r i o d 

of la rge i nc rease i n note c i r c u l a t i o n , fo l lowed by a pe r i od of l a rge reduc 

t i o n . Could these movements i n the s tock of paper currency have been o f f s e t 

by changes i n other components of the money supply? 

I t would appear that they cou ld not have been o f f s e t to any s i g n f i -

cant degree by spec ie movements. In p a r t i c u l a r , our e a r l i e r comment about the 

s c a r c i t y of spec ie i n North C a r o l i n a appears to ho ld f o r t h i s l a t e r p e r i o d as 

w e l l - i i i / In a d d i t i o n , changes i n the nature of the commodity money system 

would lead one t o b e l i e v e tha t the monetary growth of the f i r s t h a l f of t h i s 

p e r i o d i s under ra ther than o v e r s t a t e d . In p a r t i c u l a r , i n 1754 North C a r o l i n a 

e s t a b l i s h e d a system of s ta te warehouses and l e g a l tender commodity no tes . 

This must c e r t a i n l y be viewed as hav ing the e f f e c t of a monetary expans ion . 

(Al though probably not to any great e x t e n t . ) In s h o r t , t hen , there i s no 

reason t o t h ink that our focus on paper currency a lone does any s u b s t a n t i a l 

i n j u s t i c e t o the quan t i t y t h e o r y . 

Remarks 

At t h i s po in t a few remarks are probably i n o r d e r . F i r s t , when 

secu la r movements i n the p r i c e l e v e l f a i l to m i r ro r s e c u l a r movements i n the 

money s u p p l y , i t i s t y p i c a l i n s tud ies o f t h i s type (see , f o r i n s t a n c e , 

Friedman and Schwartz (1963) and t h e i r d i s c u s s i o n of the greenback pe r i od ) t o 

e x p l i c i t l y examine movements i n r e a l output and v e l o c i t y . This i s not p o s -
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s i b l e f o r the c o l o n i a l p e r i o d , as there i s i n s u f f i c i e n t knowledge of the 

behav io r of r e a l ou tput . However, g iven the magnitudes of observed v a r i a t i o n s 

i n r e a l ba lances , i t i s c l e a r tha t these v a r i a t i o n s cannot be accounted f o r by 

changes i n the l e v e l of r e a l a c t i v i t y . Hence v e l o c i t y must have v a r i e d sub

s t a n t i a l l y dur ing the c o l o n i a l p e r i o d . And, of c o u r s e , such v a r i a t i o n i n 

v e l o c i t y i s i n c o n s i s t e n t w i th many p resen ta t i ons of the quan t i t y theory J£J 

However, some p resen ta t i ons of the quan t i t y t h e o r y — / make v e l o c i t y 

a s t a b l e f unc t i on of some l i m i t e d set of arguments. Most commonly these would 

i n v o l v e a measure o f the oppor tun i ty cost t o ho l d i ng money, such as a nominal 

i n t e r e s t r a t e . Then one might argue t h a t , i f the oppor tun i ty cost to ho l d i ng 

money moved app rop r i a t e l y over t ime , the v a r i a b i l i t y of v e l o c i t y would be 

c o n s i s t e n t w i th the quan t i t y t h e o r y . U n f o r t u n a t e l y , there are no sys temat ic 

observa t ions on the behav ior of i n t e r e s t ra tes dur ing the c o l o n i a l pe r i od tha t 

would a l l ow t h i s argument to be examined e x p l i c i t l y . However, one obse rva t i on 

suggests that the oppor tun i ty cost of ho ld ing money cannot have v a r i e d too 

s u b s t a n t i a l l y dur ing per iods of r e l a t i v e exchange ra te s t a b i l i t y (such as we 

observe i n South C a r o l i n a a f t e r 1727). In p a r t i c u l a r , i t i s known tha t s t e r 

l i n g b i l l s of exchange (d iscussed above) d i d not c i r c u l a t e at a d iscount when 

they were of s u f f i c i e n t l y shor t m a t u r i t y . Hence, these a s s e t s , which were 

s t e r l i n g denominated, d i d not bear i n t e r e s t . Moreover, i f exchange ra tes were 

extremely s t a b l e , then the i m p l i e d nominal re tu rn on these asse ts cannot have 

v a r i e d too g r e a t l y over the per iod of i n t e r e s t . To the extent that b i l l s of 

exchange might be viewed as s u b s t i t u t e s f o r money, t h e n , t h i s argument s u g 

ges ts tha t v a r i a t i o n s i n v e l o c i t y i n the c o l o n i a l pe r i od cannot be exp la ined 

by major v a r i a t i o n s i n the oppor tun i ty cost of ho ld ing money. Hence s imp le 

changes i n the s p e c i f i c a t i o n of the behav ior of v e l o c i t y appear as i f they 

w i l l not sa lvage the quan t i t y t heo ry . 
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V . The Ev idence: Maryland 

We have seen that the C a r o l i n a s prov ide a weal th of evidence aga ins t 

the quan t i t y t heo ry . In a d d i t i o n , exper ience there suggests tha t the nature 

of back ing f o r notes was c r u c i a l i n de termina t ion of t h e i r v a l u e , as i n both 

Ca ro l i nas currency dep rec ia t i on was h a l t e d by the expedient of c a r e f u l l y 

back ing n o t e s . In t h i s sec t i on we wish t o delve more deeply i n t o the quest ion 

of how w e l l the back ing of a note i s s u e accounts f o r i t s v a l u e . 

As we have argued above, Maryland prov ides a p a r t i c u l a r l y a p p r o p r i 

a te s e t t i n g i n which to do t h i s . Maryland e x i s t e d w i th a monetary system 

based e n t i r e l y on spec ie and a commodity money (tobacco) u n t i l 1733. In tha t 

y e a r , a paper cur rency was in t roduced e x p l i c i t l y to p rov ide a medium of t r a n s 

a c t i o n f o r the (by now s i g n i f i c a n t ) par t of the colony which d i d not grow t o 

bacco . Most o f t h i s currency was i n j e c t e d i n t o the economy v i a c l a s s i c lump

sum t r a n s f e r s , and was backed i n a way unique i n c o l o n i a l expe r i ence . The 

proceeds of designated taxes were t o be i nves ted by agents of the colony i n 

Bank of England s t o c k . Th is investment was to c o n s t i t u t e a s i n k i n g fund fo r 

the n o t e s . Of the £90,000 i ssued at t h i s t i m e , - i l / on the order o f £60,000 was 

backed by t h i s s i n k i n g fund . The remainder was i ssued through land banks . In 

a d d i t i o n , dur ing the French and Ind ian War the re were a d d i t i o n a l note i s sues 

t o f i nance government d e f i c i t s . These were not c la ims aga ins t the s i n k i n g 

fund , but ra ther were backed i n conven t iona l ( c o l o n i a l ) f ash ion by fu tu re tax 

r e c e i p t s . 

At s p e c i f i e d d a t e s , i n 1748 and 1764, notes were to be redeemed fo r 

s t e r l i n g (or more p r e c i s e l y , s t e r l i n g b i l l s of exchange) . One t h i r d of the 

ou ts tand ing notes were to be redeemed i n 1748, and the remaining t w o - t h i r d s i n 

1764. These redemptions occur red as schedu led . For our purposes, however, 



- 2 8 -

the unique fea tu re of t h i s system i s tha t Maryland notes were backed by a fund 

whose (cu r ren t ) market value i s e a s i l y a s c e r t a i n a b l e at any po in t i n t i m e . 

Thus we may i n v e s t i g a t e the extent to which changes i n the market va lue of the 

s i n k i n g fund account f o r exchange ra te f l u c t u a t i o n s . Th is seems p a r t i c u l a r l y 

a p p r o p r i a t e , as i n a d d i t i o n to s e r v i n g as a medium o f exchange, these notes 

were s imply c la ims f o r fu ture d e l i v e r y of s t e r l i n g . As the exchange ra te i s 

merely the ra te at which s t e r l i n g cou ld be conver ted i n t o paper cu r rency , t h i s 

i s the s t e r l i n g p r i c e of a fu tu re c l a i m on s t e r l i n g . We i n v e s t i g a t e how 

changes i n the market va lue of t h i s s i n k i n g fund a f f e c t e d the va lue of these 

c l a i m s . 

The format of t h i s s e c t i o n i s as f o l l o w s . In order to i l l u s t r a t e 

the k ind of r o l e which the market value o f back ing can p l a y , a h i g h l y s i m p l i 

f i e d model of how paper money might be p r i c e d as an asse t i s p resen ted . Then 

some s t a t i s t i c a l evidence on the r e l a t i v e importance of the quan t i t y of money, 

the market value of back ing , and the c o l o n y ' s t r ack record on honor ing i t s 

commitments i s p resen ted . I t w i l l be seen tha t currency va lues i n Mary land 

depended e n t i r e l y on the l a t t e r two f a c t o r s . The quan t i t y of money i s i r r e l e 

vant i n the determinat ion of currency v a l u e s . 

A . An I l l u s t r a t i v e Model 

I t w i l l be r e c a l l e d t h a t , among t h e i r o ther f u n c t i o n s , notes i n 

Maryland were c la ims to fu ture d e l i v e r y of s t e r l i n g ( b i l l s of exchange) . In 

t h i s s e c t i o n we attempt to see to what extent e m p i r i c a l l y an extremely s imple 

asse t p r i c i n g model can account f o r movements i n Maryland currency v a l u e s . 

The model presented i s o v e r s i m p l i f i e d , i n f a c t , f o r b r e v i t y of p r e s e n t a t i o n . 

What, t hen , would be the pr imary f a c t o r s i n any model a t tempt ing t o 

e x p l a i n asset p r i c i n g ? Obvious ly the most important f ac to r s would be the 
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k inds of promised fu tu re payof fs t o which asse ts are a c l a i m , and the p r o b a 

b i l i t i e s of these promises be ing honored (or i n a cont ingent c la ims s e t t i n g , 

of the re levan t s t a tes o c c u r r i n g ) . Thus i t i s necessary t o d i scuss the k inds 

o f promises made by Mary land, and how these promises were ( i n a l l l i k e l i h o o d ) 

pe rce i ved by the r es i den t s of the c o l o n y . 

The promise of Maryland t o redeem a t h i r d o f i t s notes f o r s t e r l i n g 

i n 1748, and the remaining t w o - t h i r d s i n 1764 (at the ra te of h Maryland 

pounds f o r 3 pounds s t e r l i n g ) was (at l e a s t on i t s face) uncon t ingen t . How

eve r , so were the promises of South C a r o l i n a t o r e t i r e note i ssues v i a t a x a 

t i o n before 1731. Before Maryland ever had r eso r t to a paper cu r rency , t h e n , 

most of the c o l o n i e s had e s t a b l i s h e d by long exper ience tha t these promised 

redemptions or re t i rements were, i n f a c t , con t i ngen t . On what were they 

con t i ngen t , then? F i r s t , funds earmarked f o r re t i rement of notes were o f t en 

app rop r i a ted i n the face of government expendi ture needs. The l a r g e r the 

market va lue of the s i n k i n g fund , t h e n , the g rea te r the a b i l i t y of the govern 

ment to redeem notes and meet i t s a d d i t i o n a l revenue needs ( i f any) from the 

proceeds of the s i n k i n g fund . Second, when funds prov ided fo r the re t i rement 

of notes proved i n s u f f i c i e n t , t h i s re t i rement was t y p i c a l l y postponed. Hence 

the l a r g e r the market value of the s i n k i n g fund , the sma l le r the p r o b a b i l i t y 

tha t re t i rement would not occur as schedu led . 

We now in t roduce some n o t a t i o n . Let MV̂ . denote the market va lue o f 

the s i n k i n g fund at date t , and l e t T denote the announced redemption 

d a t e ~ i ^ / In l i g h t of our prev ious remarks, assume redemption w i l l a c t u a l l y 

occur at T only i f MVT meets or exceeds some c r i t i c a l v a l u e , R. Let F T [ x | M V t , 

M V t _ 1 , . . . ] be the c o n d i t i o n a l p r o b a b i l i t y tha t MVT < x eva lua ted at t , where 

i n p r i n c i p a l there cou ld be a number of v a r i a b l e s upon which t h i s p r o b a b i l i t y 
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might depend. To s i m p l i f y ma t te rs , we assume tha t the only re levan t c o n d i 

t i o n i n g v a r i a b l e s are the h i s t o r i c a l market va lues of the s i n k i n g f und . In 
, -V- -V- , 

a d d i t i o n , we make the p l a u s i b l e assumption tha t F T [ x | y t , y t _ 1 , . . . ] < F T [ x | y t , 

y + _ n , . . . | f o r a l l x and f o r any sequences {y , } , {y } such tha t y > y . 

F i n a l l y , suppose MVT < R. Then a s imple assumption i s tha t redemp

t i o n w i l l occur at the f i r s t date f o r which the value of the s i n k i n g fund i s 

at l e a s t R. Let F T + i [ x | M V T + i _ 1 < R, M V T + i _ 2 < R , . . . , M V t , M V t _ 1 , . . . ] be the 

c o n d i t i o n a l p r o b a b i l i t y at t tha t MV" T + i < x , g iven tha t MVVp+i-s < R, 1 < s < 

i , and g iven the r e a l i z e d sequence of market v a l u e s . 

Given these n o t a t i o n a l conven t ions , l e t us proceed w i th a s imple 

model i n which currency values are determined as i f they were conven t i ona l 

asse t p r i c e s . Let ê . denote the s t e r l i n g va lue of a Maryland pound no te . Let 

r be (an exogenously g iven) d iscount f a c t o r J£J Then an absence of (expected) 

a r b i t r a g e o p p o r t u n i t i e s imp l i es 

where t e t + l i s the date t expected value of e t + ] _ . At date T - 1, redemption 

w i l l occur next pe r i od i f MV T > R. Hence fo r t > T - 1, 

( 2 ) e t = ( l | _ ) { [ i _ F T ( t ) ] ( 3 / l + ) + F T ( t ) t e t + 1 } , 

where F T ( t ) = F T ( R | M V t , M V t _ 1 , . . . ) , e t + 1 i s the exchange ra te at t + 1 i f 

redemption has not yet o c c u r r e d , and 3 / ^ i s the promised ra te a t which Mary

land pounds were t o be converted i n t o s t e r l i n g . 

S o l v i n g ( l ) and (2) fo rward, we ob ta in 

(3) e t = ( I i _ ) T - 1

t e T _ 1 
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(U) ^ , = [ U T „ ( t ) l t t S + F j t H l - F ^ C t ) ] ^ t T - l 1 T 1+r T X " T + l v «2 
(1+r) 

+ F m ( t ) F n i . 1 ( t ) t < 

T V U / ' T + r " ' ( l + r ) 2 ' 

w i t h an obvious no ta t ion i n (h). App ly ing repeated s u b s t i t u t i o n s to (U) , the 

l a t t e r term vanishes i f , f o r i n s t a n c e , t e T+k i s bounded v k, and i f r > 0 . 

Then e . w i l l be , through the re levan t c o n d i t i o n a l p r o b a b i l i t y d i s t r i b u -
00 

t i o n s , a f unc t i on of the sequence {MV . } ._ n . Let us denote t h i s as 

t e T - l = * ( M V

t ' m

t_i>~-)- " ^ e " (3) a n d W Inp ly 
( 5 ) et = ( W ) T _ 1 *(MV "Vl"" >• 

Moreover, i t i s apparent tha t <|>(-) i s monotone nondecreasing i n MV+_ i > 0 . 

Our method of app l y i ng t h i s model i s as f o l l o w s . From equat ions (3) 

and (U), our model p r e d i c t s tha t the r a t i o o f e t t o the redemption ra te (3 /M 

i s r e l a t e d p o s i t i v e l y t o market va lues of the s i n k i n g f u n d . Therefore we 

es t imate below the equat ion 

(6) p a r t = a Q + a ^ + a ^ + a 3 D t • ^ 

where par^. = «75e .̂ - 1, i s the quan t i t y of notes i n c i r c u l a t i o n at t , and 

D t i s a dummy t a k i n g the va lues 

(7) D t = 0; t < 17**8 

D t = 1; t > nU8. 

The r o l e of t h i s v a r i a b l e i s tha t Maryland d i d , i n f a c t , honor i t s commitment 

to redeem notes i n 17^8. U n t i l t h i s po in t the re was no reason f o r c o l o n i s t s 

20 / 

t o p a r t i c u l a r l y b e l i e v e tha t t h i s commitment would be honored .—' Accord ing 

t o the view that money i s p r i c e d i n the same way as any o ther a s s e t , a record 
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o f i t s i s s u e r h o n o r i n g p r o m i s e s s h o u l d enhance t h e v a l u e o f t h i s c u r r e n c y . 

The v a r i a b l e M V I t i s t h e v a l u e o f t h e s i n k i n g f u n d a t t d i v i d e d by i t s v a l u e 

i n 176U . F i n a l l y , as s h o u l d be c l e a r f r om (3) and ( U ) , p a r * — t h e p e r c e n t a g e 

t h e exchange r a t e a t t i s above t h e r e l e v a n t r e d e m p t i o n r a t e — i s an a p p r o p r i 

a t e dependent v a r i a b l e . A c c o r d i n g t o t h e S a r g e n t - W a l l a c e v i e w , t h e n , we 

e x p e c t &2 < 0 , a ^ < 0 , and a-j_ = 0 . 

O b v i o u s l y , t h i s i s h a r d l y a s o p h i s t i c a t e d a p p r o a c h t o p r i c i n g money 

s y m m e t r i c a l l y w i t h o t h e r a s s e t s . I n p r i n c i p l e f a r more s o p h i s t i c a t e d a s s e t 

p r i c i n g models a l o n g t h e l i n e s o f H a n s e n - S i n g l e t o n (1982) o r M e h r a - P r e s c o t t 

(1983) c o u l d be a p p l i e d and d i r e c t l y imp lemen ted e m p i r i c a l l y . However , as c a n 

b e seen f r om T a b l e 5, t h e number o f a v a i l a b l e o b s e r v a t i o n s i s s m a l l . Hence 

t h e b e s t we can hope f o r i s a f a i r l y g e n e r a l i n d i c a t i o n o f w h e t h e r t h e 

S a r g e n t - W a l l a c e h y p o t h e s i s a c c o u n t s f o r t h e d a t a . I n f a c t , t h i s l i m i t e d 

number o f o b s e r v a t i o n s a c c o u n t s f o r t h e a b s e n c e o f l a g g e d v a r i a b l e s i n ( 6 ) . 

B . The E v i d e n c e 

The e v i d e n c e p r e s e n t e d i n t h i s s e c t i o n i s d e r i v e d f r o m a p p l i c a t i o n 

o f o r d i n a r y l e a s t s q u a r e s t o ( 6 ) . T h i s p r o c e d u r e s h o u l d y i e l d c o n s i s t e n t 

p a r a m e t e r e s t i m a t e s f o r t h e f o l l o w i n g r e a s o n . C l e a r l y t h e o n l y r i g h t - h a n d 

s i d e v a r i a b l e s whose e x o g e n e i t y i s s u s p e c t a r e t h e money s u p p l y and t h e marke t 

v a l u e o f t h e s i n k i n g f u n d . W i t h r e s p e c t t o t h e money s u p p l y , a l l a u t h o r i z e d 

changes i n i t were made e i t h e r i n 1 7 3 3 , b e f o r e any o b s e r v a t i o n s on exchange 

r a t e s were a v a i l a b l e , o r were a r e s u l t o f w a r t i m e d e f i c i t f i n a n c e . T h i s 

l a t t e r component might a p p e a r p a r t i a l l y e n d o g e n o u s , a s changes i n exchange 

r a t e s may have a l t e r e d t h e n o m i n a l v a l u e o f government e x p e n d i t u r e s . However , 

as i n s p e c t i o n o f T a b l e 5 w i l l c o n f i r m , exchange r a t e s were f a i r l y s t a b l e 

d u r i n g t h e F r e n c h and I n d i a n War (1756-63), so t h a t t h i s f a c t o r s h o u l d not 

have been o p e r a t i v e . 
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With regard to the market va lue of the s i n k i n g fund at any d a t e , 

t h i s was the sum of th ree f a c t o r s ; tax proceeds from an exc i se tax on tobacco 

exports i nves ted i n Bank of England s t o c k , d iv idends p a i d on the s i n k i n g fund , 

which were re inves ted i n the fund, and c a p i t a l ga ins or l osses on the s tock 

h e l d . C e r t a i n l y we may take Bank of England s tock p r i c e s and d iv idends p a i d 

on t h i s s tock as unaf fec ted by events i n Mary land. In p r i n c i p l e , tax proceeds 

on tobacco exports cou ld have been a f f e c t e d by Maryland exchange ra te v a r i a 

t i o n t o the extent that t h i s i n f l uenced tobacco e x p o r t s . However, t h i s i s a 

quest ion on which some evidence can be produced. In p a r t i c u l a r , from the 

r e s u l t s of Sims (1972), i t i s known tha t there e x i s t s a model i n which MVI i s 

s t r i c t l y economet r i ca l l y exogenous w i th respect t o par only i f MVI i s not 

Granger caused by p a r . In Table k t e s t s of Granger c a u s a l i t y are presented 

which show t h a t , at a very h igh marg ina l s i g n i f i c a n c e l e v e l , MVI i s not 

Granger caused ty p a r . Thus we cannot r e j e c t that t h i s necessary c o n d i t i o n 

f o r s t r i c t exogenei ty i s s a t i s f i e d . In a d d i t i o n , Table h repor ts t e s t s of 

whether par Granger causes EXS (exports from Maryland t o S c o t l a n d ) . These 

would be almost e n t i r e l y tobacco e x p o r t s . We use S c o t t i s h ra the r than E n g l i s h 

exports because the U . S . Bureau of the Census (1976) does not separate 

V i r g i n i a from Maryland i n i t s data on expor ts t o B r i t a i n . As can be seen , a t 

a marginal s i g n i f i c a n c e l e v e l of .1*3, we cannot r e j e c t the hypothes is tha t 

expor ts are not caused by exchange r a t e s . Hence the suspect component of MVI 

does not appear t o be c o r r e l a t e d w i th the e r r o r term i n (6) . The re fo re , we 

may proceed w i th our OLS es t ima t ion of (6) w i th some degree o f c o n f i d e n c e . 

The data used are as f o l l o w s . Data on exchange ra tes are taken from 

McCusker (1978), who repor ts the number of Maryland pounds requ i red t o p u r 

chase a s t e r l i n g b i l l of exchange. Data on the money supply i s taken from 
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Brock (1975). I n c i d e n t a l l y , i t should be noted that Brock repor ts tha t i t i s 

not p o s s i b l e t o t e l l exac t l y how f a s t au tho r i zed wartime monetary i nc reases 

were a c t u a l l y spent , or e x a c t l y how f a s t these were r e t i r e d . Hence the num

bers repor ted f o r 1756-62 have some e r r o r s , w i th the e a r l i e r and l a t e r numbers 

probably somewhat o v e r s t a t i n g the t rue money s u p p l y . Thus the usua l caveats 

regard ing e r r o r laden v a r i a b l e s a p p l y . F i n a l l y , data on the s t e r l i n g va lue of 

the s i n k i n g fund appear i n the Schar f C o l l e c t i o n of the Maryland H i s t o r i c a l 

S o c i e t y , which conta ins the s u r v i v i n g p e r i o d i c repor ts of the London t r u s t e e s 

f o r the s i n k i n g f u n d - 2 - ! / Bank of England stock p r i c e s are repor ted by 

Mi rowsk i (1981). A l l o f t h i s data i s reproduced i n Table 5. 

In order to get a f e e l f o r the magnitudes by which d i f f e r e n t f a c t o r s 

i n f l u e n c e d currency v a l u e s , th ree d i f f e r e n t ve rs ions of (6) are r e p o r t e d . 

F i r s t , t o gauge the extent t o which monetary changes a f f e c t e d currency v a l u e s , 

(6) was run w i th the c o n s t r a i n t s &2 ~ a 3 = 0 imposed. The r e s u l t i n g equa t i on , 

w i th t - s t a t i s t i c s i n parentheses , was 

(7) p a r t = .310 + ( l x l O " 6 ) M + 

(.896) (.263) 

R 2 = .003 DW = .1*11 

Q(13) = U8.33. 

DW i s the Durbin-Watson s t a t i s t i c , and Q(13) i s the value of the Box -P ie r ce 

(1970) s e r i a l c o r r e l a t i o n t e s t s t a t i s t i c w i th 13 degrees of f reedom. The 

marg ina l s i g n i f i c a n c e l e v e l of the Q s t a t i s t i c i s 6 x 1 0 - ^ , and f o r the c o 

e f f i c i e n t a-L i t i s .80. 

C l e a r l y the quant i ty of money a lone has no impact on currency v a l 

u e s . I t s c o e f f i c i e n t i s extremely sma l l and we cannot r e j e c t the hypothes is 
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tha t i t i s zero even at extremely h igh s i g n i f i c a n c e l e v e l s . F i n a l l y , of 

c o u r s e , (7) performs extremely p o o r l y . 

Next , (6) was run sub jec t t o the c o n s t r a i n t a-^ = 0 . The r e s u l t i n g 

equat ion i s 

(8) p a r t = .81+ + (lxlO -J)M f - .91 MVI + 

(2.0U) ( 2 x l 0 - 2 ) (2.82) 

R 2 = .361+ DW = 1.21 

Q(8) = 2.50 

This equat ion i s much b e t t e r behaved than ( 7 ) . The marg ina l s i g n i f i c a n c e 

l e v e l of the Q s t a t i s t i c i s .96, so t h i s suggests no s e r i a l c o r r e l a t i o n . The 

c o e f f i c i e n t on the money stock cont inues to be extremely s m a l l and h i g h l y 

i n s i g n i f i c a n t . And f i n a l l y , the c o e f f i c i e n t on the (index o f the) market 

value of the s i n k i n g fund i s l a r g e , s i g n i f i c a n t at the 1% l e v e l , and has i t s 

t h e o r e t i c a l l y p r e d i c t e d s i g n . In p a r t i c u l a r , i nc reases i n the market va lue of 

the back ing f o r notes r e s u l t i n an a p p r e c i a t i o n i n the va lue of Maryland 

cu r rency . 

F i n a l l y , as noted above, Mary land 's t r a c k record f o r redeeming notes 

as promised may s i g n i f i c a n t l y a f f e c t the va lue o f i t s cu r rency . The r e s u l t of 

running (6) i s 

(9) p a r + = .90 - (9x lO" T )M. - .37 MVI + - .1+3 D t 

(2.92) (.26) X (1.30) V (3.1+9) 

R 2 = .671 DW = 2.19 

Q(8) = It.59 
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Severa l t h ings should be noted about t h i s e q u a t i o n . F i r s t , i t i s s u r p r i s i n g l y 

s u c c e s s f u l . For i n s t a n c e , Hodr ick (1978) est imates an exchange ra te equat ion 

between B r i t i a n and the U .S . over the p e r i o d 1972-75 which con ta ins no lagged 

te rms. His equat ion has f i v e exp lanatory v a r i a b l e s i n v o l v i n g r e l a t i v e money 

s u p p l i e s , output l e v e l s , and i n t e r e s t r a t e s . In a d d i t i o n , l i k e our equat ion 

(9) , i t i s est imated on the b a s i s of r e l a t i v e l y few (36) o b s e r v a t i o n s . 

Hodr ick repor ts an R 2 of .73. He a l s o est imates a s i m i l a r reg ress ion f o r the 

U.S.-German exchange ra te w i th s i x exp lanatory v a r i a b l e s and 28 obse rva 

t i o n s . An R 2 of .66 i s repor ted f o r t h i s r e g r e s s i o n . Our equat ion (9) has 

s i m i l a r exp lanatory power, wi thout the bene f i t of contemporaneous income or 

i n t e r e s t ra te d a t a . Hence i t would appear tha t the Sargent -Wal lace hypothes is 

a p p l i e d to Maryland has good exp lanatory power. 

Second, the marg ina l s i g n f i c a n c e l e v e l of the Q s t a t i s t i c i s .80. 

T h i s , a long w i th the Durbin-Watson s t a t i s t i c , g ives no suggest ion of s e r i a l l y 

c o r r e l a t e d r e s i d u a l s . 

T h i r d , as p r e d i c t e d by the Sargent -Wal lace h y p o t h e s i s , a 2 < 0 and a^ 

< 0. Thus a h i s t o r y of honor ing promised redemptions and a l a rge accumulated 

back ing f o r notes both enhance t h e i r v a l u e . Moreover, the marg ina l s i g n i f i 

cance l e v e l of a-j i s h x 10"^, so the h i s t o r y of the colony i n honor ing prom

i s e d redemption dates i s h igh l y s i g n i f i c a n t . The marg ina l s i g n i f i c a n c e l e v e l 

of the market va lue c o e f f i c i e n t i s only .22. Whi le t h i s i s not p a r t i c u l a r l y 

h i g h , the value of the s i n k i n g fund i s f a r more s i g n i f i c a n t than the quan t i t y 

of money. In a d d i t i o n , the c o e f f i c i e n t on the market va lue term i s f a i r l y 

l a r g e , a l b e i t not very p r e c i s e l y es t ima ted . Hence i t i s not c l e a r tha t one 

shou ld conclude that i t i s i n s i g n i f i c a n t . 
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F i n a l l y , the c o e f f i c i e n t on money has a marg ina l s i g n i f i c a n c e l e v e l 

o f .80, and has the wrong s ign (accord ing to the quan t i t y t h e o r y ) . Hence i t 

i s c l e a r l y the case tha t the nature of promises back ing no tes , and not the 

quan t i t y of no tes , determines t h e i r v a l u e . 

Again i n defense o f the quan t i t y theory one might ask whether some 

important component of the money supply i s omi t ted i n equat ions ( 7 ) - ( 9 ) » The 

answer i s no. The exchange ra te used i n these equat ions i s the ra te between 

Maryland paper currency and s t e r l i n g . Spec ie i n Maryland as w e l l as tobacco 

money c i r c u l a t e d a t market determined ra tes w i th paper cu r rency . Hence i t 

would be i napp rop r i a te to aggregate these w i th paper cu r rency . 

V . Conc lus ions 

The cur rent study encompasses a seventy year pe r i od and th ree c o l o 

n ies w i th somewhat, but not complete ly s i m i l a r monetary arrangements. In a l l 

o f t h i s exper ience , only that of South C a r o l i n a before 1731 i s suppor t i ve of 

quan t i t y t h e o r e t i c p r o p o s i t i o n s . In t h i s i n s t a n c e , i t i s a l s o t rue tha t the 

quan t i t y theory i s a s p e c i a l case of the Sargent -Wal lace approach. However, 

i n con t ras t t o the performance of the quan t i t y t heo ry , the Sargent -Wal lace 

approach gene ra l l y accounts w e l l f o r the successes of the C a r o l i n a currency 

re fo rms, and f o r exchange rate behav io r i n Mary land . 

Moreover, we have argued tha t the success of the one approach, and 

the f a i l u r e of the o t h e r , cannot be accounted f o r by omiss ions i n our monetary 

f i g u r e s . Nor can they be accounted f o r by the e f f e c t s of a n t i c i p a t e d fu tu re 

changes i n money s tocks tha t tended to accompany cur rent changes. 

How can one attempt to rescue standard approaches to monetary t h e 

o r y , t h e n , i n which money i s t r e a t e d asymmet r ica l l y from other a s s e t s ? One 

suggest ion i s tha t s tandard money demand func t i ons may have c h a r a c t e r i z e d 
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c o l o n i a l currency ho l d i ng behav io r , but that these demand func t ions s h i f t e d a t 

convenient po in ts i n t i m e . In a d d i t i o n t o hav ing no e m p i r i c a l con ten t , t h i s 

view i s one h i gh l y de t r imenta l t o the quan t i t y t heo ry . For i n s t a n c e , Friedman 

and Schwartz (1963) attempt to exp la i n U . S . monetary h i s t o r y i n the century 

f o l l o w i n g the C i v i l War on the bas i s of a s t a b l e demand f unc t i on f o r money. 

Then a demonstrat ion tha t money demand func t i ons were h i gh l y uns tab le f o r a 

70-year pe r i od i n the c o l o n i e s would be g r e a t l y at va r iance w i th t h e i r a p 

p roach . 

A second suggest ion i s tha t the economy of c o l o n i a l North America 

was s u f f i c i e n t l y p r i m i t i v e so as not t o be a "monetized economy." C e r t a i n l y , 

however, no one would apply t h i s c l a i m t o Europe of the same p e r i o d . Yet 

e x i s t i n g i n d i c a t i o n s are tha t money-income r a t i o s were h igher i n the ( B r i t i s h ) 

North American co lon ies than i n any European country other than B r i t a i n i t 

s e l f . Thus such a suggest ion would appear t o be wi thout bas i s i n f a c t . 

We are l e f t , t hen , w i th the c o n c l u s i o n tha t there i s a long pe r i od 

of h i s t o r y , and a number of l o c a t i o n s y 2 2 / t o which the quan t i t y theory o f 

money does not a p p l y . Other views of money which do not t r e a t money d i f f e r 

en t l y from other asse ts do appear s u c c e s s f u l i n e x p l a i n i n g t h i s p e r i o d . Thus 

i t would appear tha t these views deserve g rea te r c l a i m on the a t t e n t i o n of 

monetary economists than they appear to have r e c e i v e d . 
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Footnotes 

21 Except i n Maryland a f t e r 1766, where d o l l a r s became the un i t o f 

accoun t . 

—'This p r a c t i c e of i s s u i n g notes backed by land may appear r e m i n i s 

cent of the r e a l b i l l s d o c t r i n e . However, the quan t i t y of notes i ssued was 

f i x e d exogenously by c o l o n i a l l e g i s l a t u r e s . 

-?_/There were s e v e r a l such prob lems. One i s tha t much of the spec ie 

c i r c u l a t i n g i n North America was badly worn and underweight . Hence i t was 

necessary t o compensate f o r t h i s i n t r a n s a c t i o n s . A second i s tha t much 

spec ie c i r c u l a t e d i n r e l a t i v e l y la rge denominat ions. For the reason j u s t 

ment ioned, there were not constant re tu rns t o s c a l e i n the d i v i s i o n of s p e 

c i e . Hence the use of spec ie i n s tandard t r a n s a c t i o n s c reated problems, as 

d id tax payments i n s p e c i e . This problem i s f r equen t l y mentioned i n the 

l i t e r a t u r e . Two i n t e r e s t i n g papers on t h i s t o p i c are by Hanson (1979, 1980). 

hi Gould (1915), p. 38. 

—^Commodity notes were c i r c u l a t i n g warehouse r e c e i p t s fo r the com

modity i n q u e s t i o n , as w i l l be r e c a l l e d from s e c t i o n I. 

i / B r o c k (1975), p. 107-8. 

I /McCusker (1976), p . 97. 

8/see McCusker (1978), p . 7, note 9. More s t r o n g l y , Smith (1776) 

a s s e r t s tha t "almost a l l the o rd ina ry t r a n s a c t i o n s of i t s [North Amer i ca ' s ] 

i n t e r i o r commerce [are] be ing thus c a r r i e d on by pape r . " 

-2/0ne a d d i t i o n a l comment might be made on the quest ion of paper 

currency i ssues d i s p l a c i n g s p e c i e . Adam Smith (1776) suggested tha t paper 

currency i ssues might have e x a c t l y t h i s e f f e c t , w i th new i ssues of cur rency 

d i s p l a c i n g equal amounts of spec ie and hav ing no p r i c e l e v e l e f f e c t s . The 

absence of p r i c e l e v e l e f f e c t s i s roughly what we observe f o r pa r t s of our 
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samples. Mone ta r i s t s should probably not f i n d such an outcome encourag ing , i f 

they b e l i e v e t h i s i s what a c t u a l l y o c c u r r e d . On t h i s po in t one might consu l t 

Mints (l9*+5), f o r i n s t a n c e , who s ta tes (p . 30) that on t h i s i s s u e Smith and 

others "were completely wrong i n t h e i r c o n c l u s i o n s . . . . " 

— ^ n t h i s po in t see the d i s c u s s i o n i n Brock (1975), p . 116-123. 

l i / s e e , e . g . , Ernst (1973). 

2^/See t h e i r c o n c l u s i o n . 

M / B r o c k (1975), p . 107-8 . 

i l l / S e e Brock (1975), p. M 3 . 

11/See, e . g . , Friedman and Schwartz (1963, 1982). 

- ^ F r i e d m a n (1956). 

2JJActually, the £90,000 was only au tho r i zed a t t h i s t i m e . I t took 

some years f o r t o t a l c i r c u l a t i o n t o approach t h i s l e v e l . 

- i ^We assume a s i n g l e redemption date f o r s i m p l i c i t y . 

- i2 /Data on i n t e r e s t ra tes are u n a v a i l a b l e . 

20 / 

— ' T h i s i s c e r t a i n l y the case , as only a minor i t y of other c o l o n i e s 

had r e g u l a r l y and s t r i c t l y honored t h e i r commitments w i th respec t t o r e t i r e 

ment of paper cu r rency . 

re levan t data was k i n d l y p rov ided t o me by Jacob P r i c e . 

— / i n a d d i t i o n to t h i s work see Smith (1983). 



T a b l e 1 

South C a r o l i n a 

Exchange R a t e c P r i c e L e v e l d 

Paper Cur rency Pounds p e r ( f S . C . p e r (average o f 
Date O u t s t a n d i n g ( i ) a 1 ,000 p o p . b £100 s t e r l i n g ( I76g-7j j = 100) 

1703 It,000 150 
1707 12,000 150 
1708 lk.OOO 

1U,000 
150 

1710 
lk.OOO 
1U,000 1,286 150 

1711 20 ,000 
56 ,000 

150 
1712 

20 ,000 
56 ,000 150 

171k 200 
1715 300 
1716 90 ,000 
1717 575 
1718 500 
1720 100,000 5,866 uoo 
1721 533 
1722 80 ,000 580 
1723 120,000 675 
172't 650 
1725 672 
1726 700 
1727 106,500 700 
1728 106,500 700 
1729 106,500 700 
1730 106,500 3,550 6kk 
1731 211,275 700 
1732 700 79 
1733 700 80 
173U 700 108 
1735 - 700 X05 
1736 7!*3 96 
1737 753 117 
1738 —- 775 125 
1739 792 Bk 
17U0 796 77 
nki 691 97 
17h2 699 85 

700 70 
nku 700 6U 
17U5 700 k6 
17U6 — U5 
l W 761 <9 
1TU8 762 88 
17l»9 133.0U5 2 , l U 2 725 96 
1750 702 100 
1751 700 83 
1752 700 97 
1753 152,322 

156,156 
700 112 

175k 
152,322 
156,156 700 86 

1755 221,359 2,801 700 86 
1756 311,816 71k 77 
1757 5>t2,837 700 78 
1758 595,567 700 86 
1759 521,369 700 112 
1760 863,827 9 ,182 700 92 
1761 867, Ihk 700 80 
1762 700 77 
1763 58U.916 717 92 
176U 585,2U6 718 ' 86 
1765 U72.378 U.327 709 87 
1766 U.6 ,673 707 100 
1767 3 k k , l k 7 700 9k 
1768 1-81,999 

U97.65U 
700 102 

1769 
1-81,999 
U97.65U 10b 

1770 k2k ,15k 3 , k l k 717 93 
1771 762 108 
1772 679 137 
1773 391,391 728 116 
177U 258,971 700 10lt 

a S o u r c e : Brock (1975) , p . 1 0 6 - 1 2 6 , and T a b l e XV. 
b S o u r c e : Brock (1975 ) , and U . S . Bureau o f the Census (1976) , p . 1168. 
0 S o u r c e : McCusker ( 1978 ) , p. 222 -22U. 
d S o u r c e : T a y l o r ( 1932 ) . 



T a b l e 2 

N o r t h C a r o l i n a 

Exchange R a t e c 

Notes i n £ p e r 1,000 ( f N . C . p e r 
Da te C i r c u l a t i o n 3 - p o p u l a t i o n 1 3 £100 s t e r l i n g ) 

1712 It,000 
1713 12,000 
1715 2*t,000 150 
1722 12,000 500 
172k 12,000 500 
1728 12,000 
1729 52,000 500 
1731 52,000 650 
173*+ 5^ ,500 
1735 720 
1736 700 
1737 867 
1739 1,000 
17*t8d 21,350 1,033 
17^9 21,160 
1750 20,61t7 283 133 
1751 20,119 
1752 19,028 
1753 18,289 
U5h 57,951 167 
1755 56,05*t 611 160 
1756 57,951 180 
1757 68,255 
1758 70,253 
1759 69,512 185 
1760 75,806 686 190 
1761 95,335 200 
1762 85,322 200 
1763 200 
176U 73,378 193 
1765 200 
1766 67,880 
1767 173 
1768 60,106 33U 180 

a S o u r c e : B r o c k (1975), p . 108, 112, and T a b l e X I V . 
b S o u r c e : U . S . Bu reau o f t he Census (1976), p. 1168, and B r o c k 

(1975). 
c S o u r c e : McCuske r (1978), p . 217-19. 
^ C u r r e n c y r e f o r m . New mone ta ry u n i t e m p l o y e d . 



T a b l e 3 

Note C a n c e l l a t i o n v i a T a x a t i o n 
i n N o r t h C a r o l i n a 

Amount 
Date C a n c e l l e d 

nks 

17*9 190 
1750 51*i 
1751 527 

1752 1,091 
1753 739 
175 1* 338 

1755 1,897 
1756 1,809 
1757 It, 527 

1758 9 , 5 ^ 
1759 

1760 5,853 
1761 619 
1762 10,013 

1763 
1764 11,9'+ h 

1765 — 
1766 5,^98 
1767 
1768 7,77'i 

a S o u r c e : Sum o f c a n c e l l a t i o n s r e p o r t e d 
by B r o c k (1975), T a b l e s X X I I I and X X I V . 



Table k 

Exogenel ty T e s t s a > 

3 s 

MVI t = a + I b.MVI . + I c .pa r . . 
i = l 1 t - 1 i = l 1 t _ 1 

Marg ina l 
S i g n i f i c a n c e 

SL JL F(s,2l+-s) L e v e l 

( i ) 1 1 0.57 .57 

( i i ) 1 2 1.10 .35 

9 s 

EXS + = a + > b.EXS,. . + V c .par , . . t , , i t - i . L . i? t - i i = l i = l 

Marg ina l 
S i g n i f i c a n c e 

q_ s_ F ( s , 2 0 - s ) L e v e l 

( i i i ) 1 1 1.13 .27 

( i v ) 2 2 0.88 .1*3 

Sources : the sources f o r a l l data o ther than expor ts are repor ted i n the 
t e x t . S c o t t i s h exports are from U.S . Bureau o f the Census (1976), p» 
1177-8. 

k Summary s t a t i s t i c s f o r the reg ress ion equat ions are as f o l l o w s : 

( i ) R 2 = .15, DW = 1.51, Q(13) = 8.82 ( s i g n i f i c a n c e l e v e l = .79) 

( i i ) R 2 = .21 , DW = 1.73, Q(l3) = 11.U0 ( s i g n i f i c a n c e l e v e l = .58) 

( i i i ) R 2 = .UU, DW = 1.88, Q(12) = 5.69 ( s i g n i f i c a n c e l e v e l = .93) 

( i v ) R 2 = .1+1+, DW = 1.9b, Q ( l l ) = 1+.53 ( s i g n i f i c a n c e l e v e l = .95) 



T a b l e 5 

M a r y l a n d 

P e r C a p i t a Bank o f F a c e V a l u e Exchange 
No te C i r c u l a t i o n E n g l a n d o f S i n k i n g R a t e 

C i r c u l a t i o n ( p e r 1,000 S t o c k P r i c e F u n d d (£ Md. pe 
Date ( £ ) a p o p u l a t i o n ) 1 3 (£ S t e r l i n g ) 0 {£. S t e r l i n g ) £100 s t e r l i 

1735 56,495 5*5 140.45 140.00 
1736 57,864 149.10 2,000 230.00 
1737 69,856 145.88 4,000 250.00 
1738 69,856 142.11 225.00 
1739 79,820 140.12 6,000 212.3* 
17*0 78,523 676 140.49 7,500 228.08 
1741 83,444 140.54 9,500 2 3 8 . 1 7 
17*2 82,072 140.22 275.00 
1743 82,252 

83,058 
146.81 12,500 285.13 

1744 
82,252 
83,058 145.54 15,000 166.67 

17*5 83,058 646 142.83 200.00 
17*6 83,058 127.34 18,800 210.00 
17*7 85,309 1 2 5 . 4 8 21,000 225.22 
17*8 86,040 124.15 24,000 200.61 
1749 62,000 134.16 12,000 184.58 
1750 62,000 439 1 3 4 . 1 3 177.92 
1751 62,000 139-14 11,000 166.83 
1752 62,000 145.18 155.62 
1753 62,000 139.92 16,000 151.75 
1754 62,000 133.63 153.75 
1755 62,000 409 126.10 19,500 
1756 96,017 117.94 170.00 
1757 96,017 118.84 19,500 145.00 
1758 96,017 119.59 19,500 150.00 
1759 96,017 113.81 150.00 
1760 96,017 592 110.46 27,500 1 4 6 . 2 5 
1761 96,017 

96,017 
109.49 1*8.*8 

1762 
96,017 
96,017 101.58 35,500 144.45 

1763 62,000 120.32 1*0.00 
176* 4 1 , 2 9 5 116.50 40,800 136.67 
1765 — — 133.33 

a S o u r c e : 
1 3 S o u r c e : 
c S o u r c e : 
^ S o u r c e : 
e S o u r c e : 

B r o c k (1975), p . 10*-5, and * 1 7 - * 2 1 . 
B r o c k (1975) and U . S . Bu reau o f t h e Census (1976), p . 
M i r o v s k i (1981), p . 569-70. 
S c h a r f C o l l e c t i o n , M a r y l a n d H i s t o r i c a l S o c i e t y . 
McCusker (1978), p . 202-3. 

1168. 


