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Before the establishment of federal deposit insurance in
1933, the U.S. economy was subject to periodic bank-
ing panics. During such panics, banks suspended pay-
ments; that is, they refused to pay specie (gold or silver)
at par for their outstanding notes or deposits. At the
same time, banks were often forced to reduce lending,
and a slowdown in economic activity usually followed.
One of the worst of these panics in the United States
was the Panic of 1837. Most banks suspended pay-
ments, and many banks eventually closed or failed. Fur-
ther, the disruption in banking that began with the Panic
of 1837 coincided with the start of a recession in the
U.S. economy and a slowdown that lasted almost five
years.

At that time, a private bank in New England—the
Suffolk Bank in Boston—was operating as much more
than a typical commercial bank. In 1826 the Suffolk
Bank began the first regionwide note-clearing service in
the United States, known as the Suffolk Banking System.
What is well known about the Suffolk Bank is that by
1836 it had become the clearinghouse for virtually all
the banknotes that circulated in New England. What is
not so well known about the Suffolk Bank, and what
we show in this article, is that during and after the Panic
of 1837, it provided some of the services that we nor-
mally think of central banks providing during banking
panics. These services included lending reserves to other

banks—in effect, providing a discount window for mem-
ber banks—and keeping the payments system operating.

Our findings are based on an examination of the Suf-
folk Bank’s balance sheets from 1836 to 1843. These
balance sheets indicate that the Suffolk Bank continued
to make a large amount of short-term credit advances to
other banks in its region during both the suspension of
payments and the period immediately following the re-
sumption of payments. They also suggest that the Suf-
folk Bank continued to clear the same volume of notes
during the panic that it did before the panic took place.'
A comparison of the Suffolk Bank’s balance sheets with
those of several other large U.S. banks also indicates
that Suffolk’s behavior, especially in regard to advances
of credit to other banks, was atypical.

A natural question emerges from our findings: Were
the Suffolk Bank’s central bank-like activities beneficial
to New England’s economy? To that end, we compare
Massachusetts’ economy to Pennsylvania’s. We find sub-
stantial evidence that is consistent with the hypothesis
that the Suffolk Bank’s activities benefited New En-

*The authors thank the Baker Library, Harvard Business School, for the materi-
als provided from its Suffolk Bank Collection,

tWeber is also an adjunct professor of economics at the University of Minne-
sota.

!Individual bank balance sheet data used throughout are from Weber 1999.






