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By David J. Cowen

In early 1803 the French and the Brit-
ish went to war, as they had so often 
during the prior hundreds of years. This 
time, Napoleon Bonaparte’s visions of 
grandeur were at the root of the conflict. 
Initially, this war proved a bonanza for 
American merchants. As a neutral third 
party, they traded — and quite profitably 
at that — with both sides. However, as 
the war dragged on, one particular event 
would change everything.

In June 1807 the British warship HMS 
Leopard challenged USS Chesapeake in 
the Chesapeake Bay to let her be boarded 
in a search for British deserters. Ameri-
can crews were wary of this, as often 
the British would “impress,” or draft on 
the spot for service in the Royal Navy, 
anyone suspected of being part of the 
Crown’s empire. When the American cap-
tain refused, the Leopard, violating all 
neutrality, fired relentlessly at Chesapeake 
with the result of a rounding defeat of the 
Americans, who managed to return fire 
only one time.

The Leopard’s attack was an act of war, 
and everyone knew that President Thomas 
Jefferson’s party preferred taking the side 
of the French against the British. How-
ever, Jefferson realized that because of 
his administration’s failure to maintain 
the US armed forces, the nation was ill-
equipped to fight. He opted instead for 
economic sanctions, and he and his Con-
gress passed the Embargo Act.

That invidious act, and the various 
trade restrictions and acts that followed, 
were the products of wishful thinking 
on the part of the incumbent Republi-
can Party. Jefferson believed that Brit-
ain needed America more than America 
needed Britain. In fact, as major trading 
partners they need each other equally. 
Moreover, since Britain was locked in 
a desperate struggle against Napoleonic 
authoritarianism, it did not look kindly on 
the actions of its former colonies. Worst of 
all, the embargo decimated the American 
economy because it hurt those involved 
in international trade, which meant that 
some farmers and artisans suffered along 
with the merchants. 

Given the nation’s unfavorable financial 
condition, it would have been best to avoid 
war with Britain. But Americans felt their 
sovereignty was at stake. In fact, what we 
now call the War of 1812 was at the time 
referred to as the Second War of Indepen-
dence. British impressment of US sailors 
and incursions into American territorial 
waters were clear violations of the coun-
try’s nationhood. British forts on American 
territory in the Northwest and a standing 
army in Canada were also clear threats.

It is difficult to argue that the war was 
inevitable because the British took a con-
ciliatory tone near the end. Indeed, had 
news of their more liberal policy arrived 
earlier, war might have been averted. But 
it would be equally difficult to argue that 
the war was fought for light and transient 
causes. Those with close commercial or 
blood ties to Britain, however, wondered 
why the United States did not go to war 
with France, which had been equally abu-
sive. In short, the war was controversial, 
perhaps even more so than the conflict in 
Vietnam would prove to be.

As in Vietnam, domestic division meant 
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that total victory could not be achieved. 
The War of 1812 ended as a draw. Notable 
US military victories on the Great Lakes 
(Oliver Hazard Perry), in the open seas 
(the USS Constitution, better known as 
“Old Ironsides”), at Baltimore (inspira-
tion for the national anthem) and in New 
Orleans filled Americans with pride. On 
the other hand, because Jackson’s stun-
ning victory at New Orleans occurred 
after the peace treaty had been signed, 
it gave the United States no bargaining 
power at the peace table. Indeed, the 
impressment of sailors, one of the root 
causes of the war, was not even mentioned 
in the finished peace treaty!

Moreover, the war almost shattered 
the Union as New Englanders, with their 
close ties to Old Englanders, vehemently 
opposed the conflict and even threatened 
secession. The war also proved embar-
rassing at times, particularly the sacking 
of Washington on August 24–25, 1814, 
when British forces burned the Capitol, 
the White House and many other build-
ings, including Secretary of the Treasury 
Albert Gallatin’s residence. (The British 
generously removed his furniture before 
lighting the blaze.)

Jefferson’s trade restrictions had greatly 
weakened the economy, and the nation 
was unprepared for war when it finally 
came in early 1812. In particular, the finan-
cial system was not yet large or mature 
enough to raise the necessary capital in 
the face of wartime conditions. The nation 
desperately needed cash to build an army, 
navy and coastal defenses. The federal 

government, however, had precious little 
specie. Its credit standing, strong just 
a few years before, was now so feeble 
that investors, fearful of default, avoided 
government bonds. Moreover, sectional 
antagonisms threatened to tear the Union 
asunder. Many New Englanders protested 
against the war and traded with the enemy 
via Canada. As the war progressed and 
victory seemed increasingly unlikely, the 
nation’s financial crisis mounted.

The war, which in 1813 alone cost some 
$20 million more than the government’s 
revenues, forced Gallatin, to the dismay of 
many in his party including President Jef-
ferson, to reinstitute many polices created 
under Secretary of the Treasury Alexander 
Hamilton and the rival Federalist Party 
two decades before, at the beginning of 
the country. This included direct taxes, the 
sale of Federalist-style bonds and a plea for 
loans from state banks. Moreover, Ham-
ilton, in 1791, had created the Bank of the 
United States, a quasi-central bank with 
$10 million in capital and a government 
ownership stake of 20%, with private capi-
tal providing 80% and a 20-year lifespan. 
That Federalist-inspired institution was 
killed in 1811 over party politics, with the 
Jeffersonians leading the charge to destroy 
the Bank. Gallatin had bucked the trend 
in his own party trying to get the Bank 
re-chartered, but he was unsuccessful and 
unpopular for that opinion. Alarmingly 
for Gallatin, he now faced the crisis with-
out a central monetary authority.

Congress’s unwillingness to signifi-
cantly beef up tax revenues and New 

Englanders’ reluctance to purchase war 
bonds further stressed the Treasury Secre-
tary. When the domestic capital markets 
appeared closed to the national govern-
ment, Secretary of the Treasury Albert 
Gallatin was in a pinch for funds. He, 
therefore, turned to the bank of Stephen 
Girard for a loan of some $500,000. Girard 
was one of the wealthiest merchants in the 
country and had realized that a Euro-
pean war was coming. With foresight, he 
had repatriated most of his wealth. Ironi-
cally, Girard’s bank was physically located 
in Philadelphia in the building formerly 
occupied by the Bank of the United States, 
since it closed its doors.

Treasury Secretary Gallatin added two 
sweeteners with his loan request to Girard: 
the promise of Treasury deposits, and Gall-
atin’s word that he would attempt to influ-
ence the Pennsylvania legislature to view 
the expansion plans of Girard’s bank more 
favorably. Thus far, the state banks had 
used their influence in the state capital to 
block Girard’s proposals. By agreeing to the 
loan, Girard could kill two birds with one 
stone — attract lucrative Treasury deposits 
and get the legislature to back down.

But Girard wanted more. He asked 
Gallatin to place his private bank on the 
same level as all other state banks. That 
meant that Gallatin would have to cancel 
some pre-existing special agreements the 
Treasury Department had with two of the 
other Philadelphia banks. Gallatin balked 
at this last concession, and for a time the 
deal fell apart. But Gallatin’s desperation 
grew deeper by the day.

Check from Stephen Girard’s private bank, 1820.
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On February 20, 1813, the Secretary 
floated a huge $16 million bond issue. The 
bonds matured in 12 years and offered a 
6% coupon that with special enticements 
effectively yielded investors 7%. The $16 
million was a gigantic sum, the single larg-
est bond issue in the nation’s history up 
to that time. The Treasury was sanguine 
because news from the war front was good. 
The US had recently scored some naval 
victories, credible reports of Napoleon’s 
defeat in Russia were streaming in, and 
peace talks with the British appeared to 
be going well. But the bond issue flopped; 
investors subscribed for only about 25% of 
the sum offered, or $4 million.

Gallatin was in a bind. He was out of 
money and out of time, so he was willing 
to make a deal. European financier David 
Parish promised to underwrite about $2 
million. Added to the $4 million already 
subscribed, about $10 million remained to 
be sold. Gallatin then turned to Girard to 
assist in underwriting.

Girard reiterated that Gallatin must 
treat his bank on equal terms to the other 
banks. If Gallatin agreed, then Girard 
would join a syndicate with Parish and 
wealthy New Yorker John Jacob Astor 
that promised to sell $10 million in bonds. 
Gallatin was desperate and knew the finan-
cial system needed this infusion. So he 
agreed to Girard’s terms, which of course 
also included a generous sales commission.

Girard and the rest of the syndi-
cate upheld their end of the bargain, 

underwriting the phenomenal sum of 
money. Girard kept just over $1.2 million 
in bonds for himself and retailed off the 
rest at a tidy profit. The syndicate dem-
onstrated that specialized private sector 
firms were better at selling government 
bonds than the government itself.

American investment banking was born, 
the government received the funds it needed 
to carry on the war, and investors received 
a fair yield. Perhaps most importantly, the 
episode exposed the chaotic nature of the 
US wartime financial system. Most Ameri-
cans, and even some anti-bank politicians, 
saw the need for a new central bank.

Stephen Girard, a private citizen, 
resuscitated the financial system and 
brought to America a whole new type 
of financial endeavor, investment bank-
ing. Indeed, the parallels between what 

Girard accomplished in 1813–1814 and 
what investment banker JP Morgan did 
to stave off the Panic of 1907 are striking. 
Both were among the richest men in the 
country, and both used their personal 
credit, their professional reputation and 
their financial acumen to stave off disaster 
at a time when the nation suffered from 
the lack of a central banking authority.

It was a good thing that Girard inter-
vened when he did or the financial system 
may have died soon after the British razed 
Washington in August 1814. Indeed, the 
resulting panic forced banks outside of 
New England to suspend specie payments. 
Specie suspension was the first step down-
ward on the slippery slope to economic 
ruin. What the nation needed was a new 
central bank, so that is precisely what 
Girard and other financial capitalists, like 
Astor and Parish, advocated for.

Gallatin and a few others sailed off to 
Europe to negotiate for peace on behalf of 
the US government. He eventually resigned 
his post as Treasury Secretary on February 
8, 1814. Gallatin’s replacement at the Trea-
sury was Philadelphian James Alexander 
Dallas, one of Girard’s few friends. Dallas, 
Girard and others urged Congress to incor-
porate a new Bank of the United States. 
In the meantime, Girard, in exchange for 
Treasury deposits, began to make a market 
(buy and sell to brokers) in Treasury notes. 
In short, Girard and his private bank began 
to serve some of the functions of the old 
central bank, prompting one biographer to 
label him the “Rothschild of America.”

But Girard knew that his resources 
were insufficient to go it alone. He could 
not shoulder all of the Republic’s finances 
alone. He drafted a plan for a new central 
bank and presented it to Congress. By 
the time it emerged from committee and 

The Girard Bank, located in the former Bank of the United States building, on South Third Street in 
Philadelphia. The building still stands and is part of Independence National Historical Park.

Sight draft for £1,150 signed by Stephen Girard.
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went to the floor for a vote, the bill was 
greatly changed. Committee members had 
made multiple alterations, many of which 
Girard detested. For instance, the revised 
bill did not restore the specie standard and 
was little more than an attempted revenue 
grab. Girard was pleased, therefore, when 
Madison vetoed his altered brainchild.

The War of 1812 ended with the signing 
of the Treaty of Ghent on December 24, 
1814, but the American financial system 
was still on a shaky foundation. Girard 
and Dallas pressed once again for the 
incorporation of a new central bank. With 
the aid of future Vice President John C. 
Calhoun, the “yeas” carried the day. On 
April 10, 1816, Madison signed into law a 
national charter for the Second Bank of the 
United States. Like the earlier bank (now 
referred to as the First Bank of the United 
States), the government would have 20% 
ownership in the institution, but this time 
the capital would be $35 million instead of 
$10 million. Hamilton’s creation had been 
cloned, three and a half times over!

Another irony of this story is that Repub-
licans — from Girard to Gallatin, and Madi-
son to Calhoun — created what was far and 
away the largest bank in the country; the 

next largest bank at that time was infinitely 
smaller, the Citizens Bank of Louisiana with 
$12 million in capital. Most history books 
will say that the Republicans were anti-bank, 
but most Republicans loved banks as long as 
they were under their control.

Gallatin continues to hold the record for 
the longest tenure as Treasury Secretary in 
US history. He made his share of friends 
and enemies on both sides of the political 
aisle, and his support of the First Bank of 
the United States was politically costly. 
But, like Alexander Hamilton in the 1790s, 
his actions were immensely important to 
America’s subsequent economic growth.

Historians have often highlighted the 
sharp differences between Federalists and 
Republicans, with Hamilton’s philosophy 
on one end of the spectrum and Thomas 
Jefferson’s on the other. However, with 
respect to the country’s finances, Gallatin 
set the important precedent that Treasury 
Secretaries were to be guardians of the 
financial system and the economy first 
and foremost, above any party affilia-
tion. He supported, used and expanded 
on the financial framework put in place 
by Hamilton, including a central bank, a 
unit of account defined in specie, a system 

of corporate intermediaries (banks and 
insurers), securities markets and the use 
of private syndicates to raise public funds.

Though Gallatin failed to win a charter 
for a new national bank before leaving for 
the peace talks — itself an important mis-
sion for the financial sector — he planted 
the seeds that others, like Stephen Girard, 
would champion and grow into the Sec-
ond Bank of the United States. 

Today, 200 years later, we again hear 
voices of those calling for the abolishment 
of a central bank. Those politicians and 
pundits ought to review what Secretary 
Gallatin, Stephen Girard and others faced 
in 1812 without one, and all of the subse-
quent difficulties financing the country in a 
period of wartime exigencies. 
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