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Abstract
In 1690 Massachusetts issued what seemed to be a private-type credit instrument. In fact
it was the first inconvertible, legal tender paper money. The unique political
considerations of that inter-charter period did not allow the provisional government to
support the money in standard ways, such as backing by land, an explicit full legal tender
status, or general forced use of the money. The legislature relied instead on the history of
local monetary law as an indicator that these features were not necessary, and it also used
a seemingly irrelevant commodity money act as a partial substitute. That act – so far
ignored by historians – explains precisely the market discount on the notes.
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“Monetary innovation, the development of new forms of money, has not received much
systematic study from economic historians.”
Richard Sylla (1982)

1. Introduction
In 1690 Massachusetts became the first English North American colony to issue paper
money1. The story of that money has been repeatedly told by historians, largely following
Cotton Mather2. Massachusetts tried to occupy Quebec and the expected loot was
supposed to pay for the expenses. When the expedition failed, the colony had to pay the
troops somehow. It resorted to paper money and forced only the colony’s Treasury to
accept it (for tax payments). The money immediately fell to a discount of about one third,
but quickly recovered to par. Mather attributes the discount to the government’s uncertain
future. A look at the act and the notes themselves reveals that the notes were also
convertible into whatever “stock” (i.e., specie or goods) was in the Treasury.
The money’s extremely lax legal status was unprecedented. The colony took
obligations upon itself regarding the money, but – according to this standard account –
did not force the money in any way on the people. Nobody, including the troops, had to
accept it or use it at all, except for the Treasury. It would have been puzzling enough for
any government at any time, but all the more so for a highly regulating government
facing an existential crisis. Based on its legislative record in general, and that of wartime
1
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in particular3, we should have expected Massachusetts to force the use of the notes in all
transactions, as had been done with almost every previous paper money in history4. At
the very least, we should have expected a full legal tender status, i.e., forcing the notes on
the troops and suppliers who were the government’s creditors. And if the government
decided to follow the example of local private paper moneys of the 1680s, as some
historians argue5, why wasn’t the money backed by land like those moneys?
The answer lies in the political problems facing the Massachusetts legislature. It had
lost its original charter six years earlier for behaving too independently and assuming
royal powers, such as minting its own legal tender coins. Creating a legal tender paper
money was the least appropriate thing to do while the colony’s agents in London were
lobbying for a new generous charter. Also, last time they had checked, all the land in the
colony belonged to the king, according to the decision of the last royal governor. Since
this decision had not yet been overruled by the king, using his land for backing the
colony’s notes would have been risky.
The legislature found two partial substitutes. One was to try to guarantee the value of
the notes by accepting them for taxes. Following its long experience with various types of
money, the General Court knew well the power of this mechanism in promoting the value
of any object which was used for tax payments. A second measure was an act that made
grain legal tender for government debts, but with one third abated. By thus punishing
those troops who refused to accept paper money for their wages, this other act indirectly
3
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made the paper money – to some extent – legal tender for debts. This indirect measure
indeed remained hidden from the king (and from historians). It also determined that the
equilibrium market discount on the notes would be one third.
On the face of it the 1690 paper money was receivable for taxes, convertible into
specie and goods when feasible, and not imposed at all on people. It looked like a private
credit instrument that happened to be issued by a government. In fact, it was much closer
to having a full legal tender status than believed, and the convertibility feature was
meaningless. Thus, and since its general use in trade was not mandatory, it foreshadowed
the currency used everywhere in the world since the 1930s.
The rest of the paper is organized as follows. Section 2 reviews the paper money act
and traces the origins and logic of its main provisions. The missing provisions regarding
a full legal tender status and land backing are discussed in Sections 3 and 4, respectively.
The neglected commodity money act and its effect on the discount are discussed in
Sections 5 and 6, respectively. Section 7 concludes.
2. The Paper Money Act
In November 1690 the troops got debentures which stated how much money the colony
owed each one of them. The first prototype of paper money bares the date December 10th,
which is when the General Court started a session, but the act did not pass both houses
until the session’s last day, December 24th. It authorized a five men committee to give
bills ... unto all such persons who shall desire the same, to whom the Colony is indebted for
such sum or sums of money as they shall have debentures ... every of which bills according
to the sums therein expressed shall be of equal value with money, and the Treasurer and all
the receivers subordinate to him shall accept, and receive the same accordingly in all public
payments ... the Colony is hereby engaged to satisfy the value of said bills as the Treasury
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shall be enabled. And any person having of said bills in his hands, may accordingly return
the same to the Treasurer, and shall receive the full sum thereof in money, or other public
6

stock at the money price as stated for that time.

“Money” then meant specie. The Treasury collected “rates” (i.e., taxes) mostly in “corn”
(i.e., grain) and other goods, collectively called “country pay.” Some of these objects
were received by the Treasurer according to “money prices” set by the General Court.
Other provisions of the act limited the quantity of notes to £7000, required three
signatures on each note to prevent counterfeiting, and promised replacement of worn
notes. More important were the quoted promised uses of the notes: Any payment to the
colony could be discharged with these notes; and if the Treasury had specie or those
goods with set prices, note holders could convert their notes. These promised uses were
also printed on the notes7. The rest of this section is dedicated to these two provisions.
2.1. Convertibility into Movables
It is useful to start by getting the convertibility feature out of the way. Contemporaries
report that the Treasury was empty. Therefore, at least initially, the promise to convert
the notes into specie or grain was an empty one. There is no documentation of such
conversion actually occurring, and all the contemporary letters and documents of the
period show no serious consideration of this clause8. Even Mather (1697), one of the
notes’ greatest supporters, did not claim that such conversion ever occurred. The only
documented conversion of paper money was made by some private citizens who
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voluntarily gave specie for paper9. This would not have been done if the Treasury could
have conducted such conversion.
How about expectations of future convertibility? Since the government did not
produce any private goods, and privateering had been suppressed, there were only three
possible sources of goods or specie in the Treasury: Tax receipts, loot, and land sales.
People who had paper money preferred to pay taxes with it, because unlike grain it had a
questionable value and it was better to get rid of10. If nobody paid taxes in goods or
specie, such conversion was unlikely. As for loot, the failure in Quebec taught that
expected loot was unreliable. No significant loot was expected any time soon as the
winter put the war on hold. Even the loot from the easy May 1690 expedition to Port
Royal was just enough to cover the expenses of that expedition11. Moreover, the only
goods that the Treasury committed to use in redeeming the notes were “country pay,”
while future loot would have probably included mostly other types of goods. Also, the
commodity money act that is discussed in Section 5 strongly induced the Treasury to
immediately use any grain it got for paying back debts to those who did not hold paper
money. The impossibility of land sales as a source of specie is discussed in Section 4.
The conditional convertibility clause was probably inspired by an identical clause in
John Blackwell’s Bostonian bank scheme of 1686-88.12 Convertibility into specie was
actually laughable both for Blackwell’s bank and the 1690 notes. It was the severe lack of
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specie that made the bank necessary in the first place13. From now on, I therefore analyze
the 1690 notes as if they were completely inconvertible.
2.2. The Tax-Foundation Theory of Money
Like any other object, the value of inconvertible paper money is determined by supply
and demand. While creating positive supply is easy (i.e., money printing), creating
positive demand is not trivial. If people expect that no sellers would accept the notes from
them, they might not accept the notes themselves. Self-fulfilling expectations can result
in zero demand for the notes, and then their value is zero.
The government can change that by creating artificial demand for the notes, e.g., by
accepting them for tax payments14. According to this “tax-foundation theory of money,”
if a certain amount of notes discharges a tax liability, then the notes are valuable.
Possession of the notes, and their payment to the government, saves the taxpayer from a
tax evader’s punishment, or from paying in intrinsically useful objects. In modern legal
terms, objects whose use for tax payments is recognized in law are legal tender for taxes.
The government can even force taxpayers to use the notes for tax payments, rejecting all
other media of payment.
The General Court learned this mechanism over time. The chronic lack of specie
forced all colonies to approve tax payments in goods. To prevent disputes between
taxpayers and tax collectors regarding which types of goods were acceptable and at what
prices, the General Court regularly set prices for specific types of goods for tax payments.
When the paper money was issued, the act in force, dated October 25th, 1690, had set,
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e.g., barley at 4s per bushel.15 Therefore, a tax liability of, say, 60s, could be discharged
by giving the Treasury 15 bushels of barley. The quality of the goods had to be
“merchantable,” and the Treasury typically passed the goods on to its creditors. The set
prices were usually adjusted to market standards once a year, and the same probably goes
for the quality standards.
Over time sellers surely learned what was the minimal quality of goods that the
Treasury accepted for taxes. Consider a book seller in 1690, being offered by a buyer 15
bushels of barley of sufficiently good quality as payment. He knew that these 15 bushels
could at the very least be used to discharge 60s of tax liability. A drop in the market price
of barley did not matter to him. The tax law’s prices put a lower bound on the value of
these goods. There were probably thousands of transactions during half a century in
which a seller accepted a certain quantity of grain at a certain price, only because he
knew it had a guaranteed value in tax payments. This increased the demand for grain,
including grain of marginal quality.
Producers of other types of money did understand how important this mechanism was
for increasing the value of money. In 1679, John Hull, the monopolist mint master and
colony’s Treasurer, asked the General Court for an abatement of one half of taxes to
those who would pay taxes in coin16. While abatements of that type were standard, Hull’s
proposed abatement is the highest on record17. Since he objected to the use of Spanish
coin18, it probably means that he was more concerned with the demand for his coins
15
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rather than efficient tax collection. He was probably the one behind the tax laws of 167785 that even forced taxpayers to use coin for a fraction of their payments19.
Similarly, the aforementioned Blackwell’s banknotes were originally supported only
by private means, i.e., with backing by goods and land20. Because the bank’s directors
controlled the government in 1686 21 they managed to give these private notes a full legal
tender status: They were to “be esteemed as current moneys in all receipts and payments,
as well as for his majesty’s revenues, by the treasurer and receivers thereof.”22
This understanding about the tax-foundation theory surely led to the provision in the
1690 paper money act, given the personal connections to the bank and the mint. In
December 1690, three of the bank’s officers were in the paper money committee23, three

19

Shurtleff (1854), vol. V, pp. 156, 324, 376-7, 417, 505.

20

Horsefield (1966) proves the bank originated in an English bank scheme.

21

Council’s President Joseph Dudley, Deputy-President William Stoughton, and Councilor Wait Winthrop,

were bank directors together with Blackwell (Davis, 1910, vol. I, pp. 148-9; Whitmore, 1874, vol. III, p.
85, fn. 23). Blackwell, Dudley, Stoughton, and Winthrop’s brother-in-law (Richard Wharton) were also
partners in a major land speculation (M-S, p. 513).
22

MA 126:103-6.

23

Magistrate Elisha Hutchinson, Speaker of the House Penn Townsend, and Adam Winthrop (compare M-

S, p. 290, with Davis, 1903, p. 275). Hutchinson’s name appears in the paper money act before all other
committee members, including Treasurer Phillips. This may indicate that he was the act’s architect
(Trumbull, 1884, p. 281, fn 1, also finds this fact worth noting). His special role is also hinted by the fact
that an open letter written in support of the money’s uneasy circulation was addressed to him (Davis, 1910,
vol. I, p. 197. The only other similar letter was addressed to Treasurer Phillips by Phillips’s son-in-law).
Hutchinson was the dominant figure in all the issues of war finance. He may be the only one on record
relying on expected Canadian loot to pay the expedition’s costs (letter to Cooke, March 31st, 1690, Gay
Transcripts, Phips Papers I, p. 25). That year the General Court appointed committees to recruit the
resources for the upcoming expeditions to Port Royal (March) and Quebec (June), to examine the
Treasury’s accounts and debts (October), and to borrow money (November). Hutchinson was the only man
on all four committees (M-S, pp. 228, 249, 251, 277-8, 284). His cousin Eliakim headed the debentures
committee (M-S, p. 182).

9

others were magistrates24, the owner of the closed mint was a magistrate25, and two senior
bank officers – highly esteemed and surely consulted with – were also in Boston26.
The real novelty about the paper money of 1690, compared to grain, local coins, and
the backed banknotes, was that, being intrinsically useless and unbacked, it took the taxfoundation mechanism to its mathematical limit. It promised that these pieces of paper
would discharge tax liabilities according to their face value. Every seller was supposed to
understand that no matter what was the acceptability of the notes in the market, they were
still useful for tax payments. In analogy to the effect of the commodity money tax laws,
the price of paper money for taxes (1s in paper discharged a 1s tax liability) was
supposed to put a lower bound on the notes’ value. The intrinsic uselessness of the notes
was not supposed to make sellers worry any more than they had been worried about the
quality of grain – so long as that quality was no less than the Treasury’s threshold.
24
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Another way to view the tax acceptance in the paper money act is a negative one: If
the issuer itself would not accept the notes in payments owed to it, why should anyone
else accept them? Not accepting the notes for taxes would have been fatal for the public’s
trust in the notes. Yet another way to view the tax acceptance is as another step in a trend
that made tax collection and disbursement easier. To avoid the transport costs of
commodities to and from the Treasury the government allowed local treasurers to offset
credits and debts with the colony’s Treasurer27. In November 1690 it was ordered that all
the colony’s creditors offset their credits with their tax liabilities28, so tax-paying troops
could pay taxes with their debentures. The paper money act of December 1690 converted
the debentures into conveniently denominated, tradable notes. Troops who were too
hungry to worry about taxes were able to shop with these notes29.
How did these people understand what Milton Friedman did not understand?30 Perhaps
the form of governance in Massachusetts was conducive to such understanding. The
colony’s leaders also had municipal offices. As constables, selectmen, and tax
commissioners of their hometowns they had an important role in the actual tax collection
process31. Some switched from legislative roles to fiscal executive roles. They were
therefore aware of tax collection issues as taxpayers, tax collectors, and legislators of
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taxes. Together with their involvement in trade and in private monetary ventures (mint
and bank), many of them had every possible perspective on this issue32.
It is now time to check why the money did not follow earlier moneys that had a full
legal tender status, forced usage, or backing by land.
3. Legal Tender
The lack of a convenient medium of paying taxes was just a part of a general problem
which included payments of contractual debts. After experimenting with many types of
money33, in 1652 the colony started minting its own coins. This was not a breach of the
royal coinage prerogative because there was no royalty at the time. After the Restoration
the mint had been repeatedly portrayed as an offense against the Crown34.
The problem was not just the mint per se. Other problems included the absence of the
king’s portrait or name35, the low fineness and weight of the silver, which were meant to
draw specie (including English specie) to Massachusetts36, and the coins’ status as legal
tender for debts. The latter meant that if a contract denominated in pounds had been
created without specifying the medium of payment, the Massachusetts coin was good

32
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enough to discharge the debt, and the seller could not sue for a breach of contract. Other
types of money were still legal, and sellers could always insist in advance on being paid
with other types of money37.
Debasing coins and imposing them on creditors as legal tender were implicitly part of
the royal coinage prerogative. Even regulation of values of foreign coin was considered
part of the prerogative38. Complaints were therefore made in England against
Massachusetts39. In the 1690s the legal tender issue would be an obstacle for the
establishment in England of various private banks that asked for such power. The Bank
of England was approved by Parliament only after dropping this request40.
Sometimes in the mid 1680s the mint was closed41, but it was too late. The original
charter was revoked in 1684. The colonists asked to re-open the mint in 1686, but the
Lords of Trade objected because of the debasement42. In 1689 Increase Mather tried to
revive the old charter by attacking the legal procedures that vacated it. This attempt,
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however, only revived the details of the colony’s offenses, including coinage43. The naive
General Court instructed agents Cooke and Oakes in early 1690 to ask for both a revival
of the old charter and liberty of coinage44. The experienced Mather delayed the coinage
plea until 1691, when it was clear that the old charter could not be revived45.
In December 1690, when the General Court realized it had to issue paper money, it
found itself in a very awkward and ironic position. It had ordered the invasion of Canada
partly to find favor with the king46. Enlarging his empire was the only bargaining chip
they had in the ongoing charter negotiations with him47. Their failure did not just make
this bargaining chip less viable, but made their bargaining position much more difficult
by forcing them to violate the royal prerogative again. There is no doubt that they were
aware of it. Some men with influence on the paper money issue had witnessed in London
first hand the use made of the coinage offense by the colony’s enemies48. They were
aware of the tough charter battle going on in London49 and must have realized that
officially issuing paper money at such a sensitive time would be a colossal mistake.
While England repeatedly objected to the Massachusetts coins which were debased
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22.5%, the paper money issue would amount to opening a mint with 100% debasement.
The conclusion was clear: The paper money had to look as if it was not money.
The solution was to make the paper money look like a simple credit instrument, an
IOU, which happened to be issued by a provisional colonial government. There was
nothing illegal about that, as anyone was allowed to issue IOUs.50 Any IOU at the time
had four features: It was convertible into specie or goods, it was not forced on anyone,
the issuer was expected to accept it in offsetting debts to the issuer, and it was not called
“money.” The General Court did exactly that. It made an (empty) promise of
convertibility. The letter of the law did not force the money on any person: Nobody had
to receive it for the government’s debts or private debts, use it in trade, or pay taxes with
it. The act did force the government to accept the money in offsetting the government’s
debts (notes) against its credits (taxes). Finally, the notes were called “bills” in both the
authorizing act and on the face of the notes, rather than “paper money” or “money.”51
This tactic was also perfectly consistent with the overall new rhetoric of the colonists,
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which emphasized their rights as Englishmen52. As a group of Englishmen, they could
not create legal tender money but did have the right to issue IOUs53.
The General Court’s scheme worked well. Its enemies were indeed all too happy to
use the defeat in Quebec for their purposes. Blathwayt claimed that it proved that the
colony could not remain autonomous, so the colony’s agents had an almost impossible
lobbying task given the damaging evidence54. The money issue and its dismal
performance were also reported to London, with the terms “money” and “paper money”
happily used by the government’s enemies55. One letter to Blathwayt also explicitly
claimed that the issue violated the royal prerogative56. And yet, in the entire fierce charter
debate in London in the spring and summer of 1691 there is no evidence that Blathwayt
or anyone else in Whitehall used the paper money issue against the provisional
government. No historian even speculated about it.
A generous charter was granted in October 1691, and the colony got away with issuing
money. In May 1692 the new charter arrived in Boston. In the first session of the new
legislature, June-July 1692, all future notes were explicitly made full legal tender: “shall
pass current within this province in all payments equivalent to money.”57 The notes had
already circulated at par at that time, so there was no immediate need to strengthen their
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legal status. Given that the money was already legal tender for taxes and to some extent
also legal tender for the government’s debts (see Section 5), this act merely added private
debts to the list. Why was the legal status improved, and what can we learn from this?
Legal tender laws have another role, in addition to promoting currency circulation.
They solve legal disputes in cases where private contracts are not specific enough
regarding the media of payment58. An object recognized as legal tender discharges a
contractual debt denominated in the same unit of account. In fact, this aspect of legal
tender laws, when applied to future private contractual debts (as in 1692) is completely
useless for promoting currency circulation. For example, the applicability of the current
English legal tender law can be easily evaded by denominating any future contract in
euros or potatoes. Completing the legal tender nature of the paper money was therefore
useful for purposes other than strengthening its circulation. The fact that it was done right
after the new charter was received is a very powerful proof that only political
considerations prevented a full, explicit legal tender act in December 1690.
Is it possible that this new act resulted from an ideological change? No, since the
legislature’s composition did not change much. All the initial magistrates were appointed
by Increase Mather, so most of the new laws were of “the same spirit” as the old laws59.
4. Land Backing
The chronic specie problem in England and its colonies resulted in the use of land as a
substitute. In America this was especially attractive because the problem was more severe
58
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while the substitute more abundant. For example, in 1637 Connecticut paid one of its
officers 100 acres for his service in the Pequot War60. In Cromwell’s time English troops
were paid with debentures which were directly convertible into confiscated royal land61.
Similarly, troops in Ireland got debentures which were convertible into land confiscated
from local rebels. In 1676, in the middle of King Philip’s War, Massachusetts pledged to
its creditors that all public lands, common lands (those held by the towns), and the
colony’s interest in conquered lands outside the colony, would be security until
repayment of all debts62. An important scholar speculates that the receipts for these debts
may have circulated as currency63. In 1683 Massachusetts gave land to English creditors
who lent money to the colony’s agents in London. The agents themselves and other
magistrates were also paid in land for performing special services64.
Land backing was also advocated in bank schemes. Originally, land titles were to be
deposited just like specie and goods, and presumably the banknotes were to be
convertible into land. Later land banks would lend banknotes in return for mortgages on
land, but other people holding the notes could not convert the notes into land65. These
proposals were adopted in the two clearinghouses of John Woodbridge, which operated
in Boston in 1671 and 1681-83,66 and in Blackwell’s bank.
In addition to this institutional experience with land as the basis of credit and as an
alternative to specie, some of the involved individuals were still around in 1690.
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Blackwell was the one who decades earlier, as Treasurer of Army, had paid the troops in
Ireland with convertible debentures67. The role of Blackwell, Russell, Addington,
Hutchinson, Townsend, and two Winthrops, in both Blackwell’s land bank and the 1690
money is noted in Subsection 2.2. Stoughton was one of the London agents receiving
land as payment. The only two members of the paper money committee who were not
members of the General Court, Adam Winthrop and Timothy Thornton, were involved
with the second Woodbridge clearinghouse, as a trustee and a customer, respectively68.
Woodbridge himself, a former magistrate, communicated with the General Court at the
time on another issue, and could have contributed to the monetary discussion69.
Given this successful use of land in both previous wars with Native Americans (when
many new lands were won), and the many personal connections, it is remarkable that land
is completely absent from the records of November and December 1690. No land was
granted as payment for troops or promised as security for loans. The notes were not
convertible into land and there was not even indirect backing. Not even an empty promise
was made, as the aforementioned one about specie and goods.
The most likely reason is the land policy of Sir Edmund Andros, the royal governor of
the Dominion of New England (1686-89). Using various legal arguments he voided all
land titles in Massachusetts70. His main argument was that with the revocation of the
charter all the lands reverted to the king. His land policy, more than all his other
questionable policies combined, was so shocking that it united all the classes and political
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parties in the colony against him. In Goldberg (2006d), where details are provided, I
argue that this is also why Blackwell’s land bank scheme was aborted in 1688.
In 1689 Andros was deposed in a revolution, but the implications of his land policy
lingered on. The warring King William III delayed his policy decisions about
Massachusetts until the fall of 1691. Only then was Andros’s claim of royal ownership of
all the lands explicitly overruled. Until then it was unknown whether anyone in
Massachusetts, including the colony itself, really owned any land, except for the few
individuals who had paid Andros’s exorbitant fees to confirm their titles.
There is ample proof that land was still a major problem when the paper money was
created. On November 6th, 1690, and around January 1st, 1691, the London agents asked
for confirmation of land titles in a draft of the new charter. Blathwayt erased it from later
drafts, but at the last moment Mather got it back in71. On October 26th, 1691, Mather sent
the first notice of the new charter to the exhausted, long-awaiting colony, two years after
the king’s last message to the colony. Mather started his letter with these words:
The charter for the Massachusetts colony passed the great seal on the sixteen instant [i.e.,

October 16th]. The king reserves power to himself to appoint the governor, deputy
governor, and secretary. But all men’s properties are confirmed as before the judgment
72

against the old charter .

Only then Mather mentions that they would have an elected assembly, discusses the
limits on the governor’s powers, mentions new territories such as Plymouth, Maine, and
Nova Scotia, lists the initial nominees to the assembly, and reports on the desperately
needed ammunition that the colony requested. The fact that the governor was a royal one
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was a major defeat, but the rest was good news. The fact that Mather started the good
news with “properties” (i.e., land), proves how critical the issue was to all the colonists,
and that until that time the issue was uncertain. It is also worth noting that the letter was
addressed to former (and soon to be) magistrate Richards, one of the few political figures
in Massachusetts who were not involved in land speculation73.
Shortly after that, Mather’s leading apologist – his son Cotton – wrote four awkward
“political fables” using animals and paganism to illustrate his father’s achievements. In
two of them he emphasized that all land owners owed gratitude to his father for the
confirmation of their titles74. Even the charter’s confirmation was not enough to calm the
people. In October 1692 the legislature passed an act guaranteeing title to those whose
possession of land had been uncontested for three years75.
Going back to the fall of 1690, the land anxiety must have peaked, because most of the
personnel of the Dominion government seemed to be making its way back to America,
one man at a time. In August 1689 it was rumored that former Lieutenant-Governor
Francis Nicholson would become Governor of New York (which had also been part of
the Dominion), but eventually the colonists learned in May 1690 of his arrival to Virginia
as governor76. Andros himself, exonerated of all charges in April 1690, was rumored in
Boston to return as governor77. A mid-October rumor had Andros returning as New York
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Governor, with Colonel Sloughter becoming Governor of Massachusetts78. Eventually,
just like Nicholson, Andros was sent to Virginia in 1692,79 while Sloughter went to New
York. Former President Dudley had just been appointed President of the New York
Council80. Former Attorney General James Graham, a leading architect and executioner
of Andros’ land policy, was also on his way to another job in New York81.
Magistrate Elisha Hutchinson, the presumed architect of the paper money of 1690,
was certainly aware of land issues. He belonged to the Atherton Company, which
claimed the Narragensett lands, and he was one of the committee of three who
represented the proprietors82. This was the most important land speculation of the time.
When Andros refused to settle the legal disputes in their favor, Hutchinson left for
England in 1687, joining the anti-Andros lobbying efforts of his Atherton partner Richard
Wharton83. In 1682 he was a surveyor of country lands and in a committee that examined
all the land grants made by the General Court to towns and individuals84. These grants
were among Andros’ favorite targets. Awareness of land issues in 1690 can also be
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conjectured for another magistrate and Atherton partner, Wait Winthrop, his cousin
Adam of the paper money committee, and magistrate Russell. The latter two did not
belong to land speculation companies but had large land holdings85.
In conclusion, as of December 1690, all the land possessed by the colony and those
territories that could have been gained in the war apparently belonged to the king. Under
such circumstances, giving public land to the troops, or promising to back the notes with
public land was laughable at best. In the worst case scenario, the king could have
approved Andros’ policy and could have been quite upset at the General Court for giving
his land away, or for promising his land as backing for the colony’s paper money.
Avoiding any reference to land seemed like the safest course of action.
There was one indirect way in which the notes could have been backed by land. The
act forced the Treasurer to receive the notes in all payments. This did not mean only
taxes, but also payment for lands, if the Treasury happened to sell any lands. The problem
was that no such guarantee of land sales was made. The General Court could have
granted them for free to cronies as it had done numerous times in the past.
As seen in the previous section, as soon as the new charter arrived, the legal tender
status was completed. I claimed that this proved the importance of political
considerations. Land backing, however, was not added to the notes. One reason is that a
complete legal tender status was needed to solve another issue (private debts), while land
backing had no analogous role. Moreover, the land issue was not really settled even in
1692. The aforementioned act of October 1692 was sent to England for approval, as the
new charter required of any act. In 1695 it was disallowed by the king because a three
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year period was deemed too short and because the king’s rights were not mentioned. This
problem was fixed only in 1697 by extending the period to seven years, and adding a
clause that “there shall be a saving of his Majesty’s rights,” whatever that meant86.
There is a happy end to this story. In the 1730s, as many of the 1690 troops were
passing away, some social or political movement (which reminds of the recent
recognition in the U.S. of World War II’s “greatest generation”) got the General Court to
pay these troops or their heirs with land. Many towns were so established87.
The explicit backing of paper money with land remained dormant during the rest of
the 1690s in Massachusetts but peaked in London88. In the following century, the idea of
backing paper money with land would be revived in New England89.
5. The Commodity Money Act
In the same session that enacted the paper money act, a seemingly unrelated act passed. It
had no preamble and no reference to the war or paper money. The entire act states:
Ordered that all country pay with one third abated shall pass as current money to pay all
country’s debts at the same prices set by this court; except what has been borrowed in
90

money shall be paid in money .

Recall that “Country pay” is grain and other goods authorized as legal tender for taxes.
At a first glance it seems so unrelated to the paper money act that its neglect by all
historians is not surprising. In the General Court records the paper money act is followed
by four orders to pay particular colony debts to various individuals. The commodity
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money act is hidden after the second of those orders91. Another reason for this neglect is
that most of the historical research on Massachusetts money is based on the collection of
monetary laws in Felt (1839). Felt, the composer of the Massachusetts Archives
collection, made in that book two technical errors regarding this act that helped it to
remain in the shadows92.
Why is the act relevant for the paper money? As seen in Section 2, the text of the
paper money act offers troops, who so desire, to receive the paper money as wage
payments. Consider, as an example, a soldier who had a debenture for 60s. If he desired,
he could exchange the debenture for 60s in paper money. According to the latest
commodity money tax act of October 25th, 1690, barley was priced for tax purposes at 4s
per bushel (Subsection 2.2). Since this pricing was adopted in the commodity money act
which is the subject of this section, a debt of 60s was worth 15 bushels of barley. But this
act had “one third abated,” so the Treasury actually could discharge the debt with only 10
bushels of barley.
The soldier faced a risk if he did not believe in the paper money. At any time, a
Treasury official could offer him 10 bushels of barley. A refusal to accept such a low
quantity of barley would practically void the colony’s debt to him. This is the meaning of
legal tender: A creditor who rejects it cannot insist on getting paid in any other way.
Now the paper money act seems less innocent than before. Troops who rejected it
could have been forced to accept a low quantity of grain instead. Moreover, the following
91
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claim can be made: The commodity money act that made grain legal tender for
government debts indirectly made the paper money – to some extent – legal tender for
government debts. That extent was one third. To see why this is the case, note that if the
abatement had been 100% rather than one third, a soldier rejecting the notes would have
the government debt to him discharged with exactly zero bushels of barley. He would
have lost his entire wage as a penalty for rejecting the notes. That is exactly what legal
tender means. Because the actual abatement was only one third, the notes were only “one
third legal tender” for government debts.
As explained in Section 3, making the notes fully and explicitly legal tender for all
obligations (taxes, government debts, and private debts) would have violated the royal
prerogative and would have been damaging to the charter negotiations in London. With
the seemingly unrelated commodity money act the General Court went one third of the
way towards making the paper money retroactively legal tender for the troops’ wages.
It may seem outrageous that a 60s obligation to the government in taxes was
discharged with 15 bushels, but the same obligation from the government was discharged
with 10 bushels. Actually, this is only a mild version of our modern legal tender law. For
us, the numbers are infinity and zero instead of 15 and 10, respectively. If I owe the U.S.
Treasury $60 in taxes, even all the barley in the world – transported by myself to the IRS
headquarters – would not discharge the obligation. Since barley is not legal tender today
the IRS does not have to accept it. I will end up in prison for not paying taxes. On the
other hand, if the Treasury owes me $60 it could offer to pay with three $20 bills. If I
insist on being paid in barley I will end up with nothing. Because $20 bills are legal
tender, the court cannot force the IRS to pay me in barley. It just doesn’t pay off for me
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to insist on handling all my dollar-denominated obligations and credits with barley. The
troops in 1690 faced a much weaker anti-grain discrimination than that93.
An obvious question is why the General Court chose one third rather than, say, one
half, or two thirds. The answer is that the one third was the only magnitude that could
give the General Court an alibi. The legislative history of commodity money in New
England was full of anti-grain abatements. Those commodity money tax laws which set
grain prices for tax payments started discriminating against grain in 1662 in Rhode
Island94. The goal was to encourage tax payments in specie, to prevent its hoarding or
export, and to save the costs of storing and disposing of grain. Massachusetts copied this
idea in 1673, and made the standard abatement one third in 1677.95 Governor Andros
cancelled the abatement96 but it was revived after he was deposed. The provisional
government enacted four tax laws between November 1689 and December 1690. All of
them had the one third abatement. The last of these acts passed on November 6th, 1690.97
None of these laws had ever been objected to by the Crown.
All these previous abatements benefited those who paid taxes to the government in
specie rather than in grain. The abatement of December 24th, 1690, benefited those who
accepted payment of the government debt in paper money rather than in grain. It exactly
93
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mirrored the older abatement laws: Instead of benefiting those who would give away
specie when paying an obligation to the government, the December 24th commodity
money act benefited those receiving an intrinsically useless object as payment of an
obligation from the government. Both types of discrimination increased the net real assets
of the Treasury.
The magnitude of the benefit – one third – made the analogy complete. It was thus
much less likely to arouse the Crown’s suspicion or objection than an explicit legal tender
law, or a similar law with a higher abatement. This trick succeeded. The anti-Puritans
who informed London about the paper money failed to mention the commodity money
act. A facsimile of one note, also sent to England98, did not reveal the secret because the
notes’ text mentions only taxes and convertibility. The government enemies either did not
understand the trick, or they could not elaborate on it in their brief letters. Perhaps they
were even unaware of this deception. Those authors who can be identified were not
among the affected troops99. This roundabout way in which the paper money was made
partially legal tender for government debts misled not only the Crown but also historians.
One more remark is about the loans mentioned at the end of this act. The expedition
was financed by loans to the government which were used to buy supplies. Some of the
leading men in the colony were among the lenders. Since they were also in the General
Court they took good care to make sure they would be paid back in specie100.
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6. The Market Discount
Contemporaries reported that some sellers rejected the paper money altogether, while
others accepted it at a discount. The average of the reported discount is one third, with
most of the variance attributed to the reporters’ political bias101. Mather claims that the
discount was due to the uncertain political environment. The temporary government, with
all its promises regarding the paper money, could have been replaced by a new royal
governor, who could have reneged on all these promises. This seems a very reasonable
explanation for any case of depreciation of paper money in politically chaotic times.
The problem is that this explanation is inconsistent with Mather’s own testimony (and
the consensus among contemporaries) that only the first receivers of the money suffered
from the discount102, and that it quickly recovered to par. It is true that an act of February
6th, 1691, gave a 5% premium for tax payments in paper money103, but this minor bonus
to their value cannot explain the disappearance of a huge one third discount. Hutchinson
claims that “as the time of payment of the tax approached, the credit of the notes was
raised,”104 but with the time of tax payment known well in advance this should have
caused a gradual increase rather than a discrete jump upwards.
Good news about the government’s future could have caused a discrete jump in the
notes’ value. However, just the opposite happened. The war was on hold due to the
winter and mutual exhaustion105. Only two things probably arrived from London to
Boston in early January 1691, and both were bad news. The first was a depressing letter
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from a London agent reporting on the charter lobbying106. The second was news that the
traitor Dudley “returns home.”107 This was a bad signal regarding the future of the
government that deposed and arrested him in 1689.
An alternative explanation is suggested here. Note that the market discount on the
notes was identical to the abatement on grain. Both were of size one third. Consider the
example used earlier. A soldier who was supposed to receive 60s from the Treasury knew
that if and when he rejected the paper money he could have been paid with only 10
bushels of barley. Given a market discount of one third on the notes in the market,
accepting 60s in paper money from the Treasury was as good as having 40s in specie.
Assuming that the barley price in the market was 4s per bushel (as in the October 25th tax
law), taking the paper money to the market would have yielded the soldier – again – 10
bushels. The magnitude of the discount can therefore be a simple equilibrium condition
of troops being indifferent between accepting and rejecting notes.
This logic means that a 100% abatement would have resulted in the troops getting
nothing for their notes in the market. That is exactly what monetary models predict when
sellers have all the bargaining power. The buyers were indeed ridden with hunger, frost,
and small-pox, which killed hundreds of them on the way back from Quebec.
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An argument could be raised against this explanation. If the soldier in my example
feared being paid in 10 bushels by the Treasury, it means that he expected the Treasury to
have grain. But then his best strategy would have been to take 60s in notes and redeem
them in the Treasury for 15 bushels, as promised in the paper money act. There are
problems with this argument. First, expectations about grain availability at the Treasury
are not binary. Second, the Treasury would have immediately used any grain it got for
paying those who rejected notes, because of the abatement. Third, there could be other
troops trying to redeem notes, with probably not enough grain for all of them.
Why did the discount disappear after the first round of trading? Once the troops were
paid, this commodity money act – which was enacted especially for them – became a
dead letter. It was no longer relevant for any payment or for any person. It could no
longer have any effect on anything in the economy.
7. Conclusion
The paper money issued by Massachusetts in 1690 seems at a first glance to be an
incredibly fair one. The act authorizing it and the text on the notes impose almost every
possible obligation on the issuer itself, and no obligations whatsoever on anyone else.
The government would give in return for these notes anything it can legally claim to be
its own (i.e., movables, but not land), and would allow any payment to it to be made in
the notes. It would replace worn notes and it limited their quantity. Notes would be paid
only to the colony’s creditors “who shall desire” to be so paid. Nobody had to receive this
money in any transaction or pay taxes with it. The use of specie and grain was still legal.
No royal prerogative seems to be violated by such a private-type credit instrument.
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In fact, it was a sophisticated deception. In practice, the paper money was to a large
extent legal tender, and it was not convertible into (or backed by) any real asset. The
deception was meant to allow the General Court and its London agents to pacify both the
troops and the Crown. It worked perfectly108. Is it too sophisticated to be true? The
capability of the Massachusetts leadership in such matters should not be underestimated.
With procrastination, pretensions, bribes, subterfuges, hair-splitting rhetoric, and halftruths, they kept the old charter alive for twenty four years after the Restoration. When
they rightfully lost it, they revolted against a royal government and dismantled it. On top
of getting away with it, they got a new charter, more generous than that of any other
colony, in spite of very little bargaining power vis-a-vis the Crown.
A good deception requires covering the tracks. Cotton Mather could not destroy the
commodity money act in the Court Records, as he did with his letters and diary of these
years, but he was the leading contemporary historian. Writing in 1697, with the deceived
king still in power, he could not disclose the deception, just as he could not expose his
role in the 1689 revolution. Later historians mostly followed his account.
As Cotton Mather predicted, the 1690 money proved to be a useful example for all
other nations109. It was incredibly easy to create such currency and to get it to circulate.
All that was needed was a printing press and making the money legal tender in at least
some important payments to and from the government. There was no need to obtain
precious gold or silver. No need to monitor market transactions and punish anyone for
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using other types of money. That is how our modern currency is supported. It is
intrinsically useless, inconvertible legal tender110, which does not rely on the outlawing of
most other forms of payment.
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