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EDITOR'S NOTE

toN

is a descriptive
phrase born of an early American experiment
in deficit financing. If its lessons are ignored
or forgotten, that experience will have been
as worthless as the Continental currency itself.
Pelatiah Webster, "an able though not conspicuous citizen" of Philadelphia (I725-1795),
is credited by James Madison and others as
having been the first advocate of a constitutional convention. Though he was not a delegate, many points in the Constitution conform
to an outline he had proposed several years
prior to the Convention.
The "fatal mistakes" of deficit financing,
inflation, and price control were understood
by men like Webster. Lessons learned the hard
way during the period of revolutionary America had a determining influence on those who
founded the republic.
The Continental Congress authorized the
printing of paper money but depended upon
enabling legislation by the respective states
under the Tender Acts to give negotiability
to the irredeemable paper and to keep it in
circulation on a par with the "hard money"
of those days.
OT WORTH A CONTINENTAL"
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The essay which follows was first published
by Pelatiah Webster in Philadelphia, December 13, rJSo, under the title, Strictures On
Tender Acts. He considered it his duty as a
citizen to criticize monetary enforcement legislation then being proposed by the Assembly
of Pennsylvania. The proposal was offered by
the Assembly for public consideration on November 29, and was enacted into law, despite
Webster's protest, on December 19, 178o.
It is too soon to tell the full impact of Webster's observations, for they were written with
the hope "that our fatal mistakes may be a
caution and a warning to future financiers
who may live and act in any country which
may happen to be in circumstances similar to
ours at that time."
His treatise is herewith submitted, with respect for his foresight and in recognition of
the circumstances in which we find ourselves
in 1950. The penalties of deficit financing and
other uneconomic practices are the same today
as they were 170 years ago.
The text has been stripped of some archaisms of grammar and expression, but
Webster's ideas and lucid style are intact. A
multilithed copy of the original treatise will
be sent on request.
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NOT WORTH A CONTINENTAL

THE FATAL ERROR - that the credit and currency of the Continental money could be kept
up and supported by acts of compulsion entered so deep into the mind of Congress
and of all departments of administration
through the states that no considerations of
justice, religion, or policy, or even experience
of its utter inefficacy, could eradicate it. It
seemed to be a kind of obstinate delirium,
totally deaf to every argument drawn from
justice and right, from its natural tendency
and mischief, from common sense, and even
common safety.
Congress began, as early as January II, 1776,
to hold up and recommend this maxim of
maniasm when Continental money was but
five months old. Congress then resolved that
"whoever should refuse to receive in payment
Continental bills, etc., should be deemed and
treated as an enemy of his country, and be precluded from all trade and intercourse with the
inhabitants ..."-that is, should be outlawed,
which is the severest penalty, except of life and
limb, known in our laws.
1
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THESE FATAL MEASURES

THis RUINous principle was continued in practice for five successive years, and appeared in
all shapes and forms - in tender acts, in limitations of prices, in awful and threatening
declarations, in penal laws with dreadful and
ruinous punishments, and in every other way
that could be devised. And all were executed
with a relentless severity by the highest authorities then in being, namely, by Congress,
assemblies and conventions of the states, by
committees of inspection (whose powers in
those days were nearly sovereign) and even by
military force. Men of all descriptions stood
trembling before this monster of force without daring to lift a hand against it during all
this period. Its unrestrained energy ever proved
ineffectual to its purposes, but in every instance
increased the evils it was designed to remedy,
and destroyed the benefits it was intended to
promote. At best its utmost effect was like that
of water sprinkled on a blacksmith's forge,
which indeed deadens the flame for a moment,
but never fails to increase the heat and force
of the internal fire. Many thousand families
of full and comfortable fortune were ruined
by these fatal measures, and lie in ruins to this
day, without the least benefit to the country
or to the great and noble cause in which we
were then engaged.
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I do not mention these things from any
pleasure I have in opening the wounds of my
country or exposing its errors, but with a hope
that our fatal mistakes may be a caution and
warning to future financiers who may live
and act in any country which may happen to
be in circumstances similar to ours at that
time.
A STANDARD OF VALUE

of a Tender-Act is no more or
less than establishing by law the standard
value of money, and has the same use with
respect to the currency that the legal standard
pound, bushel, yard, or gallon has to those
goods, the quantities of which are usually
ascertained by those weights and measures.
Therefore, to call anything a pound or shilling, which really is not so, and make it a legal
standard, is an error of the same nature as
diminishing the standard bushel, yard, or gallon, or making a law that a foot shall be the
legal yard, an ounce the legal pound, a peck
the legal bushel, or a quart the legal gallon,
and compelling everybody to receive all goods
due to them by such deficient measures.
Further, to make anything the legal standard, which is not of fixed but variable nature,
is an error of the same kind and mischief as
the others - for example, to make a turnip
THE NATURE
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the standard pound weight, which may dry
up in the course of a year to a pith of not more
than two or three ounces, or to make a flannel
string the standard yard, which will shrink in
using to half its length. The absurdity of this
is too glaring to need anything further said
on it.
PAYMENT POSTPONED

BuT To coME to the matter now in question.
The first observation which occurs to me is
that the bills, which are made a tender, contain a public promise of money to be paid in
six years. On which I beg leave to remark that
the best and most indubitable security of
money to be paid in six years, or any future
time, is not so good or valuable as ready cash.
Therefore, the law which obliges a man to
accept these bills instead of ready cash obliges
him to receive a less valuable thing in full payment of a more valuable one, and injures him
to the amount of the difference. This is a
direct violation of the laws of commutative
justice - laws grounded in the nature of human rights, supported by the most necessary
natural principles, and enjoined by the most
express authority of God Almighty. No legislature on earth should have right to infringe
or abrogate this freedom of choice in the exchange of goods for goods.
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THE PRICE OF UNCERTAINTY

the security arising from the public
promise is not generally deemed certain. The
public faith has been so often violated, and the
sufferings of individuals thence arising have
been so multiplied and extensive, that the general confidence of our people in that security
is much lessened. Since a chance or uncertainty
can never be so valuable as a certainty, those
bills must and will be considered as less valuable than they would be if the security on
which they depended were free of all doubt
or uncertainty; and consequently, the discount
of their value will always be estimated by, and
of course be equal to, this difference. Therefore, the injustice of forcing them on the subject at full value of present cash is greatly
increased.
These positions and reasonings are grounded
on such notoriety of fact that any explanation
or proof is needless; and I hope an objection
against a law, drawn from the most manifest
and acknowledged injustice of its operation
and effect, will not be deemed trivial or be
easily set aside or got over.
AGAIN,

AN HONEST MAN

SuPPOsE a man of grave countenance and
character should, in distress, apply to his neigh-
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bor for the loan of 1000 silver dollars, with
solemn promise on his honor and truth to repay them in a month, and in the meantime the
Tender-Act under consideration should pass
into a law, and the borrower, at the month's
end, should tender 1000 of the new paper dollars in payment.
I beg leave here to ask of every member of
the Assembly who voted for that law, and
every other man who is a member of this state,
what their sentiments of that action would be,
and in what light they would view the borrower who tendered the paper dollars - that
is, two-fifths of the debt* - in payment of the
silver ones he had received: Would they consider him as an upright, honest man, or a
shameless rascal?
In whichever of the two characters they may
choose to consider such a man, it may be
proper to note that the act in question, if passed
into a law, would protect him, and not only
so, but would subject the lender to the loss of
the whole money if he refused to receive it.
This is a somewhat delicate matter which it
is painful to dwell long upon. I will therefore
"Editor's note: On March r8, 1780, the Continental
Congress officially had recognized the debauchery
of its currency, allowing it to exchange for specie
at the rate of 40:r. By the time this piece was written, the unofficial exchange rate had further widened
to roo:r. This probably explains Webster's illustration - "two-fifths of the debt."
10

close what I have to say on it with a few very
serious remarks, the truth, justice, and propriety of which I humbly submit to the reader:
r. The worst kind of evil, and that which
corrupts and endangers any community most,
is that iniquity which is framed by a law; for
this places the mischief in the very spot - on
the very seat - to which every one ought to
look and apply for a remedy.
It cannot be consistent with the honor, the
policy, the interest, or character of an Assembly
of Pennsylvania to make a law which, by its
natural operation, shall afford protection to
manifest injustice, deliberate knavery, and
known wrong.

2.

3· No cause or end can be so good - so
heavenly in its origin, so excellent in its nature,
so perfect in its principles, and so useful in its
operation - as to require or justify infernal
means to promote it. By infernal means I mean
such as are most opposed to Heaven and its
laws, most repugnant to natural principles of
equity which are all derived from Heaven, and
most destructive of the rights of human nature which are essential to the happiness of
society. Such laws are engraven by Heaven
on the heart of every man. Some wicked men
have formerly said, "Let us do evil, that good
may come," whose damnation is just.
II

VALUE BY FORCE

Bur PERHAPS this sort of argument may not
have all the effect I could wish on the mind
of every reader. I therefore proceed to another
argument, which goes to the nature and principle of the act itself: The credit or value of
money cannot, in the very nature of the thing,
be supplied, preserved, or restored by penal
laws or any coercive methods. The subject is
incompatible to force; it is out of its reach, and
never can be made susceptible of it or controllable by it.
The thing which makes money an object of
desire- which gives it strength of motive on
the hearts of all men - is the general confidence, the opinion which it gains as a sovereign
means of obtaining everything needful. This
confidence, this opinion, exists in the mind
only, and is not compellable or assailable by
force, but must be grounded on that evidence
and reason which the mind can see and believe.
And it is no more subject to the action of force
than any other passion, sentiment, or affection
of the mind; any more than faith, love, or
esteem.
It is not more absurd to attempt to impel
faith into the heart of an unbeliever by fire
and faggot, or to whip love into your mistress
with a cowskin, than to force value or credit
into your money by penal laws.
12

TRIAL AND ERROR

You MAY, indeed, by force compel a man to
deliver his goods for money which he does not
esteem, and the same force may compel him
to deliver his goods without any money at all.
But the credit or value of the money cannot
be helped by all this, as appears by countless
examples. Plain facts are stubborn and undeniable proof of this. Indeed, this has been tried
among ourselves in such extent of places and
variety of shapes - and in every instance been
found ineffectual - that I am amazed to see
any attempt to revive it under any devisable
form whatsoever. Countless are the instances
of flagrant oppression and wrong, and even
ruin, which have been the sad effects of these
dreadful experiments, with infinite detriment
to the community in general, without effecting in any one instance the ends intended. The
facts on which this argument depends are fresh
in everyone's memory.
I could wish, for the honor of my country,
to draw a veil over what is past, and that wisdom might be derived from past errors sufficient to induce everyone to avoid them in the
future. In conclusion, from the contemplation
of the nature of the thing, and of the facts and
experiments which have been made in every
variety of mode and supported by every degree
of power and exertion, it appears as plain and

undeniable as intuitive proof that the credit or
value of money is not in its nature controllable
by force. Therefore, any attempt to reach it in
that way must end in disappointment. The
greater the efforts - and the higher the authority which may be exerted in that way the greater must be the chagrin, shame, and
mortification when the baseless fabric shall
vanish into smoke.
NATURAL VALUE

THE

possible method then of g1vmg
value or credit to money is to give it such
qualities, and clothe it with such circumstances, as shall make it a sure means of procuring every needful thing; for money that
will not answer all things is defective, and has
not in it the full nature and qualities of money.
In this way only it will grow fast enough into
esteem, and become a sufficient object of desire, to answer every end and use of money.
Therefore, when the question is proposed :
"How shall we give credit or value to our
money?" the answer, the only true answer, is:
"Bring it into demand, make it necessary to
everyone, make it a high means of happiness
and a sure remedy of misery." To attempt this
in any other way is to go against nature, and
of course into difficulty, only to obtain shameful disappointment in the end.
ONLY

There is nothing better than to take things
in their natural way. A great and difficult
work may be accomplished by easy diligence
if a good method and a wise choice of means
are adopted; but a small work may be made
difficult, very soon, if taken at the wrong end
and pursued by unnatural means. There is a
right and a wrong method of doing everything. You may lead with a thread what you
cannot drive with whips and scorpions. The
Britons have found this to their cost in the
unnatural means they have pursued to preserve and recover their dominions in America.
I wish we might be made wise by their errors.
Happy is he who is made cautious by observing the dangers of others.
I would be willing to learn wisdom from
Great Britain. It is right to be taught even by
an enemy. Amidst all their madness, and in
all their distresses for money, they never once
thought of making their bank or exchequer
bills a tender, or supporting their currency by
penal laws. But these considerations may have
little effect on some minds who are not very
delicate in their choice of means, but seem
resolved to carry their point, God willing or
not.
I therefore hasten to another topic of argument. It appears to me the act is founded in
mistaken and very bad policy, and by its natural operation must produce many effects ex-
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tremely prejudicial to our great and most
important interests.
BAD MONEY DISCOURAGES PRODUCTION

IT SEEMs plain to me that the act has a fatal
tendency to destroy the great motives of industry, and to dishearten and discourage men
of every profession and occupation from pursuing their business on any large scale or to
any great effect. Therefore, it will prevent the
production of those supplies derived from husbandry and manufactures, which are essential
to our safety, support, and comfort. Few men
will bestow their labor, attention, and good
money, with zeal, to procure goods and commodities for sale, which they know they must
sell for money which they esteem bad, or at
best doubtful.
The extent and dreadful effects of this are
unavoidable and immense. If the industry of
the farmer and tradesman is discouraged, and
they cease to strive for large crops and fabrics,
the consequence must be a universal diminution and scarcity of the produce of the country
and of the most important articles of living,
as well as commerce. The general industry of
the country is of such vast importance -is an
object of such magnitude -that to check it is
to bring on ruin, poverty, famine, and distress,
with idleness, vice, corruption of morals, and
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every species of evil. As money is the sinews of
every business, the introducing of a doubtful
medium - and forcing it into currency by
penal laws -must weaken and lessen every
branch of business in proportion to the diminution of inducement found in the money.
BAD MONEY HAMPERS NATIONAL DEFENSE

THE SAME thing will render the procurement
of supplies for the army difficult, if not utterly
impracticable. Most men will hold back their
goods from the market rather than sell them
for money of a doubtful credit. There will be
no possible way of collecting them but to send
a superior force into the country and there
take them by violence from the owner, which
will occasion such an expense as will double
the cost of the supplies by the time they get
to the army, and be subject to a thousand
frauds. This is the most obvious and natural
operation of the act if we consider its own
nature only, and it is confirmed by such ample
experience, recent in the memory of every man,
that it can leave no doubt but all this mischief
must follow the act from its first operation.
BAD MONEY CORRUPTS MEN

I

APPREHEND the act will, by its natural operation, tend to corrupt the morality of the
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people, sap the support, if not the very foundation, of our independence, lessen the respect
due to our legislature, and destroy that reverence for our laws which is absolutely necessary
to their proper operation and the peace and
protection of society. Many people will be so
terrified with the apprehension of seeing their
real substance - the fruit of their labor and
anxious attention - converted into a bundle
of paper bills of uncertain value, that to avoid
this evil they will have strong inducements to
rack their invention for all devisable ways and
methods of avoiding it. This will give rise to
countless frauds, ambiguities, lies, quibbles,
and shams. It will introduce the habit and
give a kind of facility to the practice of such
guile and feats of art as will endanger the uprightness, plain honesty, and noble sincerity
which ever mark the character of a happy and
virtuous people.
Many, who wish well to our independence
and have many necessaries for our army which
they would wish to supply, yet will be held
back from offering their goods because of the
doubtful value of the bills in which those supplies must be paid for. Instances of this sort
I conceive will be so numerous as greatly to
affect the supplies of our army and, of course,
the support of our independence. The injuries
and sufferings of people who are compelled
to take said bills in satisfaction of contracts for
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real money will induce them in their rage to
use the legislature, who formed the act, with
great liberty and, perhaps, gross disrespect.
The habit of reproaching the legislature and
eluding the injurious act will become general,
and pave the way to an habitual and universal
abhorrence of our legislature and contempt of
our laws, with a kind of facility and artful
dexterity in eluding the force of the whole
code.
I freely submit it to my readers as to whether
these consequences are at all unnatural or illdrawn, if the surmises are at all groundless, or
the painting a whit too strong. No art of government is more necessary than that of keeping up the dignity and respectability of the
legislatures and all courts and officers of government, and exciting and preserving in the
hearts of the people a high reverence for the
laws. And anything which endangers these
great supports of the state ought to be avoided
as a deadly evil.
BAD MONEY DESTROYS FOREIGN RESPECT

THE ACT, I apprehend, will give a bad appearance to our credit, honor, and respectability
in the eyes of our neighbors on this continent,
and the nations of Europe, and other more
distant parts of the world. For when they learn
that our own people must be compelled by the

loss of half their estates and imprisonment of
their persons to trust the public faith, they will
at once conclude there must be some great
danger, some shocking mischief dormant
there, which the people nearest to and best
acquainted with it abhor so much. And of
course, as they are out of the reach of our confiscations and imprisonments, they will have
little inducement to trust or esteem us.
BAD MONEY ENCOURAGES OUR ENEMIES

the act will give great exultation and
encouragement to our enemies, and induce
them to prolong the war, and thereby increase
the horrid penalty of imprisonment which is
to last during the war. When they see that
our money has become so detestable that it
requires such an act as this to compel our own
people to take it, they must at least be convinced that its nature is greatly corrupted and
its efficacy and use nearly at an end. When
we see the passionate admirers of a great
beauty forced by lashes and tortures into her
embraces, we at once conclude that she has
lost her charms and has become dangerous
and loathsome.
It cannot be fairly objected to these strictures
that they suppose the bills funded by this act
are of less value than hard money. The act
itself implies this. The Assembly never thought
FINALLY,
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of wasting time in framing an act to compel
people to take English guineas, Portuguese
joes, and Spanish dollars under penalty of
confiscation and imprisonment.
I dare think that there is not a man to be
found, either in the Assembly or out of it,
that would esteem himself so rich and safe in
the possession of rooo of these dollars as of
rooo Spanish ones. The most effectual way to
impress a sense of the deficiency of the act on
the minds of all men, and even discover the
idea which the Assembly themselves have of
it, is to enforce it by penalties of extreme severity. For if there were no deficiency in the act
it could not possibly require such penalties to
give it all necessary effect, nor is it likely that
the Assembly would add the sanction of horrid penalties to any of their acts unless they
thought there was need of them.
The enormity of the penalty deserves remark. The penalty for refusing a dollar of
these bills is greater than for stealing ten times
the sum.
DESTROYS CONTRACTS AND CREDIT

the act alters, and of course destroys,
the nature and value of public and private
contracts, and this strikes at the root of all
public and private credit. Who can lend money
with any security, and of course, who can bor-

FURTHER,
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row, let his necessity and distress be ever so
great? Who can purchase on credit or make
any contract for future payment? Indeed, all
confidence of our fellow-citizens in one another is hereby destroyed, as well as all faith
of individuals in the public credit.
Upon the whole matter, the bills must rest
on the credit of their funds, their quantity,
and other circumstances. If these are sufficient
to give them a currency at full value, they will
pass readily enough without the help of penal
laws. If these are not sufficient, they must and
will depreciate and thereby destroy the end of
their own creation. This will proceed from
such strong natural principles, such physical
causes, as cannot, in the nature of the thing,
be checked or controlled by penal laws or
any other application of force.
These strictures are humbly offered to public consideration. The facts alleged are all
open to view and well understood. If the remarks and reasonings are just, they will carry
conviction; if they are not so, they are liable
to anyone's correction.
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Editor's Note: One of the greatest, and most disastrous, of all experiments in deficit financing
was launched in France within ten years after
Webster's warnings. Those concerned with today's developments in governmental finance
might like to read, or re-read, that story. Andrew
Dickson White's FIAT MONEY INFLATION IN
FRANCE (Irvington-on-Hudson, New York: The
Foundation For Economic Education; 74 pages,
50 cents) affords a superb account of that experiment and an appropriate companion-piece to
Webster's essay.
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