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student of English central banking,
publicized his rules in his book Lom-
bard Street in 1873. The rules in essence
said that a central bank in a crisis
should lend freely on good collateral,
such as government securities, but at
a high rate of interest so borrowers
would have an incentive to repay the
loans as soon as the crisis had passed.
Hamilton’s creative financial mind
had come up with Bagehot’s rules
nine decades before Bagehot.

But what if the crisis did not end
and the Bank of New York got stuck
with collateral that had fallen in value.
Hamilton deemed that possibility
“not supposeable,”
concerns on the part of the bank, he
offered to repurchase from it up to
$500 thousand, again at the values
Hamilton had specified. In other words,
Hamilton combined a repurchase
agreement with Bagehot’s rules.

The plan was implemented. Five
days later, an agent of Hamilton’s in

but to alleviate
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New York wrote to him to report,
“The dealers last night had a meeting
& appointed a committee, to confer
with the directors of the two banks
[Bank of New York, and the BUS
New York branch about to open in
April]. The propositions they are to
hold out I hear in general is to offer,
funded debt, at your price |[emphasis
added] as pledges for their discounts
- & they are to sign an agreement to
bind themselves not to draw any
specie from the banks, on account of
the discounts they shall obtain and
giving checks to each other...”
Together the combined effect of
Hamilton’s crisis management mea-
sures worked. By mid-April, the Panic
of 1792, Wall Street’s first crash, was
over and the securities markets
returned to routine trading activities.
Despite many bankruptcies, there
were virtually no negative effects on
the U.S. economy. It continued to grow
at higher rates than were common

before the financial reforms that began
in 1789.

In the aftermath of the panic, 24
brokers and dealers met in May
under a buttonwood tree on Wall Street,
and subscribed to an agreement that
is regarded as the origin of the New
York Stock Exchange. Ten of the 24
had sold securities to the Treasury in
the open market purchases of March
and April. So it is possible that the
spirit of cooperation in the financial
community Hamilton encouraged dur-
ing the panic carried over when Wall
Street moved toward an improved
trading system in May.

There was political fallout from
the 1792 panic. The crisis appeared
to confirm in the minds of leaders
such as Jefferson and Madison that
Hamilton’s financial program was
turning the United States into a
nation of paper speculators and
stockjobbers rather like England,
instead of the nation of virtuous
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Alexander Hamilton, first Secretary of the Treasury,
also acted as the nation’s first central banker during the Crash of 1792.

Republican farmers they hoped for.
Jefferson and Madison redoubled their
efforts in opposition to Hamilton’s
measures. Thus, the panic encouraged
the formation of a two-party system
of politics and government that was
emerging in those early years, largely
as a consequence of Hamilton’s
financial program.

Hamilton as %@M %m@/ﬁ?ﬂé

We usually think of Alexander Hamil-
ton as the country’s first Secretary of
the Treasury who successfully stabilized
the new federal government’s initially
shaky finances. We also know that he
was quite a soldier, lawyer, constitu-
tionalist, and political essayist —
among other things, he conceived of
the Federalist Papers project and
wrote three-fifths of the 85 Federalist

WWW.FINANCIALHISTORY.ORG 25

essays. We know that he conceived
and founded the BUS, the nation’s
first central bank, but that he left the
management of it to others. In 1791
and 1792, however, when the BUS —
and indeed, the entire U.S. financial
system—was new and inexperienced,
it is clear that Hamilton acted as a
central banker and crisis manager.

Thus, as we approach the 250th
(or some say, 252nd) anniversary of
Hamilton’s birth on January 11, 2007,
we can add another feather to Hamil-
ton’s cap. He was one of the very first
central-bank-like managers of a
financial crisis. As in so many other
areas of his endeavors, despite having
few precedents to guide him, as a
central banker Hamilton acquitted
himself quite well.
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