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Econ 113:  February 12, 2015 

• Antebellum Labor Markets 

• Antebellum Poor Relief in New York 

• Antebellum Banking & Finance 

– Asymmetric Information 

– Insider Lending 

– Cotton Factors 

– Redeeming Bank Currency 

 

 

 

 

 

 

 

• Refer to 2/10 slides for many of today’s slides 

The South:  Cotton Factors 

• Very few commercial banks in the South 

• Men known as “cotton factors” were key to financial 
system in antebellum South 

– Secured credit for growers 

– Oversaw getting cotton to market 
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Free Banking Era, 1836-1864 

• Meet the rules?  You can open a bank. 

– No need for state legislature to charter a bank 

– Apply to a bureaucrat for a banking license  

• Each bank issued its own currency  

– But variety of currency not a good thing 

Immigration             Antebellum Labor Markets                Antebellum Poor Relief                       Banking                       Northern Farms 



2/10/2015 3:02 PM 

2 

A state bank note 
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Redeeming paper currency 

• State bank notes were redeemed at or (most often) 
below par 
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Redeeming paper currency 

• Asymmetric Information problems affected "discount 
rate" applied to bank currency 

• Redemption rates varied with  
• Distance 

• Capital/asset value 

• Location 

• General reputation 

• Thompson's Bank Note and Commercial Reporter 
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Bank Note Reporter 
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Lowering risk of redeeming paper currency 

1. Regulation (informal or formal) 

– Forstall System (est. 1842 in Louisiana) 

• require specie as reserves against notes 

2. State capital requirements under free banking 

3. Monitoring 

– Suffolk System (1824-1858) 

 

• Difficulty with currency redemption slowed interstate 
commerce, but Southern members of Congress opposed 
federal solution 
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An Agricultural Nation 

• Over 50 % of market labor force is in agriculture until 
early 1880s 
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Northern Settlement 
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Northern (midwestern) farms 

• Family farms; little hired labor 

 

• Activity: grains, corn, animal husbandry 

 

• Size in 1860 

– Median: 49 acres 

– Mean: 64 acres 
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Gini Coefficient 

• Measures how evenly something is distributed  

– Equal distribution: Gini = 0 

– Completely unequal distribution (one person owns everything): 
Gini = 1 
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Small Northern Farms 
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