
 

 

 

 

 

 

 

 

 

 

 

 

 µ6XFK�D�:DU«LV�:KROO\�RXW�RI�WKH�4XHVWLRQ¶ 
Planning, Funding and Decision Making in 1812 

 

Lisa R. Morales 

 

 

 

 

 

 

 

 



 1 

On June 1, 1812, James Madison, the fourth President of the United States, sent Congress 

an analysis of the state of relations between the United States and Great Britain. In it, he 

provided a summation of the serious dialogue of war expressed by national leaders from fall 

1811, and concluded WKDW�$PHULFDQ�µFRQFLOLDWLRQ¶ over the past several years had given Britain a 

false impression that she could continue aggressive behDYLRU�ZLWK�UHODWLYH�LPSXQLW\���µOur 

moderation and conciliation have had no other effect than to encourage perseverance and to 

enlarge pretensions.¶
1
 0DGLVRQ¶V�DGGUHVV�VLJQDOHG�WKH�formal end of a seemingly interminable 

period of deliberation regarding the feasibility of war and American motivations. 

Offering Congress a detailed historical account, he enumerated various reasons for war 

such as the British practice of impressment, the continual violation of American neutrality, and 

the harassment of American merchants and ships within United States coastal waters.  While 

Madison mentioned concerns related to the challenge of the western frontier and British 

encouragement of Indian attacks on Americans, the president also emphasized that commercial 

and economic interests were fundamental to American motivation for settling the crisis. British 

disregard of the importance of trade within the American economy was interpreted as a formal 

attack on national sovereignty, and the system of British blockades, made formal policy by 

decrees known as Orders-in-Council, was especially offensive and provided the basis of the 

hawkish American argument for war.
2
  ,URQLFDOO\��HYHQ�WKRXJK�PDWWHUV�UHODWHG�WR�WKH�FRXQWU\¶V�

economic and financial welfare were central to the American rationale for war, the country 

remained financially unprepared to defend its commercial honor.
3
 

As he provided the context for war, however, Madison refrained from engaging in a 

discussion about the condition of UQLWHG�6WDWHV¶ readiness. Perhaps he felt that his general 

recommendations for preparation, given to Congress in November 1811as a portion of his third 
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annual message, were adequate. %H\RQG�WKH�SUHVLGHQW¶V�EULHI�1811 summary of need, another 

critical factor influencing the planning process was the extant national consensus which held to 

the view that a successful invasion of Canada would make vigilant management of resources 

during a long war unnecessary and irrelevant. Former president Thomas Jefferson represented 

this perspective when he stated: µWKH�DFTXLVLWLRQ�RI�&DQDGD«>ZRXOd be] a mere matter of 

PDUFKLQJ¶, and would be QRWKLQJ�OHVV�WKDQ�WKH�µfinal expulsion of England from the American 

continent¶. Moreover, during congressional deliberations, the conquest of Canada was described 

DV�D�µZDU�IHDVW¶. The plan to capture and rely on Canadian resources explains to a great degree 

why there was not a greater focus on the state of preparedness in the months and years leading up 

to war. 
4
  In the minds of executive and congressional leadership, achievement of the Canadian 

war aim eliminated the need for long term preparation, particularly in the realm of finance. 

Seventeen days after summarizing the current state of hostilities, Madison signed the 

declaration of war against Great Britain.  For the man who had been instrumental in shaping 

Jeffersonian-Republican political tradition, which emphasized limited government, peaceful 

foreign relations, as well as little tolerance for public debt, a declaration of war was a departure 

from earlier attempts to rely solely on commercial restriction and the framework of a connected 

global economy.
5
 0DGLVRQ¶V�DXWKRUL]DWLRQ�RI�ZDU�PRYHG�WKH�FRXQWU\�LQ�D�QHZ�DQG�XQFHUWDLQ�

direction, forcing Secretary of Treasury Albert Gallatin and congressional leadership to contend 

with Jeffersonian arguments while debating the practicalities necessary to alleviate financial 

crisis in the short term.
6
 An exploration of the funding considerations that influenced 

policymakers throughout 1812 sheds light on the state of planning and decision making related to 

the entire war effort. 
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that 
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once again shifted towards the likelihood of conflict with Britain. *DOODWLQ¶V�1811 ³6WDWH�RI�

)LQDQFHV´�UHSRUW�UHIOHFWHG�WKH�QDWLRQ¶V�FKDQJLQJ�PRRG towards war.
15

 

Projections for year 1812 were included in WKH�VHFUHWDU\�RI�WUHDVXU\¶V�November 1811 

report. The 1811 
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payment arrangements to be made, and the committee asked Gallatin to identify additional 

revenue sources.  Further, the committee requested *DOODWLQ¶V�UHFRPPHQGDWLRQV�IRU�WKH�

development of a comprehensive revenue plan assuming the conditions of war.
19

 

When Gallatin responded in January 1812, he gave voice to many thoughts consistent 

with prior writings. Gallatin estimated revenue in the coming year at around $9.6 million and 

thought that the country would need to borrow around $10 million, but would also need to 

prepare for annually increasing funding needs. The secretary acknowledged that any estimate of 

IXQGLQJ�IURP�GXWLHV�ZDV�SXUH�µFRQMHFWXUH¶ and listed the difficulties of trade within a hostile 

setting.  He stated that although the government could not rely on any more than $2.5 million 

from duties, he did believe that the rate of duties could be doubled and collected with relative 

ease.
20

 

GaOODWLQ¶V�UHVSRQVH�UHYHDOHG�an important evolution of perspective that must have 

occurred between November and January, as the treasury secretary realized some type of 

taxation system might be needed. He felt the need to explain to Chairman Bacon why his 

position differed from statements he had made multiple times over a period of years.  

It is therefore also proper to observe that at that time the subject of the renewal of the charter of the Bank of 

the United States had been referred by the Senate to the Secretary of the Treasury, nor had any symptom 

appeared from which its absolute dissolution without any substitute could have then been anticipated. 

Gallatin continued by stating that the bank re-charter rejected in early 1811 included a provision 

to increase its capitalization to $30 million, of which half was to have been available to the 

federal government.  Had the bank been operational in 1812, it would have alleviated many of 

FRXQWU\¶V�ILQDQFLDO�FRQFHUQV���Additionally, Gallatin was convinced that if the bank had been 

authorized to loan to the government up to $20 million annually, then internal taxes would not 

have been necessary.  At this point, the treasury secretary began to contemplate the implications 
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of the United StatHV�JRYHUQPHQW¶V�µdiminished ability to borrow¶ and suggested that taxation 

could become unavoidable.
21

  

In the absence of the bank, Gallatin specified that $3 million should be raised through 

direct taxation and $2 million through indirect taxation. Direct taxes involved property and 

income, and while Gallatin did not offer specifics on that subject, he did provide a list of sources 

for indirect taxation, relying on the system that had worked during previous years.  He proposed 

taxes on domestic spirits, sugar, licenses to retailers, sales at auction, carriages, and stamp duties 

as possible tax sources and, in order to facilitate tax collection, Gallatin advocated re-

establishing the position of revenue commissioner, a comment suggesting that the financial 

machinery of government was not fully in place.  He concluded his recommendations to the 

committee with an examination of the need for treasury notes and additional loans; in short, his 

suggestions emphasized a strategy of deficit finance while underscoring D�*DOODWRQLDQ�WKHPH��µit 

is still hoped that the ordinary peace revenue of the United States will be sufficient to reimburse, 

withiQ�D�UHDVRQDEOH�SHULRG��WKH�ORDQV�REWDLQHG�GXULQJ�WKH�ZDU«¶
22

  

$W�WKH�WLPH�RI�*DOODWLQ¶V�LQWHUFKDQJH�ZLWK�WKH�&RPPLWWHH�RQ�:D\V�DQG�0HDQV��Qot 

everyone in Congress agreed with WKH�VHFUHWDU\¶V cautiously optimistic perspective and a vocal 

minority clearly voiced concerns. As 1811 closed, Adam Boyd, Democratic-Republican from 

New Jersey, H[SUHVVHG�RQH�RI�WKH�VWURQJHVW�VWDWHPHQWV�FRQFHUQLQJ�WKH�QDWLRQ¶V�ILQDQFHV�� 

You are about to drain your Treasury, borrow money, enlarge your pension list, build additional hospitals, 

increase our national debt, not to be extinguished or paid off, but to be a lasting burden on the people.
23

-4(o)23
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reservations while attempting to introduce a petition VLJQHG�E\�����RI�KLV�VWDWH¶V�FLWL]HQV who 

were opposed to another imposition of the restrictive policy of embargo. Mr. Bleecker used the 

RSSRUWXQLW\�WR�SRVH�LPSRUWDQW�TXHVWLRQV�UHJDUGLQJ�WKH�QDWLRQ¶V�VWDWH�RI�SUHSDUHGQHVV�DQG�SRLQW�

out the fierce economic effect of hostilities:  

6LU��ZH�FDQQRW�JR�WR�ZDU�ZLWKLQ�VL[W\�GD\V«LW�LV�LPSRVVLEOH�WKDW�ZH�FDQ�JR�WR�ZDU�DW�WKH�H[SLUDWLRQ�RI�WKH�

embargo. I speak sir of an active, offensive war; such a war as that is wholly out of the question. 

Mr. Bleecker further expressed his dismay: µI cannot believe, that we are to commence the war 

without any of the means for carrying it on; without an army, without a naval force, without 

PRQH\«¶
25

  

While Bleecker and likeminded individuals were concerned with the economic impact of 

war, the prevailing view was that American prosperity combined with the undeniable need for 

war during the first half of 1812 would ensure victory. Prominent representatives such as John 

Calhoun of South Carolina, Joseph Desha and Henry Clay of Kentucky, and Nathaniel Macon of 

North Carolina ORXGO\�PRFNHG�WKRVH�OHJLVODWRUV�ZKR�DUWLFXODWHG�FRQFHUQV�IRU�WKH�QDWLRQ¶V�

financial capacity.
26
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These types of pronouncements justified the fever for war and greatly influenced Congress as a 

decision-making body.
30

  

In this combative political environment, Congress considered commercially restrictive 

policies as well as issues pertaining to military expansion. The legislature was quite aware of the 

obvious implications for financial resources as members contemplated a larger army, a naval 

buildup, and whether or not to allow trade with Britain as the nation grew nearer to conflict, but 

legislators appeared uncertain regarding the meaning of their votes. Was a vote for the measure 

under consideration the equivalent of a vote for war? Related to the pre-war embargo, Felix 

Grundy, Republican of Tennessee, alluded to multiple discussionV�UHJDUGLQJ�WKH�SRVVLELOLW\�RI�µa 

relapse into the old commercial restrictive system as a substitute for war¶ to assert that Congress 

was not yet voting for or against war.
31

 To regain control over a congressional discussion 

pertaining to foreign relations in early May, Calhoun went to so far as to remind legislators that 

the question of war was not a subject under consideration.
32

 Even Madison voiced some 

ambivalence regarding the motivation for a renewed policy of embargo, mentioning to Jefferson 

as late as April 1812 that such an action might raise British awareness of the specter of war with 

the United States and help to avert hostilities. Interestingly, the president felt that, in order to be 

effective, such a policy required three to four months period of implementation.
33

 As 

monumental as it must have seemed in late spring, the vote for war had yet to occur.
34

 

As Congress debated the purpose of their votes, telling financial pressures were emerging 

months before the war began. In March, Congress passed a loan measure in the amount of $11 

million dollars. Unfortunately, banks and individuals did not support the loan as anticipated and 

the full amount was not subscribed. (The December 1812 annual report revealed that, of the $11 

million, only a little more than $5.8 million had been subscribed.) A month after the passing the 
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loan measure, Congress enacted a 90-day embargo to restricting American-British trade as a final 

gesture of warning. Perhaps most significantly, legislators debated the merits of treasury notes 

just before the war declaration in June.
35

  

Treasury notes, paper debt instruments that were sold to the public and had the potential 

to act as a sort of currency, were one of the few options available to quickly increase revenue. As 

a result, congressional discussions often became a forum for the expression of traditional fears 

about paper money.  William W. Bibb, a supporter of the treasury note bill and Republican of 

Georgia, mocked the rhetoric of the Jeffersonian tradition connected to paper money and his 

statements highlighted the intensity of fear triggered by paper and debt in the past:  

«WKH�SHRSOH«ZHUH�WROG�WKDW�YLUWXH��PRUDOLW\��DQG�UHOLJLRQ�ZRXOG�EH�GULYHQ�IURP�WKH�ODQG��WKDW�DOO�SXEOLF�

DQG�SULYDWH�FRQILGHQFH�ZRXOG�EH�GHVWUR\HG��WKDW�WKH�%LEOHV�ZRXOG�EH�FRPPLWWHG�WR�WKH�IODPHV«QRQH�RI�

these things came to pass.  

Rather than moving to resolve financial issues and prepare for conflict, congressional discussion 

about treasury notes looked back to the arguments of the 1790s.36 Financial policy debates were 

complicated with present arguments enmeshed in past controversies. 

Representative Alexander McKim, Republican of Maryland, attempted to bring attention 

to the practical needs surrounding the issue of treasury notes when he said���µwar cannot be 

carried on without money.¶ He, then, very simply described the methods available to Congress to 

fund the war: taxes and loans.  In his estimation, treasury notes were loans to the government, 

and crucially necessary.
37

  AsNLQJ�ZKHWKHU�&RQJUHVV�LQWHQGHG�µefficient war, with a sagacious 

enemy, without revenue, without taxes,¶ 
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contemplate the problematic nature of passing loan measures apart from considerations of 

repayment.
38

 Despite the opposition of Mr. Gold and others, the treasury note issue was enacted 

on June 30, 1812.

3 8
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Encompassing direct taxation, increased duties, carriage and liquor duties, and myriad others, 

Bacon encouraged Congress to create a comprehensive taxation plan that would improve the 

state of revenue.
42

  Each bill was read twice and put aside.  Immediately, Representative 

Jonathan Roberts, Republican of Pennsylvania, rose to argue that it was unnecessary to debate 

and pass tax policy during the session.  He assured his colleagues that Secretary of Treasury 

Gallatin felt that the issue could wait, and that because there was no particular urgency, taxation 

should be tabled and discussed again during the November session.
43

 Roberts presented a 

UHVROXWLRQ�WR�GHOD\�GLVFXVVLRQ�RQ�HDFK�RI�%DFRQ¶V�WKLUteen bills.  After some debate, the House 

concluded WKDW�µno great evil would ensue from postponement,¶ and believing the issue of 

taxation relatively unimportant in June and July and too intricate to craft quickly, Congress 

decided to wait until the November session to discuss it again.  The House voted 72 to 46 to 

postpone the question of taxation until the legislative body met again, and adjourned on July 6, 

1812, departing when Gallatin was facing one of his most disheartening moments, the debacle of 

the fall campaign.
44

 

Almost four months passed without congressional action related to the natiRQ¶V�ILQDQFHV��

and when legislative body reassembled on November 2, 1812, its members were preoccupied 

with many other issues. Congress seemed unaware of the threat of future financial crisis as the 

legislative body splintered over issues such as payments to the army, merchant bonds, naval 

increases, and the need for additional military force.  The subjects of loans, treasury notes, and 

taxation were not again discussed until 1813.
45

 

The latter half of 1812 was a time of intense disagreement in Congress. The 1812 

presidential election exacerbated political divisions, while simultaneously, policymakers 

grappled with the implications of military defeat and inadequate resources.
46

 In January 1813, 
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Congress considered the possibility of another war loan and an additional issue of treasury notes 

to ease the coming financial struggle.  Regarding taxation, Congress again broached the topic, 

but adjourned on March 3 without enacting tax policy. In the final analysis, neither the 

legislative nor the executive branches were able to meaningfully work together to develop a 

comprehensive financial plan to get the United States through the war without experiencing 

financial duress.  

FoU�DOO�RI�0DGLVRQ¶V�VDJDFLW\��KH�ZDV�UHPDUNDEO\�VLOHQW�UHJDUGLQJ�WKH�ILQDQFLDO�

consequences of war policy.  At a time when national government most needed direction in 

developing satisfactory financial policies, Madison did not directly exert his leadership in these 

matters, but rather, relied on Gallatin to represent executive leadership, even though the treasury 

secretary was a politically vulnerable figure and not trusted by an important contingent within 

Congress. Many legislators were dismissive of GallDWLQ¶V�VNLOOV�DQG�actively sought to undermine 

his ability to lead.
47

 

Perhaps Madison was simply too preoccupied with urgent concerns and incompetent 

leadership within his administration to concentrate his energy on the financial condition of the 

country.  Animosity between the secretary of the treasury and the secretary of war meant that 

coordination of funding and implementing policy would be a constant source of strain. Certainly, 

mismanagement at the highest levels of government created an atmosphere of doubt and distrust, 

and resulted in wasted resources.
48

   

Speaker of the House and vocal Republican Henry Clay provided a notable commentary 

on 0DGLVRQ¶V�OHDGHUVKLS�DIWHU�REVHUYLQJ�WKH�ILUVW�VL[�PRQWKV�RI�ZDU.  In a letter to Caesar A. 

5RGQH\��0DGLVRQ¶V�$WWorney General u
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months of fighting and American defeat, Gallatin fully realized that his formerly sanguine 

assessment of the state of American wartime finances had been misguided.
53

 

As the year 1812 demonstrated, financing the war was a difficult experience for a many 

reasons. Jeffersonian thought emphasized the importance of fighting a war with limited means 

and, in the years prior to conflict, Secretary of Treasury Albert Gallatin had prioritized debt 

reduction rather than financial preparation. Additionally, leadership promoting war relied on an 

overly optimistic view of American capability based on 1807 plans advocating a successful 

invasion of Canada and assuming the existence of the Bank of the United States.  By the end of 

1812, Gallatin realized that America was in a tenuous position and saw little purpose in 

remaining at the treasury department.
54

  

Much has been written about the perceived absurdity of the War of 1812 in terms of 

obfuscated causes, strange timing, DQG�WKH�ZDU¶V�VHHPLQJ�insignificance and outcome.
55

 It does 

not help that national leadership at the time found it difficult to identify cause, purpose, and 

goals. One week before delivering his war message, no less than President Madison indicated 

WKDW�³WKLV�EXVLQHVV�>RI�ZDU�KDG@ EHFRPH�PRUH�SX]]OLQJ´�DQG questioned whether war with 

England or France was more appropriate.
56

 While the state of American finance reflected this 

FRQIXVLRQ��DQDO\VLV�RI�WKH�HUD¶V�ILQDQFLDO�KLVWRU\�DOVR�SRLQWV�WR�the overall significance of the War 

of 1812. The near catastrophic failure of wartime finance exposed American vulnerabilities and 

became a pivot point in the development of financial and economic understanding. Discourse 

related to national finance sheds OLJKW�RQ�WKH�SRZHU�RI�-HIIHUVRQ¶V�LQIOXHQFH�DW�WKH�EHJLQQLQJ�RI�

the war effort, while the experience of war 
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essential component of a modern financial system.
58

 In the final analysis, the war became a 

fulcrum through which national leadership appreciated anew the dichotomy between ideological 

rhetoric and practical necessity.  

Representative Abijah Bigelow expressed what Gallatin was surely at least partially 

thinking with regard to the state of American finances at the end of 1812. Mr. Bigelow surveyed 

military losses and commented on the financial condition of the United States Treasury with this 

statement��µAn empty Treasury to be replenished by naked loans is but an ill omen of success.¶
59
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Jefferson (WTJ), ed. Paul Leicester Ford, vol. 9, (New York: G.D. Putnam and Sons, 1904-5), 

193-200. Jefferson defined Republican tradition and identified the elements of the tradition that 

bears his name throughout his 1801 inaugural address. These ideas formed the basis of much of 

the national discussion surrounding war finance. 
6
 James Madison to Thomas Jefferson, April 3 and April 24, 1812, James Madison Papers 

(JMP), Series 1, Library of Congress-American Memory Online. Madison discusses passage of 

the last attempt at coercion as a sole strategy prior to war. For a slightly different perspective, see 

'RQDOG�+LFNH\��µ$PHULFDQ�7UDGH�5HVWULFWLRQV�GXULQJ�WKH�:DU�RI�����¶��The Journal of American 

History, vol. 68, no. 3 (Dec., 1981), 517-538. Professor Donald Hickey points to the Republican 

use of trade restrictions as weapons of war, making the case that 0DGLVRQ�µsought to strengthen 

the restrictive system¶ even as the war progressed.  
7
 Annals of Congress, House of Representatives (AC-H ), First Congress, Second Session, 1194. 

In the 1790s, Rep. Fisher Ames of Massachusetts expressed the concerns of many in leadership 

SHUWDLQLQJ�WR�WKH�SUDFWLFDO�PDWWHUV�RI�ILQDQFH��³7KH�VFLHQFH�RI�ILQDQFH�LV�QHZ�LQ�$PHULFD��D�
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reimbursable by instalments [sic], and at fixed periods, after the return of peace, must constitute 

the principal resource for defraying the extraordinary cost of war.¶  
12

 Albert Gallatin to Joseph H. Nicholson, July 17, 1807, WAG, vol. 1, ed. Adams, 339. A few 

days after his letter to Nicholson, Gallatin wrote Thomas Jefferson, identifying the U.S. locations 

WKDW�WKH�%ULWLVK�ZRXOG�OLNHO\�DWWDFN��,Q�DGGLWLRQ�WR�D�EULHI�QRWH��KH�DXWKRUHG�D�³0HPRUDGXP�RI�

Preparatory MeasXUHV´�WKDW�GHWDLOHG�PLOLWDU\�QHHGV�DQG�H[DPLQHG�WKH�LPSRUWDQFH�DQG�QHHGV�RI�

offensive operations in upper and lower Canada. Albert Gallatin to Thomas Jefferson, July 25, 

1807, WAG vol. 1, ed Adams, 340-355. 
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 µ)LQDQFHV¶��1RYHPEHU����������ASP Finance 2: 248. 
14

 ,QWHUHVWLQJO\��ERWK�WKH������OHWWHU�WR�1LFKROVRQ�DQG�*DOODWLQ¶V�DQQXDO�UHSRUW�PDNH�PHQWLRQ�RI�

the Bank of the United States.  For more information about the first Bank of the United States 

and the functions it fulfilled, see: Bray Hammond, Banks and Politics in America from the 

Revolution to the Civil War (New Jersey, Princeton University Press, 1957), 114-143; Edward 
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States (Cambridge, Massachusetts: Harvard University Press, 1978). 
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 µ)LQDQFHV¶��1RYHPEHU������������ASP, Finance 2: 497.  In relating the state of the public debt 

to the potential for war, Gallatin noted that the couQWU\¶V�SURJUHVV�³SURYHV��GHFLVLYHO\��WKH�DELOLW\�

of the United States, with their ordinary revenue, to discharge, in ten years of peace, a debt of 

forty-WZR�PLOOLRQV�RI�GROODUV�´��*DOODWLQ�GLG�PHQWLRQ�LQ�D�ODWHU�SDUW�RI�WKH�UHSRUW�WKDW�MXVW�EHFDXVH�

the United States could pay off such a sum did not mean that the country should borrow to that 

extent in time of war.  He also noted that foreign nations would probably not loan funds to an 

embattled America. 
17

 Ibid., 495. 
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 Ibid., 497.  
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 µ,QFUHDVH�LQ�5HYHQXH¶, ASP, Finance 2: 523.  
20

 Ibid., 524-527.  See also Gallatin to Ezekiel Bacon, dated January 10, 1812. 
21

 Ibid., 524. 
22

 Ibid. 6HH�DOVR�*DOODWLQ¶V�OHWWHU�WR�-HIIHUVRQ�GDWHG�0DUFK�����������WAG��YRO����������µ:LWK�

respect to the war, it is my wish, and it will be my endeavor, so far as I may have any agency, 

that the evils inseparable from it should, as far as practicable, be limited to its duration, and that 

at its end the United States may be burdened with the smallest possible quantity of debt, 

perpetual taxation, military establishments, and other corrupting or anti-republican habits or 

LQVWLWXWLRQV�¶ 
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 Annals of Congress, House of Representatives (AC-H), Twelfth Congress, First Session, 521. 
24

 Ibid., 631-635. 
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 Ibid., 1380. 
26

 Ibid., 478-9, 488, 599, 664, 139���'HVKD��+RZ�FRXOG�µ«D�FRXQWU\�VR�H[WHQVLYH�DV�$PHULFD��VR�
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QDWLRQDO�SULGH«QRW�EH�ZLOOLQJ�WR�EH�DW�WKH�H[SHQVH�RI�VXSSRUWLQJ�WKHLU�ULJKWV"�&LWL]HQV�FDQQRW�
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treasure²KRQRU�¶�0DFRQ��µ/HW�WKH�ZRUVW�FRPH�WR�WKH�ZRUVW��ZH�NQRZ�ZKDW�to do. We once 
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