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Introduction

Much of the business of [the United States] is to-day done on credit
through what is known as the Open Book Account System . . . Often
the promise to pay is merely implied. Orders are placed most generally
without any definite promise to pay. The transaction is largely one of
faith, supplemented by information the seller has as to the character,
reputation, financial standing and ability of the buyer to pay.

—CHARLES A. MEYER, MERCANTILE
CREDITS AND COLLECTIONS, 1919

This book is a history of how creditworthiness was determined and com-
municated in the United States from the 1830s to the 1920s: that is, how
what is now called “transparency” in credit transactions became a vital el-
ement of American business culture. I am concerned here primarily with
mercantile credit, offered by wholesalers to retailers throughout the coun-
try. Mercantile credit was employed to move goods to and between dis-
tributors: from manufacturers to wholesale middlemen—importers, jobbers,
factors, commission merchants, and the like—and from these middle-
men to retailers. The book is much less concerned with bank or consumer
credit.

I begin with six propositions corresponding roughly with the six chap-
ters of the book:

First, British assumptions and customs crossed the Atlantic and became
embedded in American trade practices. They included a strong willingness
to use mercantile credit as a way to make up for the lack of specie (coined
money) and as a means to attract and keep customers in a competitive
business environment. Mercantile credit tended to bind sellers and buyers
together in a trading relationship characterized by mutual flexibility—an
especially important quality in an unstable and undeveloped economy.

Second, the credit-reporting firm (the best-known being Dun and
Bradstreet) was invented in the United States. It represented a radical
break from traditional closed networks, both in the United States and
other countries. This new institution changed the cultural assumptions
about business transparency.

Third, nineteenth-century creditors used a method for assessing risk

1



2 Introduction

that was based on a narrow, specific set of “character” traits, all of which
gave an indication of borrowers’ ability and willingness to pay their debts in a
timely manner. Credit reporters did not tend to scrutinize other traits, such
as church attendance, sexual behavior, or membership in organizations, that
were purely social or political in nature. Gender was central to credit ap-
praisals; some criteria—most notably the quality known as “energy,” or the ten-
dency to be aggressively enterprising—were valued differently in men than in
women. For blacks, race was a fundamental criterion, and it was clearly indi-
cated in nearly all the credit reports on black enterprises. But assessments of
gender and race were subject to the larger set of traits—honesty, punctuality,
sobriety, and thrift being the most important—that were used to assess all
businesspeople.

Fourth, ideas about transparency were resisted by many in the business
community. A case study of American Jewish merchants reveals how the
increasingly powerful credit-reporting agencies declined to grant legiti-
macy to closed networks and “secretive” business practices.

Fifth, the idea of transparency took several decades to attain maturity
and legitimacy. In the 1870s and 1880s, growing numbers of subscribers
and increasingly favorable court decisions signaled an important shift in at-
titudes: the desire among creditors for more transparency had largely over-
come their concerns about the strict accuracy of credit reports. In 1896 the
establishment of the National Association of Credit Men (NACM) marked
the professionalization of the credit-granting function. The new associa-
tion officially endorsed the move toward greater transparency, and it lob-
bied for more sharing of debtors’ payment records among creditors. After
World War 1, and despite much internal debate, the association succeeded
in establishing a national bureau in Saint Louis for the exchange of do-
mestic credit information and the Foreign Credit Interchange Bureau for
suppliers wishing to sell internationally.

Finally—and here I leave the historical account and speculate a bit about
the future—the establishment of American-style business credit reporting
to developing countries will likely involve a process of legitimization, sim-
ilar to the one that the United States itself experienced during the nine-
teenth century.

Throughout this book, I use the word “wholesaler” as a generic term de-
noting any business that sold to retailers or other distributors rather than to
the final consumer. In reality, many different types of middlemen performed
that function during the nineteenth century. Importers were the first link
in the distribution chain, and they sold goods in bulk. Jobbers bought from
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the importers and in turn sold to commission merchants, brokers, factors,
and—in smaller lots—to retailers. (In 1860 jobbers handled at least 80 per-
cent of all dry goods.) Commission merchants tended to specialize in one of
a few lines of goods. They sold either on their own account—that is, they
bought the goods outright—or on a commission basis, wherein the original
seller retained title to the goods until they were sold. Brokers and factors op-
erated entirely as middlemen and did not sell on their own account. Instead,
they dealt in one or more lines of goods and made a commission on the
sales.!

Most wholesalers based their decisions about ofters of credit on written
recommendations, applicants’ testimonies about the condition of their
businesses, and insights that were based on the applicants’ appearance and
manner. A wholesaler weighed other considerations, too, including the
amount of credit he himself had already extended during the buying sea-
son. He also relied on whatever crude guesses he could make about what
the state of the local, regional, and national economies was likely to be
when payments came due in four to eight months’ time.

By the 1850s, many New York wholesalers subscribed to the services of
the Mercantile Agency, founded in 1841 by abolitionist Lewis Tappan. The
Merchantile Agency later evolved into Dun and Bradstreet, the largest in-
stitution of its kind in the world. In its early years, the firm provided to
subscribers confidential credit reports on what was known as the “country
trade”—retail merchants operating in small towns and villages throughout
the United States and its territories. No written assessments were pro-
vided. Instead, wholesalers dispatched their “confidential clerks” to the of-
fices of the Mercantile Agency, located on the corner of Hanover and
Exchange streets in lower Manhattan. Agency clerks read the information
contained in large, sheepskin-bound ledgers to the wholesalers’ clerks,
who scribbled the sometimes patchy bits of data into small notebooks to
take back to their employers.? As the system grew and became more so-
phisticated, the credit ratings of individual buyers could be checked by re-
ferring to a published volume. The Bradstreet agency, an early competitor
of the Mercantile Agency, issued the first such reference book in 1857.

It was not by accident that firms such as the Mercantile Agency first ap-
peared in New York. (Bradstreet moved there from Cincinnati in 1855.)
In the 1850s New York City handled five-sixths of the country’s textile
imports, or about $100 million out of a national total of $120 million. So
complete was New York’s dominance that even the New England textile
manufacturers sent a large portion of their goods there rather than to
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nearby Boston. Drawn by the unmatched assortment of clothing and tex-
tiles, the country merchants took the opportunity to stock up on other
items demanded by their customers back home, including dry goods, gro-
ceries, hardware, iron and crockery, drugs, hats, shoes, books, millinery,
jewelry, saddles, and hides.?

Financial information provided by credit applicants was restricted to their
“worth,” a vague figure based on the “unencumbered” real estate, cash,
personal property, and merchandise they owned. Wholesalers in New York
and other large cities knew that applicants needed a quick response but ver-
ifying an individual’s credit history was difficult and time-consuming. Al-
though the telegraph was in wide use by the 1850s, it was neither cheap
nor convenient enough to use for routine credit investigations.* Nor were
there wholesaler associations that shared information on customers’ pay-
ment histories among members. Even checking references located in the
same city as the wholesaler was out of the question. Few wholesalers could
spare their own or their clerks’ time for such errands, and fellow suppliers
were themselves likely to be too busy to cooperate fully. Obviously, check-
ing out-of-town references would take even longer—weeks, perhaps even
months.

The question facing any wholesaler was simple but critical: which appli-
cants deserved credit? The answer could be none, some, or all. But any de-
cision involved risk, because almost every potential customer presented at
least some cause for concern. Very few applicants could be rated “A-1,” a
designation reserved for those who had superlative reputations and who
already possessed substantial wealth. Yet it was never in the wholesaler’s
best interest to reject all applicants who failed to conform to an ideal standard
of creditworthiness. Doing so would have been tantamount to commer-
cial suicide by the wholesaler. During periods of strong business confi-
dence, an unsuccessful applicant could likely find credit with another of
New York’s many wholesale houses. A city directory published in 1846 listed
91 wholesalers specializing in dry goods, 86 in flour and other produce,
8 in domestic hardware, and 317 in “general lines.” Even taking into ac-
count the businesses that appeared in more than one category and were
therefore counted twice, these numbers represented an impressive array of
suppliers and potential creditors; and, as was true of all city business direc-
tories of the period, the lists were by no means exhaustive. Of the hun-
dreds of wholesalers operating in New York City, many could be found
who were not meticulous in their investigations or who were more willing
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to take risks on new applicants. Several even sent “drummers” to the city’s
hotels to solicit business from visiting country merchants.”

Aggressively recruiting new customers could be a useful strategy be-
cause, as every wholesaler knew, no customer base was completely stable.
Most retail businesses did not last long. They ecither failed outright, or
their owners decided for various personal reasons to close up shop. So, al-
though a wholesaler might have a core group of reliable customers who
accounted for a large portion of its sales, it could never take them for
granted. “The circumstances of our present business,” the Philadelphin
Merchant observed in 1856, “would absolutely compel wholesale dealers
to solicit trade. The supply of goods of every variety is abundant, in our
Eastern marts, for the wants of our whole country—the capital invested in
trade is immense, and the number of people engaged in business so great
that competition in every branch of trade is inevitable. All are anxious to
sell, of course—to secure and retain good customers.”® A wholesaler wish-
ing to prosper, therefore, continually had to replace the customers it lost
through attrition and competition and to risk extending credit to individ-
uals who might or might not become repeat customers. Was the risk of not
getting paid worth losing a new customer—even one with a flawed credit
record?

The decision to extend credit, moreover, had to be revisited throughout
the duration of the trading relationship. Because economic and trade con-
ditions changed constantly, so too did the risk. Creditors were obliged to
monitor their accounts and take appropriate actions based on the circum-
stances of specific debtors. Many elements determined whether the whole-
saler would prosper: his ability to make quick and accurate decisions about
applicants’ creditworthiness at the point of sale, his effective monitoring of
the riskiness of the accounts throughout the trading relationship, and his
collection of payments in a timely manner.

During the spring and fall buying seasons, wholesalers collectively made
thousands of decisions involving mercantile credit every day. By the mid-
nineteenth century, the American economy spanned the country and en-
compassed hundreds of new towns and villages. The rapidly expanding
population clamored for store-bought goods. Sensing opportunity, nu-
merous individuals set up stores to fill the demand. Some were experi-
enced and able, others considerably less so. But almost all applied to buy
goods on credit from wholesalers who were obliged to decide, in the lingo
of nineteenth-century commerce, whether or not to “trust” them.
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“Trust” and “Transparency”

In the burgeoning American economy of the nineteenth century, “trust”
did not refer primarily to the personal ties that gave members of small and
tightly knit groups the confidence to trade with one another. Instead, as
business writers of the time understood the term, trust denoted the will-
ingness of creditors to risk their capital on potential borrowers who might
not be well known to them and who might or might not become repeat
customers. Trust was a desirable virtue not only because it cemented the
bonds between citizens but also because its existence resulted in higher
levels of commerce. The prominent lawyer Daniel Lord expressed this idea
in a lecture he gave at the Mercantile Library Association of New York in
1839: “In the operations of a rich and rapid commerce, great confidence
must be often reposed in others, without the minute caution necessary to
a perfect protection against fraud or unfairness. Commerce . . . is unwill-
ing to linger at every stopping place, to turn from every small obstacle and
to distrust every one whom she meets. She fears that were she obliged so
to do, one half of her vigor would be lost.”” In other words, trust was a
functional component of the entire national economy.

Information was vital to the establishment and maintenance of trust.
Today mechanisms that facilitate the sharing of credit information include
credit-reporting agencies, credit information bureaus, and trade associa-
tions. In the United States, the credit-reporting agency (or, more cor-
rectly, the credit-reporting firm) was the first to appear in the 1830s.
Precisely why it was able to take root and flourish on American soil had to
do with a combination of historical factors. Most important were the coun-
try’s high immigration rate, its recent settlement, and the high geograph-
ical mobility of its population, all of which discouraged stable information
networks from forming.

In Britain, the country whose business assumptions and practices most
closely resembled those of the United States, credit reporting was done by
trade protection societies. These were closed groups—such as the Society
of Guardians for the Protection of Trade against Swindlers and Sharpers,
established in London in 1776—whose members agreed to provide infor-
mation exclusively to other members on a confidential and not-for-profit
basis. The United States, by contrast, developed a system of credit report-
ing in which information on individuals and businesses throughout the
country was collected and disseminated by profit-seeking firms. They made
their products and services available to any creditor willing to pay for
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them. Rather than cooperating with one another (as the British societies
eventually did), American firms competed for subscribers.

The new organizations relied on existing and widely held business norms
for their method of risk assessment. To gauge the trustworthiness of bor-
rowers, the agencies adopted the qualitative standards on which Anglo-
American creditors had long depended. These standards were expressed in
a language steeped in assumptions about correct moral behavior. Yet, cru-
cially, the criteria the agencies used were not broad and vague but narrow
and precise. In addition to considering individuals’ capital resources and
their business skills and experience (“capacity”), the agencies sought to
discover whether individuals were honest or dishonest, punctual or tardy
with payments, thrifty or extravagant, energetic or slothful, focused or un-
focused. Agencies inquired about a borrower’s vices but restricted the in-
quiry largely to drinking and gambling. Agencies wanted to know, too,
about the borrower’s age and marital status. All of these traits had one
thing in common: they tended to affect borrowers’ liquidity and their per-
ceived willingness to pay their debts in a timely manner. Character traits
that had little bearing on liquidity—for example, church attendance—
were seldom noted. Knowing how to read the specific signs allowed cred-
itors to gauge the risk that particular individuals presented.

The criteria functioned as a set of clear, simple, and consistent rules by
which to calculate risk—qualities that were critical to their wide applica-
tion. The rules became self-reinforcing: the more people relied on them,
the more indispensable they were perceived to be. Nor did the method
change markedly over the course of the nineteenth century. Analyzing the
credit reports and business literature from the 1830s to the end of the cen-
tury leaves one with a striking impression of continuity: a merchant in
1830 would have had little trouble grasping the method for assessing risk
that credit manuals began to formalize and codify only toward the end of
the century.

Shared rules and norms arise most easily in homogeneous societies. In
countries populated by recent immigrants, the process of achieving a
shared culture can involve a high degree of coercion. American creditors
and agencies pressured all credit applicants to prove their adherence to
certain business norms. In addition to honest behavior and punctual pay-
ment of debts, the norms increasingly included the idea that individuals
should make their financial statements and record of past behavior avail-
able to both current and prospective creditors. Business owners, in other
words, were forced to make their situations more transparent. Nineteenth-
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century businesspeople did not use the term “transparency”; in this work,
I use it mainly in the sense provided by one reliable Web-based dictionary:
“the full, accurate, and timely disclosure of information.”® Yet transparency
implies something more. As the recent history of markets and public insti-
tutions suggests, the term does not refer merely to the availability of more
or better information. Rather, transparency is achieved only after prolonged
negotiation between those seeking information and those providing it.
The former most often employ coercion and persuasion to overcome the
resistance of the latter.

Such was the case with mercantile creditors, credit-reporting firms, and
business owners in the United States. Whereas ideas about mercantile
honesty, punctuality, and thrift were uncontroversial, there arose strong
opposition to the idea of making widely available information that tradi-
tionally had been private.” The resistance was partly sectional in nature, for
mercantile creditors and credit-reporting firms were overwhelmingly lo-
cated in the northeast. Southern newspapers were particularly vehement
in denouncing the new credit-reporting agencies as instruments of espi-
onage. In part, too, the reluctance to share information was rooted in a
traditional sense of propriety and independence—the idea that individuals’
conduct of their business and personal lives should not be subjected to
scrutiny by outside parties.

Resistance also had an ethno-religious dimension, especially among im-
migrant Jewish merchants, the only group that succeeded in establishing its
own systems of mercantile distribution. Jewish businessmen tended to balk
at answering the prying questions of credit agency correspondents and re-
porters. Preferring opacity and closed networks, Jewish merchants fre-
quently declined to share information on their finances and operations, and
their reputations suffered accordingly. (When Jewish businesspeople did
cooperate, the reports on their businesses typically became more positive.)

Ultimately, the powerful entities located in the country’s largest com-
mercial centers succeeded in imposing their values and methods on a pop-
ulace too weak to resist. This historical phenomenon might accurately be
labeled hegemonic; yet it is hard to deny that a shared way of doing busi-
ness can have enormous benefits. Reduced transaction costs are only the
most obvious. Equally important, a business culture that relies on widely
held norms and rules rather than personal ties and develops a willingness
to make information widely available possesses the advantage of scalability:
the standards can be used to assess a wide array of trading partners outside
of one’s own family, religious or ethnic group, or other narrow network.
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Theoretically, a market based on a shared set of rules rather than on closed
networks should experience increased trade because the number of poten-
tial trading partners rises.

The Nature of Mercantile Credit

During the nineteenth century, wholesaling middlemen accounted for the
vast majority of mercantile credit. With increased industrialization, whole-
salers began to decline in importance, and the credit advanced by and be-
tween manufacturers began to account for a larger part.!?

Mercantile credit was not the loan of money but, rather, the advance-
ment of goods to a buyer in exchange for the promise to pay at some fu-
ture date. Terms were determined by the custom governing particular
lines of trade. The credit could take the form of an informal notation on
the seller’s books (known as open-account or book credit) or could be for-
malized as promissory notes, bonds, or bills of exchange.!! In most cases,
the buyer made no down payment, and the goods were not backed by col-
lateral. Mercantile creditors were thus “unsecured,” meaning that, legally,
their claims ranked behind those of banks and other secured lenders and
were among the last to be paid in the event of legal proceedings. Although
mercantile creditors could reclaim the unsold merchandise if the buyer de-
faulted and try to sell the goods themselves, they realized only a small frac-
tion of the goods’ value in this kind of sale. Creditors also paid the legal
and other costs for collecting bad debts, which further diminished the
amount they could recover from a defaulting customer.

Given the risks, why did so many sellers advance credit? The answer is
that they had little choice. Sellers might have preferred to operate on a
strict cash-and-carry policy but many consumers worked in agriculture,
and they needed time to earn money before they could pay retailers for the
goods. Credit terms typically ranged from four months to a year or longer,
giving farmers time to harvest and market their crops and then pay their
own retail creditors, who in turn became able to pay the wholesalers.

The business records of storekeepers in the Old South reveal that be-
tween two-thirds and three-quarters of their goods were sold on credit to
farmers. The ratio of cash to credit sales could change depending on the
season—buying on credit was more dominant during the fall and spring,
while cash sales increased during the summer—but credit sales typically
prevailed. Attempts to change to a strict cash policy were periodically
made, but they invariably did not last, even when retailers offered steep
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discounts for cash purchases. (Some “cash” customers, moreover, actually
paid with produce, goods, or services.)!?

The idea that credit was an integral part of sales explains why mercantile
creditors tended not to charge interest explicitly during the agreed-upon
period of the loan. The fact that much lending took the form of book debt,
an informal and unstructured arrangement, also discouraged the charging
of interest. Instead, sellers implicitly factored the costs of selling on credit
into the price of goods and charged interest explicitly only if the debtor
missed the payment date.!® Even then, sellers tended to charge a relatively
low rate. When the economy matured and the amount of surplus cash in-
creased, custom and competitive pressures continued to embed mercantile
credit into the selling process.

Antebellum Americans fully recognized their peculiarly high depen-
dence on credit: “In every commercial country there is necessarily a sys-
tem of credit,” observed one manual on bankruptcy, published in Boston
in 1835, “and in no country has personal enterprise . . . pushed this sys-
tem to a greater extent, than has been witnessed in the United States.”!*
“We all owe each other,” stated another observer in the 1850s, “and so far
is it possible for us to live on mere credit and nothing else, that when a
great merchant fails, nobody is astonished that for years he has been sus-
taining an establishment, equipage, and what not, on borrowed capital.”!®

Ambivalence about the easy availability of mercantile credit character-
ized the public discourse on the subject in both Britain and America. Yet
almost without exception, those who studied the workings of mercantile
credit concluded that it multiplied trade. Daniel Defoe made the observa-
tion in The Complete English Tradesman (1726), as did John Stuart Mill in
Principles of Political Economy (1848). Mill denied that mercantile credit
was capital conjured up from nothing, as some contemporaries claimed;
rather, it allowed existing capital to be more productively employed. An
individual who has little capital “but who has qualifications for business
which are known and appreciated by some possessors of capital” could ob-
tain goods on credit. In this way, his “industrial capacities” were “made in-
strumental to the increase of the public wealth.” The wide availability of
mercantile credit instruments allowed Britain to transact an immense
amount of business with only a small amount of precious metals—a strik-
ing contrast to countries like France, where the “habit and the disposition
to give credit” was not as “generally diffused.”!®

Mercantile credit was further distinguished from bank credit by its flex-
ibility (it could be renegotiated more easily) and decentralized nature,
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which made organized control and monopoly impossible. To a greater ex-
tent than bank credit, mercantile credit in effect bound creditor and debtor
together as informal partners. The relationship came to imply mutual re-
sponsibility, including the burden on creditors to educate borrowers about
good business practices.!”

Researching Mercantile Credit

The importance of mercantile credit to the American economy is undeni-
able, yet researching its history poses several problems. The first is the lack
of reliable aggregate statistics.!® Unlike the credit that flows between banks
and borrowers, there is something subterranean about the credit that busi-
nesses extend to one another. Moreover, the story of business credit has
no obvious contours because it lacks a focal point around which to struc-
ture a historical analysis and narrative. The phenomenon did not consti-
tute a series of discrete public events; rather, it occurred quietly and for the
most part invisibly, on the unremarked level of the day-to-day. The cur-
rents of this amorphous, underground spring were driven by millions of
individual decisions, for which surviving documentation is sparse and frag-
mentary.

Confining the analysis to the most prominent innovators is one possible
approach, and it leads inevitably to a focus on the Mercantile Agency (later
known as the R. G. Dun Company), founded in New York City in 1841,
and its competitor, J. M. Bradstreet, founded in Cincinnati in 1849. (The
two firms merged in 1933.) In the 1960s, Dun and Bradstreet donated a
number of early circulars, as well as over 2,000 of the R. G. Dun ledgers,
to Baker Library, at the Harvard Business School. Another collection of
circulars and other materials was donated in 2003.1° T have relied heavily
on these rich sources, but this part of my story is tilted toward the Mer-
cantile Agency and R. G. Dun because the carly Bradstreet files were less
well preserved. The circulars, as well as articles in the business press, hint at
the existence of many smaller competitors, the majority of them lasting for
only a short period before closing their doors. But they left few documents
and are today almost completely forgotten. Attorneys’ papers, published
manuals, business journals, and the archives of the National Association of
Credit Men (now the National Association of Credit Management) help
to flesh out the story of business credit granting.

The founding of the Mercantile Agency constituted one obvious water-
shed in the evolution of business transparency. Another was the Bradstreet
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agency’s publication in 1857 of the first credit-rating volume. Still others
were the court decisions affecting the credit agencies, and the formation in
1896 of the National Association of Credit Men. Yet to focus on water-
sheds would be to miss a significant dimension of this story, which was the
fundamental continuity of business assumptions throughout this period.
What was considered a bad risk in 1830 was still a bad risk in 1920, and for
much the same reasons, regardless of the infrastructural improvements and
legal changes that had occurred in the intervening years. However much the
meaning of the term “character” may have changed in the larger culture, its
business meaning remained constant. Judging from articles in modern trade
journals such as Business Credit, credit grantors still profess to hold many of
the same assumptions about business risk as their nineteenth-century fore-
bearers, despite the availability of ever-more sophisticated tools and models
for determining and communicating creditworthiness.



Mercantile Credit in Britain
and America, 1700-1860

Daniel Defoe—prolific pamphleteer, inventor of the English novel, and a
pioneer of modern journalism—was also a sometime merchant and twice
a bankrupt. To the end of his life, Defoe was plagued by debt. Yet The
Complete English Tradesman (a manual he wrote in his sixties, just after
the novels—Robinson Crusoe, Moll Flanders, and Roxana—for which he is
remembered), contained one of the first sustained justifications of mer-
cantile credit. In The Complete English Tradesman, Defoe outlined the
critical role credit played in the economic and moral development of Great
Britain.!

Writing in the decades after the Glorious Revolution, Defoe witnessed
the modernization of England’s financial infrastructure and the beginning
of its long rise to economic supremacy. An increasingly efficient English
state harnessed its citizens’ surplus capital for geopolitical ends: it success-
fully imposed and collected higher taxes and established a large and care-
fully managed public debt that financed, among other things, England’s
continuous warfare with France and Spain. Legislators and businessmen
created more sophisticated credit instruments, practices, and institutions—
including the Bank of England in 1694—that boosted the country’s al-
ready strong position in overseas trade.?

Like many mercantile advice books that preceded it, The Complete
English Tradesman warned against the dangers of credit, which Defoe
likened to a woman, fickle, difficult, and jealous.? But to classify this work
among advice books would be to misrepresent his larger intent, for The
Complete English Tradesman was part of a constellation of works, pub-
lished between 1724 and 1729, that outlined in detail Defoe’s grand
vision for England. Collectively, they constituted an economic and socio-
logical study of the English and the peculiar characteristics and advantages
that would lead to national greatness. Defoe unabashedly called for a form
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of economic imperialism—the aggressive expansion abroad of English
commercial structures and culture even at the expense of natives and other
European settlers.*

During Defoe’s lifetime, England’s already considerable dependence on
credit intensified, transforming its merchants into the world’s most sophis-
ticated users of credit instruments. Unlike nearly all of his contemporaries,
Defoe did not consider mercantile credit a necessary evil at best—and at
worst the cause of social instability and personal catastrophe. Rather, it was
an instrument for achieving individual wealth and, even more important,
national commercial glory. By using credit, “the flock of the kingdom in
trade is doubled, or trebled, or more,” he argued, leading to “infinitely
more business carried on.” A tradesman who began with only five hun-
dred or one thousand pounds’ worth of merchandise was able “to furnish
or stock his shop with four times the sum in the value of goods; and as he
gives credit again, and trusts other tradesmen under him, so he launches
out into a trade of a great magnitude.” Credit, Defoe concluded, “is the
foundation, on which the trade of England is made so considerable.” One
needed only to observe how “in those nations where they give no credit,
or not so much as here, the trade is small in proportion.”®

Defoe was well aware of the many deceptions that occurred in trade. His
manual contained numerous warnings against dishonesties of all kinds, in-
cluding a chapter titled “On the customary Frauds of Trade, which honest
Men allow themselves to practice, and pretend to justify.” Yet he also in-
sisted that honesty and mutual trust were ultimately what made mercantile
credit so widespread in England. English merchants “are rather honester
and fairer in their Dealings here, than other Nations, I mean than other
trading Nations.” Empirical proof of their honesty lay in the volume of
trade extended on nothing more than personal reputation. England was a
country where “a Man sells his Goods upon Trust . . . with the greatest
Tranquility and Ease of Mind in the World, and has as punctual and hon-
est Dealing, as if he had a Bond and Security for Payment.” Defoe traced
the webs of credit relationships tying the substantial manufacturers and
London wholesalers to the households that bought their goods. He esti-
mated that some two-thirds to four-fifths of all English trade was made
possible by credit.®

Defoe’s own experiences should perhaps have led him to different con-
clusions entirely. As a younger man, he had been involved in a number of
dubious transactions, borrowing money to invest in unworkable schemes
that included harvesting the musk of civet cats to sell to Dutch merchants.
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Trying to extricate himself from the failed enterprises, Defoe misled his
friends and long-suffering mother-in-law, in a pattern of deceit that wors-
ened the more the investments turned sour and the deeper he descended
into financial ruin.” Defoe’s novels also complicate his later pleas for hon-
esty and fair representation in trade: both Moll Flanders and Roxana pros-
per not through honest dealings but through misrepresentation and illicit
bargains. Yet, his own experiences and that of his novels’ heroines notwith-
standing, Defoe insisted that the high levels of trust underlying England’s
widespread use of credit was proof of the country’s advanced status as
a civilization. In linking capitalist values with moral development, Defoe
foreshadowed the arguments that reemerged a century later in the United
States, in the writings of Daniel Webster, political economists Henry Carey
and Calvin Colton, and numerous lesser proponents of liberal credit and
currency.?

British Practices

Daniel Defoe’s coupling of mercantile credit with economic and cultural
advancement may have been novel, but the use of credit instruments in
long-distance trade was already, by his lifetime, a centuries-old practice.’
Credit instruments, used primarily to transfer funds, were in wide circula-
tion by the early Middle Ages. Jewish and Islamic traders, for example,
used letters of credit (sufiaja) to transact business over long distances.
Large interregional trade fairs held in the Champagne region of France
during the twelfth century used a payments system centered on lettres de
fwire, which allowed merchants to settle their debits and credits at a later
fair. Soon after, there appeared what many historians consider the most
important financial innovation of the late Middle Ages—the bill of ex-
change, of which the earliest version was probably invented in Genoa late
in the twelfth century.!®

By the fourteenth and fifteenth centuries, the practice of assigning
(transferring) debts rather than coin for the settlement of other debts was
already common in overseas trade. Various instruments—including, for
example, the Italian #ratta—were not fully negotiable because medieval
law imposed restrictions; nor did they have the legal protections that bills
of exchange would be accorded in England beginning in the seventeenth
century. Nevertheless, M. M. Postan’s work on medieval trade and finance
definitively demonstrates the ubiquity of mercantile credit in England,
particularly in the wool trade. Merchants who dealt in highly exportable
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commodities such as wool, cloth, and wine used credit at every stage of
distribution, for up to 75 percent of their transactions.!!

The total amount of credit extended fluctuated according to economic
conditions and the supply of bullion brought in through overseas trade.!?
Most economists do not view these early credit instruments as having in-
creased the money supply. But by minimizing the use of specie, such in-
struments facilitated the movement of funds among trading partners and
increased the efficiency of existing money.!® By making goods available for
productive use even before the money to pay for them had been earned,
mercantile credit helped realize what John Stuart Mill later called the “in-
dustrial capacity” of entrepreneurs and workers.

Mercantile credit, in turn, made possible the retail credit extended by
traders and shopkeepers to final consumers. Recent research has estab-
lished the popularity of retail credit in England and the resulting high level
of household indebtedness beginning in the first half of the sixteenth cen-
tury. Retailers” account books reveal that many debts were tiny; the run-
ning accounts were regularly and partially paid oft, frequently in kind
rather than coin. Wealthy customers were allowed to run substantial debts
before paying them off because tradesmen wanted to defer to wealthy
clients’ privileged social positions and retain their business. Such credit
arrangements could work fairly well, so long as the accounts were compe-
tently managed and the economy remained stable. The opposite was often
the case, however, and English society struggled to adapt to the pressures
imposed by the new credit economy. In the seventeenth century, the num-
ber of legal disputes among retailers and households exploded. It reached
a high point around 1700 before falling again during the course of the
cighteenth century.!*

Of course, lending of all kinds was also on the rise. Large-scale lending
to the crown and investments in joint stock companies led to the emer-
gence of a money market during the late sixteenth century. A century
later, bonds and bank loans increased substantially, propelled by the Lon-
don goldsmiths and scrivener bankers who brought borrowers and lenders
together and paid interest on deposits.'®> Even so, mercantile credit consti-
tuted the largest source of trade financing. Eighteenth-century English
ledgers and account books indicate that the major portion of merchants’
assets consisted of accounts receivable, in the form of promissory notes,
bills of exchange, and book credit.'® Banking facilities, in fact, evolved
largely in order to provide discounting services, allowing merchants to use
credit instruments as money for paying their own bills.
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Merchants themselves provided capital to one another by taking advan-
tage of banking facilities to make bills of exchange more negotiable (that
is, more widely accepted as payment) and by extending credit liberally, on
longer terms.!” In short, British merchants opted to take on the attendant
risks of using mercantile credit rather than forgo opportunities. Historians
have acknowledged the mostly beneficial effects of this choice, which al-
lowed surplus capital to be used more productively and stimulated enter-
prise and change.!®

During the eighteenth century, British merchants came to rely on long
credits to a greater extent than the French or even the Dutch. In Holland,
almost all goods were sold on six weeks’ credit, with buyers responsible for
their own financing. Although instances of long credits occurred in France,
most mercantile lending there was probably confined to between three to
six months.!? The British, in contrast, extended long credits to help solve
the problem of an inadequate money supply. Interest rates in Britain indi-
cate that money was scarce relative to the growth of trade. From the late
seventeenth to the mid-eighteenth centuries, rates were close to twice
those charged in Holland: 5 to 6 percent versus 3 to 3.5 percent. Specie,
especially small-denominated coins, was hard to come by, leading one
writer to comment that “from a Deficiency of Money in our Nation have
proceeded the general Use and Length of Credit, which is such, that we
deal by Ink altogether, as if Money was a useless unfashionable Thing.”2°

Money and credit became much more available after 1730, as demon-
strated by the secular decrease in interest rates: the government borrowed
at 6 percent in 1700, but by the middle of the century rates fell to 3 or 4
percent.?! Yet periodic shortages still occurred, making long credits vital
to overseas trade. During the panic of 1772, according to the British-Dutch
banker John Hope, no British merchant could “borrow money under five
per cent. and no American or West Indian merchant can fulfill all the or-
ders of his correspondence, without asking credit of his [suppliers] till there
is time to expect his returns.” The result, he observed, was that credit
terms lengthened to between nine months and two years.??

Terms were generous not only because of custom or as a response to the
periodic shortage of money but also because credit had become a device
for attracting business and maintaining trade relationships.?® Guilds and
networks kept new entrants out of some markets but generally trade be-
came more open and competitive. In 1673, for example, the Eastland
Company lost its exclusive privileges in the wool export trade, as did the
Merchant Adventurers in 1689. Predictably, numerous new firms rushed
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into the market. Smaller and weaker than their more established rivals, the
new firms clamored for at least twelve months’ credit from their suppliers.
Apparently, these suppliers of goods were only too ready to comply. Dur-
ing the 1690s, claims arose that the large factors were monopolizing trade
by granting long credits. They may not have had a choice; those who
could or would not offer long terms risked losing customers to competi-
tors who would.?* In retail, too, the custom of extending credit became so
pervasive that tradesmen who refused to do so found themselves unable to
compete.?

Overseas trade gradually became more concentrated in the hands of a
few large firms, but the total amount of trade grew, with the North Amer-
ican and West Indian markets presenting particularly good opportunities.
In 1750, English exports to North America accounted for nearly 11 per-
cent of total exports. By the end of the century, British exports to North
America totaled £5,700,000, or just over 31 percent of exports. North
America was an especially important market for British cotton and woolen
textiles.?® The American War of Independence (1775-1783) and the
Napoleonic Wars (1803-1815) may have disrupted commerce, but they
also opened up opportunities for new firms.?” Credit became an even more
important weapon in the competition for customers. A few mercantile
creditors, such as the second- and third-generation English Quaker firms,
remained conservative in granting credit, but their newer Scottish, English,
and (later) American rivals used it more aggressively to court customers.?®

Reliance on bills of exchange increased markedly. Merchants in Antwerp
had enhanced the negotiability of foreign bills beginning in the 1500s;
soon, clearinghouses were established in the great trading fairs of Europe to
handle the instrument. By the seventeenth century, bills of exchange were
widely used to transfer funds, primarily via Amsterdam, the world’s most
developed capital market.?” Dutch methods may have migrated to England
with William of Orange; at any rate, bills of exchange soon flourished in the
hands of English merchants, who made the instruments even more nego-
tiable, subject to a complicated system of endorsements. (In contrast, the
French and Dutch continued to use bills of exchange more conservatively. )30
Key to the bills’ effectiveness was the general belief that they would be paid
when they came due, unlike informal book debts, which were more subject
to negotiation between creditor and lender. Defoe estimated that only
about 5 percent of book debts were promptly paid. In contrast, the terms
governing bills of exchange were “sacred in trade,” their repayment more
strictly observed even than that of bonds.3!
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The rigid repayment schedules accorded to overseas bills gradually trans-
ferred to domestic ones. These “inland” bills were not widely used before
1650, and even afterward, their use was confined to larger merchants or
members of the gentry.3? But at the beginning of the eighteenth century
the legal protection accorded to inland bills worth more than twenty
pounds rose to the level of foreign bills.33 As a result, bills of exchange be-
came more popular than promissory or bank notes in England’s domestic
trade. Even modest shopkeepers came to rely heavily on them, and the wide
use of bills of exchange helped knit together the country’s regional
economies. The bills” circulation was aided by the discounting facilities
provided by the Bank of England and the more traditional goldsmith-
bankers.3* Jacob Price estimates that by the early 1780s the bank was dis-
counting monthly some ten thousand overseas and domestic bills, worth
about 1 million pounds. (The actual number of bills in circulation was
much higher, because most bills never reached the bank.) Bills of exchange
helped launch the proliferation of country banks, established during the
late eighteenth century partly to help the existing system of mercantile
credit function more efficiently. When these banks began appearing, much
of their business consisted of discounting bills.3>

This is not to imply that bills of exchange were perfectly safe or opti-
mally efficient. The system of endorsement and acceptance, wherein mer-
chants vouched for each others’ capital strength, was not a foolproof
safeguard against default. Correspondence of the period indicates that
while astute individuals could master the system’s intricacies, many others
found it complex, even bewildering. Moreover, the bills increased mer-
chants’ interdependency, making the entire structure of credit more vul-
nerable to economic shocks. Yet neither the complications nor the
imperfect legal system seriously hindered the bills’ effectiveness. More-
over, their extended use enhanced London’s financial role because all bills
payable in Britain were required to go through the Bank of England or
one of the many merchant houses in the capital. Thanks largely to this re-
quirement, London came to surpass Amsterdam in the eighteenth century
as the center for European trade finance.3¢

Large merchants, rather than manufacturers or bankers, were key to the
functioning of this structure.3” They mobilized the surplus capital accrued
in the course of business or through inheritance and marriage, and the col-
lective decisions they made had a profound effect on the availability of mer-
cantile credit.?® Long credits were inherently risky, but these large creditors
helped stabilize the economy by refraining from a too-strict insistence on
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payments when unexpected downturns occurred.? Not all large creditors
practiced restraint, but those who did were motivated less by altruism than
self-interest, as happened during the panic of 1772, when some 25 percent
of bills in the Chesapeake tobacco trade were protested. (Protested, or “dis-
honored” bills triggered serious penalties: in addition to the face amount,
the drawer was liable for interest from the date of protest as well as the costs
of protest. Penalties for foreign bills were even harsher. In addition to inter-
est and costs, a charge of up to 20 percent of the principal was imposed.)*?
Most creditors demanded immediate payment of their outstanding debts,
but a number of the largest, and therefore the best equipped to practice re-
straint, relaxed their payment schedules until debtors could stabilize their
own financial positions and eventually pay up. Terms were extended by a
further three months to up to one year, depending on the line of goods,
subject to a 5 percent per annum rate of interest. Conversely, early pay-
ments were entitled to a discount.

The collective restraint averted panic and minimized the number of fail-
ures among the large suppliers and their customers. Joshua Johnson, an
American merchant who had moved to London to buy more advanta-
geously for his firm, arranged with his largest creditors to extend his
twelve-month obligations to fifteen or eighteen months and was charged
only 5 percent per annum for the extra time. Johnson’s large creditors
even allowed him to pay off some of his smaller and weaker suppliers first
to avoid being thrown into prison by these more desperate creditors.*!

Underlying and making possible the wide use of credit were the shared
assumptions governing credit practices, or what can be referred to as a
credit culture. As one historian has observed, weights and measures may
have varied across sixteenth-century England, but “the social mores of credit
and reputation were as common in London parishes as in rural Derbyshire
or the north Norfolk coast.” Local courts drew on a consistent body of
common law from an early date.*? By the mid-cighteenth century, bank-
ruptcy laws and court procedures—the critical mechanisms for dealing
with increased debt and bankruptcy—were firmly in place.

As Britain moved to the forefront of the world’s trading nations, there
arose a long public debate about the impact of government, mercantile,
and consumer credit on public morals. Public censure was heaped on the
new financial middlemen, who exploited the government’s growing need
to borrow to fund its wars. Unlike the highly taxed landowners, these
“parasites” did not pay their fair share of taxes, nor did they assume the
traditional social responsibilities of the landed aristocracy.*® By contrast,
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the credit used to fund mercantile activities was considered more legiti-
mate; but even so, contemporaries worried about the temptations that
easy credit offered to young or foolhardy traders, and they were especially
troubled by the propensity of British merchants to be dazzled by the
American market. A young man, groused one writer, who “chose to apply
for credit in England, upon the faith of having opened a connection in
America . . . could get ten times more credit than a sober, industrious
man, who confined his trade to his own country.” Contemporaries also
feared credit’s ability to sabotage social hierarchy by creating the illusion
of wealth and respectability.**

As the use of mercantile credit burgeoned, reputation came to assume
an even stronger cultural force. Even “safe” instruments such as bills of
exchange ultimately depended on the reputation of the issuer, and mer-
chants’ letters from the period demonstrate that reputation remained the
key determinant in obtaining credit.*> The mere whiff of trouble—any ru-
mor that a tradesman was struggling to meet financial obligations—could
bring creditors to his door, demanding that he pay his debts immediately.
A merchant’s reputation was, therefore, literally his stock-in-trade, an as-
set to be protected at all cost. That being the case, Defoe maintained that
whoever “wounds a tradesman’s credit, without cause, is as much a mur-
therer [murderer] in trade, as he that kills a man in the dark is a murtherer
in matters of blood.”*¢

In the seventeenth and eighteenth centuries, credit granting and all of
the skills associated with it became among the most critical determinants
of success for British merchants and traders. Many transactions could be
entrusted to correspondents abroad or specialist brokers at home. But the
one thing a merchant “could not delegate,” according to a historian of
British trade during this period, “was the giving of credit and maintenance
of his financial liquidity.”*”

2

American Practices

For most of the eighteenth century, the North American and West Indian
colonies comprised the most dynamic sector of Britain’s overseas trade.
During the last three decades in particular, and despite the disruptions
caused by the American War of Independence, British and American mer-
chants continued to form tighter business networks. Increasingly, they vis-
ited or resided in each others’ countries to learn more about available
goods and the specific demands of consumers.*® The transmission of mer-
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cantile practices from Britain to America was aided by links of language,
culture, and kinship, a legacy that Price calls part of the “infrastructure”
that helped foster commerce in colonial and post-Revolutionary America.
Among its most important but historically elusive components were the
accumulated knowledge, customs, and expectations that evolved to meet
particular problems and that became deeply ingrained through repeated
experience.* Solutions were similar because the problems and opportuni-
ties were similar. These included a chronic lack of money, combined with
growing markets and ever-increasing competition.

British trade credit provided the basis for American practices and atti-
tudes in at least two areas. First, the British model of strong merchants
(rather than banks) as the most important source of trade financing was
replicated in American trade. Wholesalers based in the country’s commer-
cial centers—men such as the Tappan brothers of New York, discussed in
the next chapter—supplied the bulk of the capital that sustained the mer-
cantile credit system. Second, American merchants, like their British coun-
terparts, extended long credits over great distances to compensate for the
shortage of money. The availability of credit encouraged new entrants,
whose existence stimulated greater competition that, in turn, led to the
use of credit as a tool for attracting and keeping customers.

British exporters to America bought their goods on twelve months’
credit, primarily from suppliers and factors in London, Bristol, Manchester,
Liverpool, and Glasgow.?® Because British exporters received long terms
from their own suppliers, they were willing to extend the same to their
American buyers. In the late 1770s, it took about two months for goods
shipped from Britain to reach the American mainland; the credit clock be-
gan ticking not when the order was placed but when the goods were
shipped. Interest was not explicitly charged unless the debtor failed to pay by
the end of the agreed-upon time. The cost of carrying the buyer during the
period of the loan was folded into the price of the merchandise; thus, cash
sales received a “discount.” British merchants retained American lawyers to
collect bad debts. In Virginia, lawyers charged 5 percent for the service.®!

Wholesalers in the northern colonies obtained mercantile credit from
their British suppliers. Chesapeake planters, by contrast, depended on re-
tail credit, primarily from storekeepers sent over by Glasgow and, later,
London firms. These suppliers advanced tools, furniture, and a host of Eu-
ropean and East Indian goods on credit, which their American debtors
later paid for in tobacco. Along with other southern staple crops such as
indigo and rice, tobacco was in regular demand in Europe, greatly facili-
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tating the remittance of payments. To simplify exchanges, some merchants
arranged what in effect were barter agreements: for example, tobacco and
linen were frequently exchanged in a number of international ports.>?
Creditors would no doubt have preferred speedy repayment, but it some-
times took as long as four years before credit sales were paid off.%3
Precisely why creditors were so willing to extend credit for such long
periods was explained by Glasgow merchant Archibald Henderson. Scot-
tish storekeepers, he wrote, “do not always depend for payment on the
real ability of the people to whom they sell them, but often trust to the la-
bor and industry of many, who are in the Possession of little or no real
property.” He speculated that the reasons had to do with the opportuni-
ties open to the region’s young men: “In a young country where land may
be got at a low rent, and where a valuable staple is raised, young men soon
leave their Parents, and marrying, settle plantations for themselves.” To do
this, they needed “household furniture and working tools,” furnished
“upon Credit, by some Factor or Storekeeper.” Labor and honesty, not
real property, provided the basis for credit, which accounted for its wide
diffusion and the relatively small sums that were owed. Competition
among the Scottish factors, Henderson believed, also played a role.>*
The large amount of mercantile credit available from British suppliers
functioned as start-up capital for ambitious Americans and British immi-
grants, many of them young and inexperienced. British suppliers, accord-
ing to one official view, were uniquely inclined “to run the risk, and to give
the credit, which are essential to the support of a commercial connection
with all newly established countries.”®® During the Revolutionary era, ob-
taining credit from roughly twenty large English houses was the most
common route for breaking into Philadelphia’s wholesaling sector. Estab-
lished importers in Philadelphia saw a host of new competitors appear,
funded by the generosity of British suppliers. American importers, too, ex-
tended large amounts of credit. They purchased merchandise from British
suppliers on twelve months’ time and then sold the goods to Philadelphia
shopkeepers on terms of around six to eight months. Mercantile credit was
widely available as a form of venture capital, and this may well have ac-
counted for the dynamism and periodic gluts in the Philadelphia market.>®
Deftness in handling credit became an important skill. Joshua Johnson,
the Maryland merchant who set up in London, studied the difference in
credit terms among types of goods. In letters home to his American part-
ners during the early 1770s, he reported that chinaware could be bought
on six months’ credit; grocery and lead shot on nine; linen, woolens, and
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ironmongery on twelve; and silks on fifteen. In contrast, sugar and to-
bacco had to be paid for in cash or a sixty-day bill or note, and tea was best
bought for cash at the East India Company’s auctions.?”

The American Revolution further stimulated market participation and
activity. Petty entrepreneurship, Gordon Wood has shown, became seen as
deserving of respect, even encouragement, and writers on political econ-
omy began tying commerce to the greater good. Demand for money was
one indication of the spread and growth of commercial activity. Charleston
merchant Henry Laurens wrote during the Revolutionary War that de-
mand was no longer “confined to the capital towns and cities within a
small circle of trading merchants, but spread over a surface of 1,600 miles
in length, and 300 broad.” After the war, demand increased for publicly
created and backed paper money to make up for the shortage of specie.®®
Ordinary Americans, in other words, desired the kind of liberal credit fa-
cilities that merchants and tradesmen had for so many decades extended to
one another. Instead of commercial paper, however, credit would take the
form of paper money issued by banks, whether government owned or pri-
vate. To Americans of the early national and Jacksonian periods, the
“credit question” consisted of whether banks should be liberal or conser-
vative in issuing paper money.*’

Trade between America and Great Britain proved so attractive to both
sides that not even the Revolution could permanently alter it.%% Accord-
ing to the minutes of parliamentary hearings on the state of British trade,
merchants in Great Britain continued to extend long credits to American
customers. The testimony of a Mr. Wood, a merchant from Manchester,
reveals that six months’ credit was considered short in the American trade;
the nominal credit was twelve months. He estimated that for the export
trade to the United States as a whole, the average was at least fifteen
months, with interest charged only when the time expired. Wood reported
that his own firm did not receive payments from American buyers sooner
than eighteen months, and he complained that the Americans frequently
chose to pay the interest charge rather than settle their bills in full. In
America, the debtor did “not consider it any great reflection on his char-
acter for punctuality if he is occasionally a few months in arrears for his
payments.” (This suggests that the charging of interest, far from encour-
aging immediate payment, may instead have relieved debtors of the psy-
chological pressure to do so.) Other testimony mentioned that Americans
sometimes paid cash to take advantage of discounts, but this appears to
have occurred only in a minority of cases.’!
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British merchants knew that extending large credits to American traders
was not profitable in and of itself; rather, it was “a matter of necessity,” ac-
cording to the Edinburgh Review. Granting credit was forced upon mer-
chants “by the competition of other capitalists.” The French statesman
Charles Maurice de Talleyrand confirmed that British credit was so plenti-
ful that American merchants extended little of their own capital: “C’est
donc reéllement I’Angleterre,” he wrote, “qui fait le commerce de con-
sommation de ’Amérique.”®? Generous amounts of British credit help ac-
count for the continued American dependence on that country for the
bulk of its imported manufactured goods. European suppliers, by con-
trast, were more inclined to demand cash on delivery. Moreover, language
problems greatly complicated the ordering of goods for which color, style,
and materials were paramount.

As America expanded west, new settlements were served almost immedi-
ately by retail establishments. Drawn by the promise of high returns, entre-
preneurs cagerly set up stores in remote areas. Storekeeping, wrote one
Springfield, Illinois, man in 1828, was “the best [business] that can now be
engaged in, in this part of the State.”%® Elaborate advertisements for con-
sumer goods confirm that the American habit of consumption, first en-
couraged by British mercantilist policies during the colonial period, never
slackened. The British practice of “dumping” its surplus goods in the United
States after the War of 1812 may have been politically unpopular, but the
greater availability of cheap merchandise had a profound effect on American
popular tastes.®* Even places far removed from established commercial cen-
ters were well supplied with consumer goods, whose availability was made
possible by credit from British and, increasingly, American suppliers. Store-
keepers, in turn, gave out large amounts of retail credit so that consumers
could afford their wares. One western merchant estimated that he was owed
some $150,000 by his customers, a full three times the value of the stock he
had on hand at any one time.

After 1830 British merchants established branches and agents in the
United States, casing the transfer of payments across the Atlantic.®® Compe-
tition was robust among the leading Anglo-American merchant houses—
Barings, Brown, Shipley and Company, Wiggins, Wilson’s and Wilde’s—as
well as European firms like Rothschilds, Huths, and Souchays. Large
American importers now absorbed as much as 80 percent of Britain’s ex-
ports to the United States, and the British merchant houses financed a
substantial portion of the purchases.®”

American importers, jobbers, commission merchants, factors, brokers,
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and auctioneers sprang up to service the growing inland trade. They
brought together sellers and buyers, sorted goods into lots that were eco-
nomical for both, arranged for the transportation and storing of goods, fa-
cilitated payments—and advanced credit.®® The services they provided
remained critical until the later nineteenth century, when manufacturers
developed the ability to reach retailers and consumers directly through ad-
vertising and the establishment of their own selling departments.®’

Inland trade conformed to what was by then a familiar pattern. Jobbers
bought from importers on six to eight months’ credit and extended roughly
the same amount of time to the country merchants.”® Six months’ credit
without interest, followed by 6 to 10 percent for an additional six months,
was typical.”! Among country merchants, credit became by far the pre-
ferred method of payment, even though cash earned discounts of up to
10 percent.”> Wholesalers in the major northeastern commercial ports in-
creasingly could rely on banks for working-capital loans, which allowed
them to buy for cash.”® In a few exceptional cases, the sheer size of their
businesses generated enough cash to fund operations. A. T. Stewart, the
nation’s largest importer, bought exclusively for cash, earning a discount
of at least 2 percent—a substantial savings, given the scale of his pur-
chases.”* Most merchants, however, bought on some combination of cash
and credit.

Reliable statistics on the scale of mercantile credit extended throughout
the United States do not exist for this period. In a circular dated 1858, the
Mercantile Agency (a credit-reporting firm whose evolution is covered in
the next chapter) estimated that 157,394 village and country stores owed
an average of $14,500 cach to city jobbers, an aggregate value of nearly
$2.3 billion. The amount of trade done on credit could be several times the
capital resources of a business. Some jobbers advanced to country stores
goods worth “three or four or even five times the amount of his [the job-
ber’s] capital,” the agency reported. They did not consider themselves at risk
until they sold “ten, twelve, or fifteen times the amount of their capital” on
credit—a ratio prudent business writers considered much too high.”®

Until traveling salesmen became more numerous after the Civil War, store-
keeping in the West and South involved traveling twice a year to the eastern
cities to purchase supplies.”® One travel writer found it strange that merchants
in large southern towns should travel to Boston and New York to buy British
and German goods when they might instead have bought directly.”” He
failed to consider the liberality with which northeastern suppliers extended
credit. So generous were the amounts that one Hunt’s Merchants’ Magazine
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writer acidly referred to it as a “gratuitous contribution for building up and
improving Southern small towns and neighborhoods.””8 In the mid- to late
1850s, in particular, northeastern wholesalers extended large amounts of
credit to southern storekeepers based on the region’s booming economy.
The New York Tribune termed it a common practice to sell large orders to
southern firms of no known capital, “nominally on twelve months time but
really on fourteen or fifteen months, as the goods are sold and delivered in
February and the notes at twelve months dated the first of April ensuing.””?

The West was no less dependent on credit. “In this country,” according
to one western merchant, “a universal credit system is pursued.”8? Between
one-third to three-quarters of the region’s storekeepers bought their sup-
plies in eastern cities, despite the considerable costs involved and the neces-
sity of entrusting their businesses to junior partners or clerks during their
absence. Even when western commercial centers began offering more
credit facilities, many traders continued to head east, lured by greater as-
sortments, more fashionable merchandise—and, of course, attractive credit
terms.!

As in Britain, long-term credit from large merchants provided the start-
up capital for smaller establishments, as well as a good deal of their work-
ing capital. One trader who had operated on the eve of the Civil War later
recalled how “the domestic goods commission houses were practically
supplying capital for the jobbers, who, in turn, were to a great extent car-
rying the retailers.”®? In most of the South and West, mercantile credit ac-
counted for more business capital than did banks. Although banks in
commercially advanced areas such as Philadelphia and New York City pro-
vided both discounting facilities and overdrafts, those in newer regions did
not advance short-term loans to storekeepers.3 Note brokers were an-
other source of quick capital that could only be found in the large com-
mercial cities; in New York, they charged between 12 and 30 percent.3*
Because these sources of capital were largely absent in the newer areas of
the country, mercantile credit filled the gap, allowing owners of thinly cap-
italized village and country stores to grasp opportunities whenever and
wherever they happened to arise.

Again like the British, American merchants learned to use credit as a
competitive weapon. In the mid-nineteenth century, large merchants and
smaller storekeepers alike faced shrinking profit margins brought on by the
beginnings of mass production and standardization. Most found them-
selves unable to match the profit margins of the previous generation. In
1817 travel writer Elias Pym Fordham reported that western merchants
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“considered 75 per cent to 100 per cent to be a fair mark-up, 50 per cent
barely acceptable, and 25 per cent as insufficient to keep a man in business,
since other enterprises in the West offered better opportunities.”®® John
Williams, an entrepreneur in Springfield, Illinois, reportedly achieved profit
margins of 100 percent during the 1820s, a figure that “was not con-
sidered too big a profit in those days,” the [llinois Daily Journal recalled
in 1854.3¢ By midcentury, however, falling profit margins forced mer-
chants to court trade more aggressively and turn over their merchandise at
a faster pace.

Competition among commercial centers also intensified, as new ones
sprang up in the interior regions and vied with one another to become
gateways to the west. Beginning in the 1830s, these new centers—Saint
Louis, Cincinnati, Chicago, and a host of smaller cities—enabled store-
keepers in the interior regions to meet the demands of their markets more
efficiently by making several buying trips a year and purchasing smaller
lots.8” Storekeepers could now buy most of their merchandise during an
annual or semiannual trip east and then augment those purchases through-
out the year with trips to towns and cities located nearby.?¥ Boosters en-
couraged the practice by playing up the advantages of buying closer to
home. Charles Cist, publisher of Cist’s Cincinnati Advertiser and one of
that city’s most prominent boosters, wrote that going east added at least
five percent to a merchant’s purchasing costs. He argued that “by pur-
chasing in Cincinnati, at a distance so short and a point of such easy access
from home, the western merchant is enabled to buy in three or four days
what will require as many weeks in a trip east.”®® Many merchants agreed.
Although dealers of fashionable goods continued to buy considerable
amounts directly from eastern markets, others transferred their business to
the newer inland centers. Through savvy self-promotion by the city’s
boosters, the wholesale trade of Chicago eventually eclipsed its midwest-
ern rivals’, reaching an estimated $15 million in 1860 and $33 million in
1869.79

Ambitious small towns, too, promoted themselves as secondary whole-
sale centers for the even smaller towns that surrounded them.”! Like a
number of its central Illinois neighbors, Springfield in the 1840s began
trying to attract the area’s wholesale trade. In a typical notice, clothing
dealer E. R. Wiley invited “country merchants and retail dealers in Ready
Made Clothing” to call at his store. “I can make it in their interest to buy
of me rather than in the St. Louis or eastern markets,” he promised.?? Lo-
cal newspapers praised resident merchants for “abandoning the contracted
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sphere to which their predecessors confined themselves.” Progressive mer-
chants, declared the I/linois Daily Journal, “have extended their opera-
tions far and wide, annihilating distance, surmounting difficulties, and
defying competition.”??

In this competitive atmosphere, suppliers extended credit to encourage
larger purchases and cultivate what they hoped would become a lasting re-
lationship. Northeastern suppliers felt the competition from new inland ri-
vals so keenly that many relaxed their standards and began extending
larger amounts of credit, prompting boosters of the newer areas to make
disparaging remarks about eastern commercial standards. Cincinnati’s
William Smith observed that “many merchants doing business in various
towns in the Western States” could “buy as much Dry Goods in Eastern
Cities as they please,” even though their “credit at home is, in many in-
stances, second class and in not a few absolutely worthless.”?*

Dangers of the Credit System

The fact that nearly all merchants bought and sold on credit made them
vulnerable to swings in the business cycle; even the safest, most reputable
merchants were occasionally “embarrassed.” Those with strong capital re-
sources could afford a margin of error, but there were few such merchants
in the newer regions. One contemporary noted that some merchants in
smaller western towns were “utterly inexperienced in business.” They
were “led into serious errors in buying, and in selling on [credit with] in-
sufficient security.””®

The overriding problem for merchants who relied on large amounts of
credit was liquidity, the ability to pay bills when they came due. It was not
enough simply to have assets; merchants had to have cash, notes, and bills
of exchange readily at hand. Some merchants found themselves in the par-
adoxical position of having a substantial net worth, primarily in real estate
and payments due to them from customers, but with no cash or negotiable
paper to meet their own bills. Conversely, traders who had a negative net
worth but who managed to obtain cash to meet their immediate debts
could continue operating for long periods; such was the case for some re-
tailers who bought on credit but sold for cash.”®

Success in collecting payments determined how well merchants could
discharge their own obligations. Unfortunately for mercantile creditors, a
number of obstacles impeded the smooth settlement of debts. Inadequate
currency in the countryside meant that storekeepers often conducted
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barter with their customers, while paying their own debts to suppliers in ne-
gotiable drafts.’” One retailer who worked in a country store in the first half
of the nineteenth century recalled that the business sometimes went a
whole week without seeing more than five dollars in cash.?® Instead, coun-
try stores accepted produce and homemade commodities as payment.”’
Butter, made primarily by women and girls, was a popular item for barter.
(In 1850 the women of Sugar Creck in Sangamon County, Illinois, pro-
duced over 26,000 pounds of butter, an average of nearly 180 pounds per
household.)!% Storekeepers sold the items locally or shipped them to a dis-
tant port to obtain cash (or cash equivalents) with which to pay their own
creditors. They could not, however, predict with absolute accuracy what
the produce would be worth when it was finally put on the market.!0!

An informal honor system dictated that farmers settle up their store ac-
counts once a year, usually in early spring.1%? Yet they did not always com-
ply with the custom, and storekeepers were often forced to threaten legal
action. Notices such as the one run by David and Isaac Spear of Spring-
field, Illinois, could be found in nearly every small-town newspaper. The
Spears stated that to meet their own engagements, they “would be com-
pelled to place the notes and unsettled accounts of those indebted to us in
the hands of an officer for collection. Many of the debts are of long stand-
ing and payment has been frequently requested.”!%3 The social ties and
obligations that arose among people residing in the same community
complicated the collection of debt. No doubt many a storekeeper found
pleas for extensions from long-time customers difficult to resist.

Out-of-state creditors faced the greatest obstacles in collecting. Typi-
cally, they hired a local attorney to institute court proceedings, for which
the creditor paid a fee of around 10 percent of whatever could be col-
lected, plus a variety of other costs.!%* Historian Edward Balleisen has out-
lined the complex and time-consuming procedure:

In the most common action, a creditor would file papers with a local
court . . . If the creditor proved the existence and legality of the debt,
he received a judgment . . . After judgment, he had the common-law
right to an “execution” on the debtor’s property. This process called
for a sherift to take possession of as much of a debtor’s goods and real
estate as necessary in order to satisty the creditor’s claim, to sell that
property, and to transfer the resulting proceeds to the creditor, up
to the amount owed plus court costs. In many states, the holder of
an obligation . . . could also ask a court to attach the property of a
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debtor in anticipation of a future legal judgment; usually such attach-
ments required an affidavit that the debtor was either concealing him-
self to avoid the normal process of law or about to leave the state.

Creditors were fortunate to recover anything at all. The estates of most in-
dividuals who filed under the 1841 bankruptcy law, for example, yielded
little or nothing for their creditors.'%%

Other difficulties can be gleaned from an advertisement run by one “Ed-
win A. Davis, Attorney-at-Law and General Collecting Agent” in the Obio
Gazeteer and Business Divectory for 1860-61. Davis, who was based in Indi-
anapolis, urged out-of-state creditors to bring suit in the U.S. Circuit
Court for the District of Indiana rather than in the county courts, because
the latter gave debtors greater opportunity to employ delaying tactics. In
the U.S. Circuit Court, by contrast, “collections are speedily made by the
U.S. Marshal, who, unlike the County Sheriff, elected by the people of the
county, grants no favors, by way of lenity, to debtors against whom he has
executions.” In addition, “judgments in this Court operate as a lien on all
the Real Estate of the defendant, throughout the State, while in the County
Courts this lien only extends to the county.”!% Davis’s arguments were of
course an attempt to drum up business for himself. Still, his advertisement
points to potential loopholes and delay tactics available to debtors, includ-
ing prevailing on elected county sherifts to hold up collection.

Distant creditors were dependent on local attorneys such as Davis to
represent their interests. Ideally, the local attorney monitored collections
and kept creditors informed of all developments. While some may have
been conscientious in performing these duties, others were much less so.
One handbook claimed that attorneys often “neglect to hand over what
they collect. They take more interest in their neighbor who is sued, than
in the creditor who lives a hundred miles away.”!%”

Actions by state governments, especially during financial crises, also
worked against out-of-state creditors. Many states enacted stay laws that
imposed a lengthy waiting period between the granting of a judgment and
the auctioning off of a debtors’ assets. Appraisal laws, another delaying
mechanism, prohibited the forced sale of debtors’ real estate unless they
achieved a minimum price determined by a local assessor.'% State exemp-
tion laws were another problem. During the cighteenth century, colonial
exemption laws typically amounted to a small amount of clothing, some
necessary household items (such as bedding), farm implements, and tools
of a trade. In the plantation colonies, land could not be attached at all,
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while in the northern colonies, it could be attached only under certain
conditions (outside of a mortgage foreclosure).!® During the nineteenth
century exemption laws became even more generous, especially in the
newer western states. Reference books detailing the exemption and collec-
tion laws in each state and territory began to be published as an aid to
creditors. However, the state laws changed frequently, which limited the
books’ usefulness. 10

Compared to Europe, debtors in the United States were in a relatively
strong position versus creditors. States had the power to establish insol-
vency courts that could discharge debtors from their legal obligations to
creditors living in the same state. Assignment—Ilegal instruments that
transferred an insolvent debtor’s assets to a trustee charged with liquidat-
ing the property and distributing the money to creditors—also worked in
favor of debtors. “Except in a few states,” explains Balleisen, “failed debtors
could make a creditor’s access to dividends from such trusts dependent on
a legal release from any obligation to pay the outstanding part of the
claim. In a number of jurisdictions, makers of assignments could even des-
ignate different classes of creditors, specifying that members of a preferred
class would receive full payment before other creditors received a cent.”!!
Because of these obstacles, creditors often preferred to work out a payment
arrangement directly with the debtor rather than rely on third parties
to collect the debts, even if this meant extending the payment schedule
to months or even years. Some creditors who were owed relatively small
amounts did not find it cost effective to try to recover at all. The R. G.
Dun credit-reporting agency argued that debtors should be obliged to de-
posit notes that would come due at a bank (somewhat like a modern post-
dated check): “This will prevent the debtor from being tempted to use
money which, in fact, is not his own, but belongs to his creditors.”''2 The
suggestion was sensible, but it did not catch on.

The Importance of Information

Mercantile credit was a remedy for imperfect and inadequate flows of
money. To be used effectively, however, it required the unimpeded flow of
another commodity: information. From the earliest days of commerce,
personal knowledge and network connections had made up the primary
system of information gathering and transmittal.!'3 In overseas trade,
where personal knowledge of buyers was frequently not possible, kinship
and religious ties—among Quakers, Huguenots, and Jews, for example—
helped to surmount the obstacles. Informal gatherings in taverns, inns,
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and coffeehouses provided an opportunity to exchange trade gossip. In
England and Europe, guilds were another important venue for transmit-
ting information.

In the late eighteenth century, attempts to improve the flow of infor-
mation led English mercantile and retail creditors to band together into
trade protection societies. Based loosely on the guilds, the societies were
established in London and other commercial centers to protect members
against “swindlers and sharpers” by formalizing the transmittal of trade
gossip. The societies were local in scope and made no distinction between
mercantile and consumer creditors. Because of their private nature, most
left little or no historical documentation, and some have passed out of
memory altogether.

One early group, the Society of Guardians for the Protection of Trade
against Swindlers and Sharpers, was established in London in 1776. A sur-
viving list of members for the year 1812 indicates that the society at that
time had approximately 550 members, nearly all in London. Members op-
erated in a wide variety of trades, both wholesale and retail, and included
carpet manufacturers, druggists, stationers, flour factors, lead merchants,
watch manufacturers, and woolen drapers, among many others.!1*

It is unclear how long this group remained in operation, but another,
the Society of Mutual Communication for the Protection of Trade (later
the Mutual Communication Society), proved longer lasting. Modeled on
the Master Tailors guild, the society was founded in 1801 at the British
Coffee House in London’s Charing Cross. The society’s constitution ex-
pounded two principles that lay at the heart of all trade protection soci-
eties: “Every Member is bound to communicate to the Society without
delay, the Name and Description of any Person who may be unfit to trust,
for the security and satisfaction of the other Members; and shall, on all oc-
casions, impart, without reserve, any information that may be solicited by
any of the Members.” The second principle decreed that the society was
run not for profit but solely as a service to its members; all expenses were
to be paid from a common fund. Three further regulations governed the
society: first, that the information would not be divulged outside of the
membership; second, that members’ decisions about whom to trust for
credit would not be constrained in any way by the society; and finally, that
no member would give false or malicious information or combine with
others to deny credit to any individual. Tickets were issued and a strict
procedure implemented so that only members had access to the society’s
records.!!?

In 1823 John Smith, owner of the Liverpool Mercury, called a meeting
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of that city’s businessmen at a local hotel, where they agreed to set up the
Liverpool Society of Guardians. The yearly membership fee was seven
shillings. Smith appears to have adopted the trade protection cause as his
own, for three years later he convinced traders in Manchester to establish
a society there. Similar groups were soon operating in Bath, the York-
shire /Lincolnshire area (centered in Hull), Leeds, Leicester, Glasgow, and
Aberdeen. In 1839 steps were taken to form the London Association for
the Protection of Trade, and the society was officially established in that
city’s West End in 1842.11¢ Membership requirements in all of the soci-
eties were strict, to ensure that information was trustworthy. The Liver-
pool society bylaws, for example, specified that businesses who wished to
join had to be recommended by two existing members. Their acceptance
was voted on by the entire membership during the quarterly general meet-
ings. Withholding information, sharing information with nonmembers,
and going bankrupt were cause for expulsion, and the secretary kept a list
of persons who were deemed inadmissible into the society.!!”

From the beginning, the Liverpool society bylaws recommended that
“correspondence be established with similar Societies throughout the
Kingdom,” indicating that national coverage was an carly goal.!'® Some
sharing of information appears to have occurred in the 1830s, when a
number of the association heads (or “secretaries”) began meeting infor-
mally. The meeting became a conference of secretaries in 1848, and in
1865 the National Association of Trade Protection Societies was estab-
lished. Its constitution required all member societies “to reciprocate with
all and each of the other Societies, in procuring and giving information in
answer to enquiries without undue delay” and to exchange circulars with
one another. By 1868, according to its annual report, the confederation
had “solicitors, agents, or correspondents in 2,500 towns and places”
throughout the United Kingdom. By the end of the nineteenth century,
the national association had seventy-six member organizations totaling
some forty thousand individual members.!!?

These trade protection societies have not been well researched, so it is
not possible to say if they actually achieved good national coverage. Co-
operation certainly was not guaranteed. In 1849, for example, a group se-
ceded with great acrimony from the City of London Trade Protection
Society to form the Metropolitan Institute. It is doubtful that these two
groups shared any information at all, which would have compromised the
effectiveness of both.12%
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The practices and attitudes of British merchants became embedded in the
credit culture of America, Britain’s largest customer and trading partner.
The two countries came to share certain characteristics, including the will-
ingness to extend long credit on generous terms, despite considerable
risks. In both, large merchants became critical as sources of credit and as
promoters of stability, and merchants and shopkeepers alike responded to
competition by using credit to court and retain customers. British and
American merchants walked a fine line between prudence and risk taking.
Although mercantile advice manuals strongly urged that credit be reserved
only for customers whose character and past behaviors were known, in
reality sellers often chose to take risks on individuals who were new and
untested. Their behavior was prompted by the highly volatile nature of the
customer base: sellers were forced to turn to unknown or newly estab-
lished tradesmen and shopkeepers to replace customers who failed or who
chose to close up shop for personal reasons.

Mercantile credit was critical both to the expansion of British trade and
the settlement of the American continent. Widely used by everyone from
small storekeepers to large suppliers, mercantile credit made possible the
plentiful consumer credit upon which American rural families came to de-
pend. Yet even with its many advantages, the liberal system of mercantile
credit was accompanied by numerous risks that contributed to economic
instability. As more and more people became drawn into the credit-based
economy, tension grew between the desire to enlarge entrepreneurial op-
portunities and the equally strong wish for economic stability.

Creditors, especially in large commercial centers like New York City, un-
derstood that good information on buyers was the key to reducing risk. In
England, trade protection societies were established for this purpose be-
ginning in the 1770s. Members of these societies agreed to share exclu-
sively with one another on a not-for-profit basis information on “swindlers
and sharpers.” In the United States a radically different model for infor-
mation sharing was invented in the 1830s. Despite the shared assumptions
and practices of British and American merchants, the two countries even-
tually diverged with regard to the institutions they employed to share
credit information. American entrepreneurs developed the “mercantile
agency,” the forerunner of the modern business credit-reporting firm. Its
founding shaped American ideas about financial transparency and helped
embed a set of norms into the credit-granting practices of the country’s
businesses.



A “System of Espionage”:
The Origins of the
Credit-Reporting Firm

In 1852, the London Times took note of a “novel system of protection”
that had appeared in the United States. The system, said the Times, was
the result of “the peculiar position of the traders in the Union, their go-
ahead spirit of speculation, and the wide extent of their commercial trans-
actions.” Even the name of the new organizations, “mercantile agency,”
had a peculiarly American ring; to English ears the term referred not to a
credit-reporting agency, which was unknown in England, but to a mer-
chandise broker or factor.! “The importance of such a system in an exten-
sive country,” the article continued, “where commercial transactions must
be carried on to a great extent upon the credit and character of the parties
concerned, is manifest, and is another remarkable proof of the smartness
of Brother Jonathan in accommodating himself to all the exigencies of his
situation.”? The Times discerned three important characteristics of the new
institution. First, it was an American invention, used exclusively by mer-
chants in the United States. Second, the agencies were a response to the
country’s geographical extensiveness. And third, American merchants
tended to extend credit on the basis of “character” instead of (for example)
social standing or membership in networks.

The credit-reporting, or “mercantile,” agencies that so intrigued the
Times writer were a response to a general perception, widespread in both
England and America, that the extensive use of mercantile credit resulted
in substantial losses and failure. Poor statistical information prevents us
from achieving a strict accounting of failure rates during this period, but
from about the 1840s onward, the mercantile literature in the United
States disseminated the widely accepted fact that only between 3 and
10 percent of all businesses managed to avoid liquidity problems. Period-
icals offered a stream of anecdotal evidence similar to the one that ap-
peared in Cist’s Cincinnati Advertiser in 1847: “It is the experience and

36
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observation of intelligent persons in our Eastern cities, that there is hardly
a firm in existence now, which did business twenty years ago; and that nine
out of ten in mercantile life, in the long run, amidst the fluctuations of its
pursuits, are broke.”3 The conventional wisdom found its way into Walden
(1854) when, criticizing the heavy mortgages under which most farmers
labored, Thoreau declared that “what has been said of the merchants, that
a very large majority, even ninety-seven in a hundred, are sure to fail, is
equally true of the farmers.”*

How accurate the “ninety-seven in a hundred” statistic was is open to
question; Samuel Terry, author of a remarkably modern and detailed
handbook on how to run a store (published in 1869 but based on his ex-
periences in earlier decades), gave what was probably a truer picture. Terry
estimated that only about 15 percent of retailers were able to make enough
to quit business by the time they were fifty years old. An additional 25 per-
cent continued making a living and always paid their debts. The remaining
60 percent “cither entirely fail, and go out of business, or make some com-
promise with their creditors and continue on with varying success after-
wards.”® Terry’s estimate was less bleak than the 90 to 97 percent failure
rate offered by contemporaries. For creditors, however, it was hardly cause
for celebration.

Wholesalers and other suppliers knew that good information on cus-
tomers could mitigate the high risks involved in trade. Obtaining it, how-
ever, was expensive. One way to overcome the problem was for suppliers
to band together into trade protection societies, where members agreed
to alert one another regularly about bad debtors. The arrangement had
emerged in Great Britain beginning in the late eighteenth century (see
Chapter 1). Another way to obtain information on potential buyers was
to hire an agent to procure it. In 1841 New York City wholesalers orga-
nized under the name of the Merchants Vigilance Association and hired
Sheldon P. Church to produce reports on current and potential custo-
mers. The association lasted only three years.® Precisely why the associa-
tion did not continue longer is unknown, but it is likely that the cost of
procuring the information became prohibitive.

Few organizations could afford to carry out their own investigations.
Among those who could were the large British mercantile houses that
dominated Anglo-American trade. From 1829 to 1853, Baring Brothers
employed retired Boston merchant Thomas Wren Ward to review and
transact a large portion of its American business. During his first three
years as Barings’ agent, he was said to have reviewed some $50 million of
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commercial credit on behalf of his employer. (Ward’s relationship with Bar-
ings was long-lived. His son, S. G. Ward, continued to work for the firm
into at least the 1850s, and the system was continued until 1871.)” Both
Church and Ward were “agents” in the accepted sense of the term; that is,
they conducted work on behalf of their principals, the Merchants Vigilance
Association and Barings, respectively. Neither Church nor Ward owned
the information they procured, so they could not sell it to other prospec-
tive buyers.® The distinction was not remarked upon at the time, but it be-
came an important legal one later, when the mercantile agencies’ methods
were questioned in the courts.

Mutual protection societies and hired agents were the exceptions. The
vast majority of credit assessments depended almost exclusively on oral or
written recommendations by people who could vouch for potential bor-
rowers. Recommenders could be local or distant suppliers with whom the
buyer had previously done business, or respectable acquaintances such as
lawyers, bankers, and even ministers in the community. A note written by
a mercantile house vouching for New York City wholesalers P. G. Berry
and Company was typical of this kind of personal recommendation. The
note, handwritten on one of P. G. Berry’s own circulars, reads, “Dear Sir:
We have sold our business to the firm that heads this circular and shall
leave the city in a few days. We cheerfully recommend them as honorable
and responsible men and any product you may wish to send to this market
will secure as much care and attention as if sold by ourselves.”

Because such letters were key to initiating transactions, nearly every mer-
chant could expect to be asked to write them, sometimes on behalf of rela-
tive strangers. One southern retailer recalled that during a trip through the
North Carolina backcountry in 1819, he was continually asked for his writ-
ten recommendation by storekeepers whom he did not know well. He
obliged but stated frankly in his letters that he was unable to judge the cap-
ital strength of many of these supplicants.!® Aware of the critical impor-
tance of introductory letters, merchants were understandably reluctant to
refuse requests. As Defoe had written a century earlier, “to refuse giving a
character [reference] is giving a bad character, and is generally so taken,
whatever caution or arguments you use to the contrary.”!! One author of a
handbook for jobbers, writing just after the Civil War, remarked that “there
are very few men, in certain sections of the country, who will absolutely re-
fuse to give a letter of introduction to a neighbor . . . Men dread the ill-will
of their neighbor, and particularly the ill-will of an unscrupulous neighbor:
so, when such a neighbor asks a letter, they give it.”!2



A “System of Espionage” 39

Aided by such letters, personal acquaintance, or word-of-mouth informa-
tion, wholesalers made decisions about whether or not to extend credit, of-
ten while the buyer was on the premises. Transactions were settled
immediately by signing a note or draft that was payable on an agreed-upon
date in the future.'® Large wholesalers made many on-the-spot decisions;
the New York silk-importing business of Arthur Tappan (discussed below)
routinely filled up to thirty ledger pages worth of transactions every day dur-
ing the fall and spring buying season.!* Because of the number and speed of
the transactions, wholesalers were sometimes forced to assess a buyer based
purely on the buyer’s own testimony, supported by his physical appearance.
Judging a man by his looks was deemed a talent that could be learned; the
“sciences” of phrenology and physiognomy—assessing individuals by the
size, shape, and characteristics of their heads and faces—continued to have
adherents until the early twentieth century.!®> Most merchants probably did
not subscribe to these ideas. Even so, many believed that face-to-face con-
tact was the best method for determining trustworthiness: “The main
source of information,” wrote Edwin T. Freedley in A Practical Treatise on
Business, “is to see the man and hear his statements. This, like other means
of information, will sometimes fail, but generally the appearance and man-
ners of a man will show his character . . . In nine cases out of ten the first im-
pression will be found to be correct.”1¢

Personal recommendations made up what modern scholars call “reputa-
tion collateral.” Such a system can work well—as in modern academe, for ex-
ample. Yet the system had a serious drawback, in that it limited transactions
to a fairly small circle. Hunt’s Merchants’ Magazine noted in 1851 that the
merchant was “confined in his purchases to a few houses, where he might
have formed an acquaintance. If wholly unacquainted, he was obliged to take
letters from responsible parties at home, and was limited in his business rela-
tions to the few to whom those letters were addressed.”!” Hiring agents to
investigate potential customers and trading partners also contained this prob-
lem, as Barings’ experience confirms. The firm’s reliance on Thomas Ward
confined its business correspondence largely to New England firms at a time
when New York was becoming a more important center for commerce. In
1853 a partner in a new Boston firm dismissed Ward, and presumably the
system he represented, as “antidiluvian.”'8

Letters of recommendation became inadequate as the volume of trade
expanded and the number of people entering the distribution sector in-
creased. During boom periods, many suppliers preferred to risk advancing
goods to marginal or unknown traders rather than lose potential profits.!?
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Some enterprising wholesalers actively searched for new customers and so-
licited trade by writing to new storekeepers in their trading area or offer-
ing to act as financial intermediaries for their customers by paying small
bills to other wholesalers in the same city.??

As with their British and colonial predecessors, antebellum suppliers
were at times more eager than careful. “It is not unfrequent,” one writer
commented in 1839, “that simple orders on our Northern merchants, from
persons at the West, for goods on long credit, are duly honored, and this
without the sellers having any security whatever of the ability and good faith
of the purchasers.” The decision to extend credit to such buyers was not
necessarily rash, for the willingness to take risks was a necessary trait in a
quickly expanding market. “Caution too often grows into cowardice,” the
same writer continued. “I have seen retailers refused credit by wholesale
merchants, because they possessed but little capital . . . This fault is to be
deprecated as much as the other.”?!

By the 1830s, the idea of establishing an alternative mechanism for pro-
viding credit information was already very much in the air, greatly aided by
an expansive postal system that covered even the newly settled areas of the
country.?? No one knows precisely who invented the new model, but it dif-
fered markedly from older information-sharing arrangements such as trade
protection societies. Instead of a closed network, the new credit-reporting
system consisted of a third party that collected information on a wide array
of potential buyer-borrowers; the information was then offered to the busi-
ness world at large, for a subscription fee. At least one firm, Gritfin, Cleave-
land, and Campbell of New York City, had already begun operating such a
scheme by 1835.23 It did not last, but in 1841, the abolitionist merchant
Lewis Tappan established a similar firm, which he called the Mercantile
Agency, a term that became generic for the industry. Tappan bought the
defunct Griffin, Cleaveland, and Campbell’s subscriber base the following
year. As the first lasting organization of its kind, the Mercantile Agency
would make history as the predecessor of Dun and Bradstreet.

Lewis Tappan, Organization Builder

Lewis Tappan (1788-1873) is remembered today as one of America’s
most prominent abolitionists. In the 1990s he achieved recognition in the
Hollywood film Amistad for his part in freeing a group of mutinous slaves.
Yet these activities have not managed to soften his historical image, for
Tappan stretches the biographer’s natural inclination to be indulgent. “It
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must be sadly admitted,” writes Bertram Wyatt-Brown, author of the clas-
sic work on Tappan’s life, that he “scored all too well on the familiar
checklist of the Yankee do-gooder’s grave defects: moral arrogance, obsti-
nacy, cliquish conformity, provincial bigotry, and abrasive manners—with
a streak of unpleasant opportunism when circumstances allowed.” Tap-
pan’s piety grated even on his family and close friends. Theodore Weld
once remarked that Tappan’s intense zeal led to “a habit of coming to un-
favorable conclusions about men on too slight grounds.” Lewis’s older
brother Benjamin, who rose to prominence as a Democratic senator from
Ohio, chided him: “You are a man of impulse & I suppose will ever be. I
do not dislike you for this but I marvel you do not tire in trying to prose-
lyte me.” Lewis Tappan even managed to exasperate an ally, the fiery
evangelical preacher, Charles Gradison Finney. When Tappan tried to im-
pose his ideas about “forbidden marriage” between Catholics and Protes-
tants by expelling such “mixed” couples from a poor congregation in New
York’s Chatham Street (which Tappan had helped to found), Finney called
him a “pious fraud.” Tappan himself seemed aware of his shortcomings,
admitting in a letter to English abolitionist Sophia Sturges, “I have been
zealous for the truth, anxious for the conversion of man, liberal in sup-
porting the institutions of religion, but have not to the extent I should
have done, had that love for fellow-Christians, and that compassion for
sinners that Jesus inculcated.”?*

Tappan’s most impressive trait, however, was his genuine belief in
equality for black people, a conviction that alienated him from most white
Americans of his day, including many of his fellow evangelicals. Tappan
declined to vote for Lincoln in 1860, thinking the Republican candidate
insufficiently radical on the slavery issue. (He voted for Lincoln in 1864,
after the war had radicalized the President into issuing the Emancipation
Proclamation.) Tappan urged ending the “absurdity of excluding people
from [railroad] cars on account of their complexion” and was an early and
radical believer in black suftrage, writing to his friend Charles Sumner that
black men would never have their rights until they had “a musket in one
hand and a ballot in the other.” When Lincoln issued the Emancipation
Proclamation, the seventy-five-year-old Tappan attended a celebration at
the Cooper Union in New York, where he joked to a crowd of supporters
that “a white man was as good as a black man, if he behaved himself.” There
are strong indications that he would have sanctioned mixed-race marriages
more readily than the intermarriage of Protestants and Catholics, a prospect
that horrified him.?®
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Four of the six Tappan brothers—John, Charles, Arthur, and Lewis—
became reformers and philanthropists. Lewis was emotionally closest to
Arthur, two years his senior and (for a time) financially the most successful
of the clan. Called “St. Arthur de Fanaticus” by his enemies, Arthur gave a
substantial portion of his fortune away to religious and antislavery causes.
Even more severe than Lewis in outlook and disposition (and, perhaps as a
consequence, the victim of severe headaches that periodically debilitated
him throughout his life), Arthur ran his silk-importing business according
to strict rules of conduct. He required his employees to be temperate, keep
away from theaters, and attend service twice on the Sabbath. On Monday
his employees were obliged to report which church they had attended on
the previous day. To guard against dishonesty, they were asked the name of
the clergyman and the text that was read.?® Although Arthur made his for-
tune in the New York wholesaling district, “Babylon” eventually grew too
much for him, and he moved his family to New Haven, where Yale had
long been a citadel of Calvinist orthodoxy. From there, he continued to
commute to his Pearl Street store in lower Manhattan.

The Tappans’ unyielding piety and arrogance were in many ways their
salvation. Had they been more anxious about obtaining other people’s fa-
vor, more sensitive to criticism, Arthur and Lewis Tappan could never
have become abolitionists, a calling that during the 1830s literally became
a life-threatening activity.?” A crowd of rioters attended the initial meeting
of the New York Anti-Slavery Society in 1833, at which Arthur Tappan
was elected president; the brothers escaped through the building’s back
door. In 1834 Lewis’s house was ransacked by a mob, which threatened to
do the same to Arthur’s store. Arthur was spared only because the mayor
and a body of troops arrived in time to stop the destruction. The harass-
ment did not stop. In 1836 Lewis received a package containing a black
ear, with a note recommending that it be added to his “collection of nat-
ural curiosities.” An overwrought Lydia Maria Child wrote “assassins are
lurking at the corners of streets to stab Arthur Tappan ... Tis like the
times of the French Revolution, when no man dared trust his neighbor.”
Her fears were fanned by southern newspapers and individuals who re-
portedly offered extravagant rewards, one as high as $100,000, for Arthur’s
delivery. (In a rare show of levity, he quipped that “if that sum is placed in
a New York bank, I may possibly think of giving myself up.”)??

The brothers’ radical abolitionism might have been considered as sim-
ply eccentric by their fellow New York merchants were it not for the fact
that southern customers threatened to take their business away from the
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city. The editor of the Petersbury (Virginia) Constellation urged: “Strike at
the root of the evil, fellow citizens of the South! It is yo# who have en-
riched these miscreants . . . We ought to wear nothing bought of the Tap-
pans or suffer it to be worn in our families.” New York merchants deeply
resented the brothers’ effect on trade, and a few were rumored to have
egged on a crowd of ruffians who trashed Lewis Tappan’s home.??

Lewis Tappan earned his place in history through his abolitionist activi-
ties, yet he came to the cause relatively late in life. Like others of his gen-
eration who later became philanthropists, Tappan spent most of his early
manhood in trade. Beginning at the age of fifteen as an apprentice to a dry
goods dealer in Boston, Tappan engaged in a succession of commercial
ventures that took him to Philadelphia, England, and eastern Canada by
the time he was twenty-five. The peripatetic life was no doubt difficult, but
it paid off: by his late twenties, Tappan had amassed a fortune amounting
to some $60,000 to $70,000 (about $1.2 to $1.5 million in 2003 dol-
lars).3% As Tappan’s early experience illustrates, mercantile success during
the early nineteenth century required a willingness to be highly mobile,
and family ties frequently were stretched to the breaking point in the pur-
suit of monetary reward. But those ties, especially among male relatives
and in-laws, were important for obtaining venture capital and mitigating
the consequences of failure.

Family connections were invaluable because Arthur and Lewis Tappan
were not mere storekeepers but substantial New York wholesalers, mem-
bers of a fraternity adept at risking large amounts of money in the hope of
turning a substantial profit. Importing and wholesaling were not the sort
of businesses engaged in by men content to make small and steady in-
creases; these were serious speculative ventures, and only the most steady-
nerved succeeded. While running his silk-importing business, Arthur
encountered liquidity problems involving dizzying amounts of money.
(His brush with bankruptcy in the 1830s apparently failed to instill cau-
tion. As an old man, Arthur used his remaining resources to speculate on
West Virginia real estate but died before he could witness the market’s
subsequent collapse.)3! Like his brother, Lewis Tappan saw his fortune
fluctuate along with the markets; but unlike Arthur, he showed more skill
at holding on to his money.

Even so, in the late 1820s, when he was nearly forty years old, Lewis ex-
perienced the severity of the business cycle firsthand. He suffered serious
financial difficulties when the New England mills and factories in which he
had invested were hit with grave losses. The difficulties forced him to bor-
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row large amounts from his brothers Arthur and John to pay oft creditors.
Lewis moved his family to New York, where in 1828 he became a partner
in Arthur’s silk-importing business. The move was made to help pay off
Lewis’s debts to his brothers, a process that took several years. Located on
the Pearl Street side of Hanover Square in lower Manhattan, Arthur Tap-
pan and Company was one of the largest wholesaling businesses in its line.
Lewis managed the firm’s daily operations until he withdrew as an active
partner in 1837, although he continued to help run the business for sev-
eral years thereafter. In the early 1830s, the firm had revenues of over
$1 million a year, with Arthur himself earning perhaps $30,000 annually.??

Less than ten years after Lewis’s difficulties, the business cycle dipped
again. The panic of 1837 hit the Tappan brothers severely. Arthur origi-
nally operated under a policy of selling only for cash or short-term credit
(it was said that he had refused to bend this rule even for the great New
York department store owner A. T. Stewart). But when Arthur’s radical
abolitionism alienated his southern customers, he extended large long-
term credits to attract new business without raising his prices to compen-
sate for the additional risk. Meanwhile he paid increasingly higher rates
to borrow in a money market made tighter by the British curtailment of
credit. By 1836 Arthur was already severely extended, and on May 1,
1837, he was forced to suspend payments to his creditors, to whom he owed
the colossal sum of $1.1 million. Arthur’s notoriety prompted one New
York merchant to remark that the suspension would “produce a deeper
sensation all over the country than would have remitted from the failure of
any other firm.” Luckily for Arthur, his reputation for strictly observing
the terms of his contracts was well known. Elizur Wright once grumbled
to a mutual acquaintance, “our friend A. T. should be disabused of the idea
that if he . . . should fail to pay [his] notes at three o’clock someday, the
cause of God’s oppressed would fall through.” Arthur’s creditors, trusting
that he would make a good-faith effort to repay them, allowed him to con-
tinue operating his business, and Arthur spent the next eighteen months
making good his debts. Lewis never forgot his brother’s extraordinary ef-
forts to clear his name. Many years later, Lewis marveled to a friend, “Think
of a man owing upwards of a million dollars divided among a hundred
creditors, and paying off every cent while money was worth from 9 to 15
per cent a year.”33

The precise reason Lewis Tappan entered the field of credit reporting is
not clear. A combination of reasons probably led to his decision. The dif-
ficult years of the late 1830s had strained the brothers’ relationship, and
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Lewis resolved to leave the firm—a wise decision, in retrospect, as Arthur
filed for bankruptcy some years later. No doubt the fifty-three-year-old
Lewis’s brushes with bankruptcy also led to a desire for a more secure
source of retirement income. Weary of the unstable nature of the whole-
sale trade, Lewis Tappan came to see the credit-reporting business as po-
tentially immune from the vagaries of the business cycle. He later wrote to
a nephew, “In prosperous times [subscribers| will feel able to pay for the
information and in bad times they feel they must have it.”3* The observa-
tion was shrewd. Tappan was right to believe that suppliers would always
look for buyers and that his service would allow them to make the most
reasonable choices no matter what the current state of the economy hap-
pened to be. Tappan’s credit-reporting agency was unique in another
sense: from the beginning, it was a for-profit organization, distinctly dif-
ferent from the British trade protection societies run primarily as a service
to members rather than to make money.?®

Lewis Tappan’s experience and temperament well suited him to the ven-
ture. Credit reporting took advantage of the brothers’ wide connections
among the dry goods trade and the substantial amount of information
they had amassed on buyers from around the country. Lewis was indefati-
gable and, by all accounts, a gifted organizer who relished the chance to
impose order upon chaos. A clerk described him as “a hard task master. He
has wonderful endurance himself & drives others as if made of the same
stuff.”3¢ In some respects, Tappan’s talent for dealing with boring details
was surprising, given that his friends and relatives frequently described him
as “impulsive.”

Yet establishing organizations to reform undesirable behavior—whether
it be drinking, owning slaves, or speculating on credit—came naturally to
Tappan, who during his lifetime funded or helped to found some of the
country’s most important reform organizations, including Lane Seminary,
Oberlin College, the American Anti-Slavery Society, the American Mis-
sionary Association, and numerous publications. In the months immedi-
ately before setting up the Mercantile Agency, Tappan was helping to keep
Arthur Tappan and Company afloat, wrapping up the Amistad aftair, and
founding new antislavery organizations and Negro Sunday schools. His
eldest daughter, eighteen-year-old Eliza, died of tuberculosis in May 1841,
an event that characteristically threw the grieving Tappan into a renewed
frenzy of activity.?”

The idea of establishing a credit-reporting agency clearly appealed to
Tappan’s evangelical sensibilities. In 1843 he wrote to a relative that the
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Mercantile Agency “checks knavery and purifies the mercantile air.”38 Yet
the man who dealt extensively on credit and who sought to impose order
on the practice was himself of two minds on the subject. Equally commit-
ted to both his business and reform activities, he embodied the ambiva-
lence that many Americans felt about the widespread and extensive use of
credit, a sentiment that also fueled the decades-long controversy about
banks.? In 1861, twenty years after he had established the Mercantile
Agency and thirteen years after he had resigned as its proprietor, Tappan
wrote, “The supposed gains, under this [credit] system, are very fallacious,
while the net gains in the long run, under the cash system, would be much
more lucrative to the individual and more beneficial to the community.”
His objections were founded on his conviction that if “the cash system
were generally adopted, more money would be paid into the Lord’s trea-
sury, and it would be a great restraint upon the feverish and almost insane
spirit of speculation . . . that harass business men, lead to bankruptcy, to
neglect of families, to neglect of their own souls and the souls of others.”*?
Tappan outdid many Jacksonians in his stated dislike of credit, yet he ag-
gressively catered to the needs of creditors and, as a successful merchant
himself, tacitly accepted the need to take speculative gambles.

Early Organizational Problems

“Most showed considerable apathy,” Tappan wrote glumly in his diary on
July 7, 1841, his first day of trying to drum up subscriptions. Only eleven
firms (ten, if Arthur Tappan and Company is excluded) subscribed during
the Mercantile Agency’s first five months. One merchant advised him to
hire someone else to do the selling because Tappan himself was so much
the object of suspicion among his fellow New Yorkers. The enterprise lost
money the first year, unable to cover almost $18,000 in operating costs
plus an additional $3,500 for the Tappan family’s expenses.*!

In hindsight, Tappan’s initial difficulties are not surprising. Anyone at-
tempting to create a new market for information has to contend with sev-
eral unavoidable problems. For one, the buyer cannot properly appraise
the value of the information until he has paid for it; since it is an unre-
turnable commodity, the buyer takes on the bulk of the risk.#> Morcover,
information is notoriously difficult to control, and subscribers can, some-
times unwittingly, transmit it to others who have not paid for it. (Tappan
discovered that a few nonsubscribers were paying subscribers’ clerks to
obtain information for them.) If the information proves valuable to cus-
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tomers, ex-employees can become competitors, who model their services
on the successful first-mover. Barriers to entry tend to be low; in the case
of credit reporting, no firm owned any patents on the process, so rivals
freely copied one another’s methods and attempted to poach customers
and correspondents.

If the information vendor manages to surmount all of these difficulties,
it faces yet another set of problems. As its subscriber base and the amount
of information it collects expand, and as the speed of circulation acceler-
ates, both the physical and procedural means of dealing with the mount-
ing information become outdated: ledgers and cabinets overfill, bits of
information are cross-indexed to the point of chaos, pricing systems that
previously made sense no longer appear logical and fair. Yet equipment
and procedures tend to become entrenched, and replacing them can be
frustrating, not to mention time consuming and expensive, for both the
firm and its subscribers. Tappan faced all of these difficulties in the course
of his tenure. His success at overcoming them is a tribute to his dogged-
ness, organizational talents, and ability to select competent partners. Nearly
all of his competitors were apparently less adept at doing so and did not
survive.

In January 1842, Tappan implemented changes. He lowered his sub-
scription rate and acquired the files of Griffin, Cleaveland, and Campbell, an
organization that had engaged in credit reporting during the 1830s but
had closed its doors prior to the Mercantile Agency’s founding. These
moves gained him thirty-three new subscribers.*® The fact that the infor-
mation’s real value was unproven made it somewhat difficult to come up
with a fair pricing scheme. Tappan opted for a sliding scale: $50 per year for
firms that reported up to $50,000 in revenues, with a maximum of $300
per year for firms with revenues of more than $400,000. Renewal was au-
tomatic; subscribers not wishing to renew were to notify the firm three
months before their subscription lapsed. Basing the price on customers’
revenues rather than actual use had at least two benefits: it simplified ad-
ministration and made the agency’s own revenue stream more predictable.

Tappan did not have the promising new field to himself. Six months af-
ter the Mercantile Agency was established, a firm calling itself “The Com-
mercial Agency” was set up by two entreprencurs named William A.
Woodward and William Coxe Dusenberry. Unlike Tappan, they claimed to
cover the entire country.** In 1844 another rival firm appeared in the very
same building that Tappan occupied, founded by none other than a former
employee, Warren A. Cleveland. The following year Tappan complained to
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a friend that “rival agencies have sprung up & unless we went ahead we
should go astern.”*® Burdened by numerous outside obligations, Tappan
was unable to devote the time to growing his agency, and it was left to his
partners to accelerate the firm’s expansion. Edward Dunbar, who had op-
erated the agency’s first franchise office in Boston under his own name,
later reported that he had great hopes for broadening the agency’s services
to include purchasing notes and other types of banking business. “With a
complete record of the traders and merchants in the country and in the
cities, our advantages for this kind of business would be greater than those
of any private or public institution in the country. I thought that in time,
an advantageous correspondence with merchants, manufacturers, and bank-
ers in England might be carried on.”#¢

Tappan structured the agency on the lines of a modern-day franchise, re-
ferring to it as an “association.” Offices located outside of New York were
partly or wholly owned by other parties who contributed a share of their
profits to Tappan in return for access to the network’s growing scale ad-
vantages. All of the offices agreed to share information with one another
without charge. Reports were sent to New York first, where they were copied
into large, bound volumes before being sent on to other branches.*”

In setting up his agency, Tappan may have drawn on his experiences
with the American Anti-Slavery Society, a national movement headquar-
tered in New York but composed of active local branches. Ironically, these
same abolitionist activities seriously stymied the agency’s attempt at in-
creased scale because many southern businesses refused to have any deal-
ings with the Tappan brothers. The dilemma appeared so great that his
senior partners, Edward Dunbar and William Goodrich, persuaded Tap-
pan to withdraw his name from the proposed Philadelphia office. Tappan
did so for a sizeable cash settlement. Information would continue to move
between the New York head office and its partner offices and the charges
would be prorated, but Tappan would not technically be a member of the
partnership. When Dunbar and Goodrich proposed a similar arrangement
for a Baltimore branch, Tappan again demanded a large cash settlement,
but this time his demand was not accepted. The Baltimore branch was not
established until 1846, by which time Dunbar had left the firm.*8

Lack of southern coverage made the Mercantile Agency vulnerable to
competitors. W. A. Cleveland, the Mercantile Agency employee-turned-
competitor, took advantage of Tappan’s awkward situation by issuing a cir-
cular to promote his own firm, urging the need “for an agency that shall
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embrace the whole United States, so that merchants who do business with
the North and South can have access to information from all sections of the
country.” By 1844, Tappan acknowledged that the lack of southern cov-
erage would prove fatal, and he appointed Dunbar and four others to can-
vass the region for correspondents. Tappan attempted to bypass southern
hostility by suggesting that correspondents from that region address their
reports to Edward E. Dunbar and Company, but Dunbar refused to partic-
ipate in the subterfuge, and Tappan himself came to regret the deception.

Further problems arose between Dunbar and Tappan over the rights to
the southern reports, which Dunbar believed he owned, having been largely
responsible for obtaining them; he had even run the southern department of
the New York office in his own name. The case went to the chancery court
in Albany, which in 1846 decided in Tappan’s favor. Dunbar left the firm for
California, but not before publishing a pamphlet detailing his side of the
dispute.®® The Mercantile Agency eventually expanded its southern cover-
age, but only after Tappan left the firm in 1849.

The firm relied on a network of “correspondents,” including sherifts,
merchants, postmasters, and bank cashiers for its information. Attorneys,
however, made up the bulk of correspondents, a strategy that grew out of
existing practices. Attorneys’ papers, scattered in numerous historical col-
lections throughout the United States, testify to attorneys’ central posi-
tion in the commercial life of towns and localities. Those living in small
towns, in particular, functioned as a nexus between outsiders and locals.
For outsiders, local attorneys were the first and most logical source of en-
try into a town’s business life. They were approached by outside compa-
nies for help in selling stock, and wholesalers and jobbers relied on them
to collect information on, and overdue payments from, local businesses.
Lewis Atherton has documented a number of instances where southern at-
torneys provided information and debt collection services to northeastern
wholesalers. In what was probably a typical arrangement, one law firm in
North Carolina charged a 5 percent commission on regular collections
and a higher rate for more complicated cases.5!

Griffin, Cleaveland, and Campbell, the defunct firm whose books Tappan
bought, relied on attorneys. A circular to its correspondents explained that
“whenever any of our subscribers wish to travel in the country, they will be
furnished with letters of introduction to all our correspondents, so that you
may thus become personally acquainted. This will be for the interest and sat-
isfaction of both.” The circular went on to explain that the corresponding at-
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torneys were allowed to keep all of the fees generated by these introductions
but in return were expected to provide information at the request of the
agency or its subscribers. Subscribers, for their part, were expected to pay
“postage, and such reasonable charges as our correspondent shall make.”?
Tappan implemented a similar system, dependent primarily on local attor-
neys. (There is no indication how other correspondents such as postmasters
and sheriffs were compensated; most likely, they were paid a flat fee.)>3

From the viewpoint of modern-day attorneys, writing reports for agen-
cies whose value was not yet established, in exchange for possible collec-
tion business, may not seem an effective use of time. In the antebellum
period, however, the legal profession began attracting new kinds of men—
entrepreneurial, self-made, and interested in law primary for the chance it
afforded to make a good living. Law was one of the institutions democ-
ratized during the Jacksonian period, a phenomenon driven partly by the
need for lawyers in the new western areas. Western lawyers tended to be
jacks-of-all-trades, attracting a diverse set of clients ranging from railroad
companies to outside creditors to their fellow townspeople.

In 1849 a lawyer referral service, the American Legal Association, was es-
tablished to take advantage of the growing need for legal services and the
desire of lawyers to attract clients. The association’s aim was “to furnish
professional and business men with the name of at least one prompt, effi-
cient and trustworthy Lawyer in every shire-town and in each of the prin-
cipal cities and villages in the Union, who will transact with dispatch and for
a reasonable compensation, such professional business as may be entrusted
to him.” For five dollars, any attorney could become a member of the soci-
ety, which published the United States Lawyer’s Divectory and Official Bul-
letin. The directory was revised annually until the association collapsed in
1854. (New editions came out sporadically until 1868.)** These circum-
stances explain why the Mercantile Agency and its competitors managed to
recruit enough correspondents to make the credit-reporting system func-
tion. Critics of the agencies frequently alleged that young, inexperienced
lawyers were most attracted to this sort of work. However, the example of
Abraham Lincoln, who worked for the Mercantile Agency in the 1850s
when his practice was already well established in Springfield, is evidence
that experienced lawyers also participated.®®

At the end of the nineteenth century, the newly professionalized “credit
men” pushed for greater sharing among creditors of ledger information—the
payment records of their customers, which modern scholars now cite as the



A “System of Espionage” 51

single most important indicator of the likelihood that a business will pay its
debts (see Chapter 6). For most of the century, however, there was no no-
tion that ledger information should be made generally available. Because
this valuable information was inaccessible, the new credit-reporting agencies
focused on borrowers, and specifically on their financial circumstances and
past behavior.

Local knowledge was the most reliable source for this information. Tap-
pan wrote to his subscribers that the firm’s “resident agents,” or corre-
spondents, “have greater facilities, by long and personal acquaintance and
observation, for acquiring the information and furnishing statements which
can be relied upon.” The local correspondent, “having his eye upon every
trader of importance in his county, and noting down, as it occurs, every cir-
cumstance affecting his credit, favorably or unfavorably, becomes better ac-
quainted with his actual condition than any stranger can be.”®® The point
was affirmed by an article favorable to the Mercantile Agency published in
Hunt’s Merchants’ Magazine: “Information of this character can, in gen-
eral, be satisfactorily obtained only at the bome of the trader.” Hunt’s was
emphatic on this point: “Hence, the main object, with the agency is, to fur-
nish THE HOME STANDING of the merchant, obtained from intelligent
and velinble sourcess, THERE . . . There, and there only, can [a creditor]
learn whether [a potential borrower] owns property, and is a man of good
character—whether he does a legitimate or a speculative business—and
whether he is competent, steady, and attentive, or otherwise.”>”

The phrasing of credit reports leaves no doubt that the local standing of
individuals was the key to their trustworthiness. The credit-reporting book
kept by an anonymous merchant in Jackson, Michigan, in 1861-1862 stated
that Lattimer and Stanton, the owners of a local drug store, “have the con-
fidence of the community.”® Locals’ lack of confidence in individuals also
was reported.”® The importance of local knowledge tended to work
against traders who had recently moved into the community. The Jackson,
Michigan credit-reporting book reported that one of the town’s mer-
chants kept “a very good stock” but that he was “a stranger, not extensively
known.”®® Reliance on community standing hurt the creditworthiness of
many Jewish merchants, because their business strategies often involved
migration to progressively larger towns, which prevented them from estab-
lishing strong connections to particular communities (see Chapter 4).

Tappan hoped that the prospect of obtaining collecting work would en-
courage corresponding attorneys to report bad news to subscribers as quickly
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as possible. The Mercantile Agency’s circulars, such as this one sent to Jack-
sonville, Illinois, attorney David A. Smith in 1846, explained the incentives:

Dear Sir,

We have recommended Mess. Addicks Van Dusen & Smith to employ
you in securing or collecting any claim they may have against persons
in your district, assuring them that we believe you are entirely re-
sponsible and will execute any business they may entrust to you with
promptness and fidelity—and requesting them to inform us whether the
business is done satisfactorily, so that we can use the fact as an enconr-
agement to other merchants to send their claims to you for collection. Re-
spectfully Yours, Wm Goodrich & Co.%!

Tappan and his partners encouraged subscribers to assess the attorneys’
performance, a feedback mechanism that allowed the attorneys to build
their own reputation collateral. To his subscribers, Tappan explained that
a local attorney had compelling reasons to perform his duties honestly and
competently, for “being entrusted with the business of a large number of
subscribers, his reputation, in the transaction of business for one, is at
stake with all.” Therefore, “any negligence of his in doing business for
one, would prejudice all the others against him.”%?

Surviving attorneys’ papers suggest that the arrangement worked. One
subscriber who had engaged a local attorney to collect payments from an
overdue account wrote the attorney, “We have advised our friends &
neighbors . . . to send you also their claim . . . & we want you to serve us
both alike & hope you will do as well for one as the other.”%® Similarly,
wholesalers Dorr and Chandler of New York retained Montgomery, Al-
abama, attorney Charles Crommelin on the basis of his work for the Mercan-
tile Agency, which was “too correct” to doubt. Like merchants, therefore,
attorneys had good reason to build reputation collateral. The need was
particularly acute because there was as yet no national association to cen-
sure unethical practices or to disbar unqualified or dishonest attorneys.
Many small-town lawyers clearly welcomed the chance to attract business
from outsiders. The papers of one Louisiana attorney reveals that he re-
quested the privilege of reporting on several parishes in that state, but
Tappan could only promise him three for the time being.%*

For Tappan, the advantages of using local correspondents were obvious.
It reduced his initial cash outlay to little or nothing, aside from the cost of
producing and mailing recruitment circulars, allowing him to offer the ser-
vice at a more reasonable rate. Had the agents been paid in cash, Tappan es-
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timated that “the amount of their compensation would greatly exceed the
income of the Agency, which, in that case, could not be prosecuted unless
the subscribers paid about treble what they now do.”%® Tappan resorted to
other clever methods to save money, such as sending his correspondents
copies of newspapers—in his case the New York Tribune—to acknowledge
receipt of their reports. (Until the rates for letters were drastically reduced
in 1845 and 1851, the U.S. Post Office charged substantially less to de-
liver newspapers than first-class letters. )%

Attorneys working for the agencies formed their own information net-
works with counterparts in other towns. In 1845, for example, Calvin De-
Wolf of Chicago contacted Springfield, Illinois, attorney Mason Brayman
on behalf of the Mercantile Agency:

Dear Sir,

I am requested by Messrs Lewis Tappan & Co. of N.Y. to write to you
when it is necessary to get information or have legal business transacted
at your place . . . I have a suit in our County Court in progress in favor
of Henry M. Holbrook of Boston against L. P. Langer & Co. . ..on a
note given in 1843 for $3,000. David Langer informs me that there are
judgments against them for large amounts in the U.S. Court. Will you
inform me whether this is so? Who are the parties? (plfts [plaintifts] &
Dfts [defendants]) and the amounts of the Judgts & when rendered.
There are two other $3,000 notes still in Boston, and any information
you can give in velation to the condition of the affuirs of the Langers may
result in sending one or more of them to you for suit in U.S. Courts."’

DeWolf went on to say that he might send other business to Brayman, ob-
viously offering an incentive for the Springfield attorney to cooperate.

Implementing a system wherein correspondents, agency managers, and
subscribers cooperated for mutual gain required the agencies to continu-
ally educate the parties about what each needed from the others. A steady
stream of circulars issued from the agency offices, containing instructions
and suggestions, much of it seemingly mundane and based on common
sense but apparently not intuitively obvious. The following, for example,
appeared in small print at the bottom of a circular sent to subscribers by
the Mercantile Agency’s Philadelphia office, instructing them about what
the attorneys needed to prosecute a case effectively:

We suggest to the merchant who sends this letter to pay the postage,
and to send his name at length, and that of his partners, if he has any,
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to the attorney. By attending strictly to this, much time may often be
saved, as the attorney cannot commence suit without the full names
of the parties. It is best, also, to give the attorney positive instructions
as to the course you wish him to pursue.®

The attorney, meanwhile, was instructed to acknowledge receipt of corre-
spondence from subscribers

by the first mail, and to keep his client advised from time to time of
the progress made in securing or collecting the claim. Merchants al-
ways wish to have their letters acknowledged promptly, and do not
regard the postage. They also wish to be advised after every term of
court of the progress of their suits.®

Self-correction was inherent in the credit-reporting system. Circulars in-
vited subscribers to inform the agencies of errors. Testimony in the
Ormsby v. Douglass case (discussed below) confirms that the Mercantile
Agency consulted with the subjects of reports to clear up discrepancies.””

The agency’s network of correspondents widened as Tappan asked cur-
rent ones to recommend others in their locality. By 1846 the agency had
679 correspondents located throughout the country.”! Tappan tried to re-
cruit individuals who were sympathetic to his abolitionist activities, includ-
ing the Boston lawyer and antislavery advocate Ellis Gray Loring; the
Connecticut lawyer Roger Sherman Baldwin, who subsequently became
senator and then governor of the state; and Michigan’s James G. Birney, the
presidential candidate for the Liberty Party in 1840 and 1844. Securing
competent correspondents was a constant problem, and some of Tappan’s
tactics for recruiting or mollifying them were inadequate, even insulting. For
example, he sent them free issues of Columbian Lady’s and Gentleman’s
Magazine and The Christian Parlor Magazine, periodicals that were not of
high quality or that were of little interest.”?

At first glance, the use of attorneys for both information gathering and
debt collection appears to hold the potential for conflict of interest. One at-
torney from western New York voiced what must have been a general con-
cern: “I think the tendency of yr agency is greatly to diminish bus[iness] in
the county. If yr cor[responden]ts make correct reports yr subs| cribers] will
have but little trouble in collecting their debts and seldom need an
attorney.””® But this proved too optimistic. Even good borrowers found
themselves occasionally at the mercy of the business cycle, and creditors
continued to need the help of local attorneys to collect debts.
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More vexing for Tappan was the problem of compelling subscribers to
use the agency’s corresponding attorneys for all of their debt collections. In
1843 he tried imposing a penalty, stating in a circular that any subscriber
acting on information provided by the agency but engaging the services of
a nonagency attorney was “to give immediate notice thereof to said TAP-
PAN, and pay him, in every such case, for the attorney who collects the in-
formation for the Agency in that county, the sum of Five Dollars, and also
one half of one per cent. of every such claim up to One Thousand Dollars,
and one fourth of one per cent. of any excess, on the amount collected.””*
But the agency could not enforce the policy, and Tappan soon gave up try-
ing to penalize subscribers. Attorneys, meanwhile, complained that they
were not receiving the business that Tappan had promised them. Yet, ap-
parently, enough of them received additional business from their associa-
tion with the credit-reporting agencies to allow the system to function.

The growing network of correspondents increased the agency’s coverage,
but Tappan and his partners continued to be anxious about the quality of
the reports. Lack of control over the competence of their correspondents
remained, for decades, the agencies’ biggest stumbling block. Circulars
urged correspondents to be thorough and punctual. Subscribers, stated a
typical circular, “will inevitably get into habits of delinquency if they find
my correspondents are remiss in bringing up their part of the system. It is
for mutual interest that each party should faithfully perform what he has
undertaken.””® To ensure the accuracy of the reports, Tappan planned to
implement a kind of audit system, using special “traveling agents.” The in-
formation they obtained was to be “compared with that furnished by local
correspondents, in order that any inaccuracies in the reports of either may
be detected.””¢ It is unclear how thoroughly Tappan was able to audit his
correspondents’ reports. He probably used the traveling agents primarily
to recruit and appoint new correspondents, especially in the South in
1845.77

Beyond Tappan’s many organizational and managerial problems lay the
need to secure legitimacy both for the Mercantile Agency and the entire
infant industry. Even more than banks, credit-reporting agencies were un-
regulated organizations created by entreprencurs to meet new business
needs. Because they were less visible to ordinary citizens than banks, the
agencies escaped the intense political debate that surrounded those finan-
cial institutions. Nevertheless, the agencies provoked the same mixture of
deep suspicion and cautious approval among those who had an opportu-
nity to observe their operations.
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In 1836 North Carolina attorney James W. Bryan wrote to Griffin, Cleave-
land, and Campbell that “an excitement of no ordinary character has been
created among the merchants of Newbern, N.C., in consequence of a belief
on their part, that an undue representation of their standing, and ability as
merchants has been made through the agency of your firm to their New York
creditors.” Bryan had been charged with being a correspondent of Griffin,
Cleaveland, and Campbell, and he requested that the firm state in a letter that
he was not connected with them. Griffin, Cleaveland, and Campbell wrote
back that southern merchants had viewed the plan in “so objectionable a
light” that the firm had decided not to pursue it in the South: “If you have
been the subject of suspicion we sincerely regret it, as you are not our corre-
spondent or agent & are in no way connected with us in this plan.””8

Compared to other regions, the South remained much less kindly dis-
posed to credit-reporting firms, almost all of which were located in the
northeast. But no part of the country was devoid of hostility against the
agencies. Edward Dunbar, Tappan’s former partner, claimed that in set-
ting up the Boston branch in 1843, “I had neither the countenance of my
friends nor the confidence of merchants, in my novel, or as many regarded
it, mysterious undertaking.” Tappan himself felt compelled to reassure po-
tential correspondents that the service was not “a system of espionage.””?

Correspondents had good reason to be worried about how their fellow
townspeople would perceive their activities. Being scrutinized, even for the
purpose of determining a person’s creditworthiness, was seen as humiliat-
ing. Referring to the practice in general (rather than to credit-reporting
specifically) one writer argued that being assessed

subjects [ merchants] to doubts and inquiries which are injurious and
unpleasant; it causes their private life, their business speculations, and
their personal and family expenditure to be looked into and watched
by others; in short, they are put under surveillance, and the babbling
of lying mischief, or the tongue of malignant slander, may, in a few
sneaking, skulking words, blast their credit, and bring their creditors
down upon them, when they are unprepared, and not expecting
them . . . An independent man hates this.%°

Even articles favorable to the agencies, such as the one that appeared in
the Cyclopedin of Commerce, acknowledged that “to the casual observer
[the mercantile agency] partakes of the nature of a system of espionage,
seemingly at variance with that candor and love of open dealing so charac-
teristic of our commercial usages.”3!
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Surviving circulars record the new credit-reporting firms’ continuous
efforts to justify their methods to a skeptical public. The Mercantile
Agency’s most cogent arguments revolved around the increased efficiency
that its unprecedented scale made possible. Merchants, Tappan argued,
gained significant cost savings, “it being much less expensive for a large
number to unite in procuring information from the same source than for
each to send out special agents.”%? Morcover, the use of local correspon-
dents was superior to the older method, whereby New York wholesalers
sent their own agents to report on distant buyers. Being part of their local
communities, correspondents would naturally be more discreet and sensi-
tive, performing their duties “without being inquisitorial and without doing
injustice either to the country or city merchant.”®? Yet arguments for the
Mercantile Agency’s efficiency and discretion were apparently not enough.
In his early letters and circulars, Tappan also felt pressured to deny that the
agency was doing anything new or revolutionary. He could rightly claim
that he did not himself invent the idea of the agency, having borrowed
many of his tactics from Griffin, Cleaveland, and Campbell. Instead, Tap-
pan emphasized that he merely did for merchants what they would have
done for themselves in the normal course of business.

Correspondents, too, needed convincing of the legitimacy and legality of
their activities. In a handwritten letter addressed to William G. Brown of
Virginia (presumably a potential correspondent), W. A. Cleveland quoted
“an eminent law firm in the South,” which wrote, “We have no feelings of
delicacy about this matter [of providing reports on local merchants], be-
lieving that there is nothing in it dishonorable or unjust to anybody. We are
the Agents of our Clients already and for the same objects. This is only an
enlargement of that.”%* In 1842 Tappan wrote to his correspondents that
the information they provided “is the same, only on an extended scale, that
you would give to a merchant [in New York], who should write to you for
information as to the responsibility, &c. of a single merchant in your place.”
The correspondent, Tappan explained, would provide the information to
the agency “as you would to [the subscriber himself ], as information which
it is proper for an attorney to give to a CLIENT, not holding himself legally
responsible from any error in judgment.”$®

Tappan no doubt wished to reassure correspondents made uneasy by
criticisms such as those in the New York Herald, whose editor referred to
Tappan as a man who kept “an office for looking after everybody’s busi-
ness but his own.” A Norfolk, Virginia, attorney declared in one of the
town’s newspapers that “to act as a spy” on one’s neighbors, as the agen-
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cies did, was an act that even a slave would disdain. James Webb, editor of
the Morning Courier (later the Courier and Enquiver) and an old enemy,
wrote that the agency was “a new clap-trap for notoriety . . . carrying on
the business of a secret inquiry into the private affairs and personal stand-
ing of every body buying goods in New York.”8¢

Public suspicion was hardly mollified by the high level of secrecy that
Tappan felt was necessary to protect the value of the agency’s main, and
highly vulnerable, commodity: the information it collected on individuals.
Until the publication of its first reference book in 1859, no written reports
were issued; instead, subscribers were obliged to collect the information in
person or to send a “confidential clerk.” The agency’s clerks transmitted
the information orally to subscribers or their representatives. Subscribers
who testified in Beardsley v. Tappan in 1851 described the process of re-
trieving information from the agency: “The book [of reports] is kept on
the inside of a raised desk on which it stands,” explained one subscriber,
“and the person on the outside is not in a position where he can read from
it.” Another subscriber reported that the agency clerk “had a large book
before him like a large ledger; he opened it, and appeared to read from the
book, or from a paper in the book; as he read, I wrote down on a slip of
paper what he read . . . I took the pencil memorandum to my store; the
clerk read very slowly and distinctly, and I wrote it down carefully with a
pencil; T afterwards copied this pencil memorandum in ink.”%” Contracts
specified that subscribers were not to share with others the information
they received, and they were forbidden from revealing to the subjects of
the reports what the correspondents had written about them. At one
point, Tappan even asked subscribers not to reveal that they used the
firm’s services.?® The agency offices, with their forbidding counters sepa-
rating clerks from subscribers and where communications were whispered,
reinforced the cloak-and-dagger nature of the business.

The Tappan brothers’ reputation for meddling and spying only made
things worse. As part of their reform activities during the early 1830s,
Arthur and Lewis had organized spy cells to monitor tavern keepers and
report any infractions of the law to the authorities. According to his biog-
rapher, Lewis Tappan “once threatened a tailor who refused to sign a pe-
tition to stop the Sunday mails: ‘I shall report you to my brother and his
connexions, and you shall have no more of our custom!”” Even Benjamin
Tappan called his younger brothers’ activities “sickening.”8’

Yet Tappan’s disclaimers notwithstanding, the new organization and its
competitors did not merely constitute a more efficient prosecution of ex-
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isting methods. Instead, they represented a radically new model for the
collection and transmission of credit information. Attaining legitimacy was
contingent on increased familiarity: as credit reports became more widely
used, they became perceived as essential to the responsible management of
risk. But until that happened, agencies labored under a cloud of skepticism
or outright hostility, forcing proprietors such as Tappan continually to de-
fend their methods.

Douglass and Dun

Lewis Tappan stamped his forceful personality upon the agency he founded.
Ironically his successors, Benjamin Douglass (coproprictor from 1847 to
1859) and Robert G. Dun (sole proprictor from 1859 to 1900), did not
share many of Tappan’s fundamental beliefs. In 1846, attempting to reas-
sure correspondents that his abolitionism did not interfere with the
agency’s activities, Tappan wrote that “sagacious merchants” considered
“the capacity and general character of those whose agency they desire in
the management of their business rather than . . . their opinions on other
subjects.” In his early relationship with Benjamin Douglass, he was as
good as his word. Tappan was willing to overlook the younger man’s
strong proslavery sentiments because he admired Douglass’s propensity
for hard work.”?

Benjamin Douglass (1816-1900) was only thirty-one years old when,
as the agency’s head clerk, he purchased a one-third proprietary interest in
1847. Born in Maryland, Douglass was the son of a Scottish-Presbyterian
merchant who established a West Indian trade based in Baltimore and
New York. Young Benjamin worked as a merchant in Charleston and as a
cotton factor and commission merchant based in New Orleans. Unlike
Tappan, who never visited the South, Douglass felt at home there; during
the Civil War, he would write letters and pamphlets defending his native
region. Also unlike Tappan, Douglass found time for cultural and intellec-
tual pursuits, even employing a Jewish rabbi to instruct him in Hebrew
and Arabic.”!

Douglass’s patience was tested in his dealings with the Tappan brothers.
Arthur never fully recovered from the Panic of 1837. Although he man-
aged to pay off all his debts after the suspension, the business continued
on a precarious course until he finally filed for bankruptcy some years later.
In 1848 the once-prominent Arthur Tappan was reduced to being a junior
partner in a nephew’s dry goods firm. The devoted Lewis devised a way to
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provide his brother with a sinecure and restore his sense of dignity. In
1849 Lewis sold one-half of the Mercantile Agency to Arthur for $25,000
and the remaining one-sixth to Douglass (who already owned one-third)
for $12,500, making Arthur Tappan and Benjamin Douglass equal part-
ners. Douglass was to manage the firm and at the end of five years acquire
the right to purchase Arthur Tappan’s shares for $18,000. The arrange-
ment would have proceeded smoothly had Arthur not invested his profits
from the Mercantile Agency in a New Jersey machine-making plant in
1854. It turned out to be heavily in debt, forcing Arthur to put the con-
cern up for bankruptcy sale. When Douglass exercised his option to pur-
chase Arthur’s shares, he argued that Arthur had already drawn out a
substantial portion of the profits; the $18,000 that had originally been
agreed was therefore too high. Lewis responded by suing Douglass, whom
he now called “an Old School Presbyterian—a pro Slavery man—and a
Buchananite.” Ultimately, Arthur obtained a $12,000 scttlement, even
though he had never played a major role in the firm.”?

Benjamin Douglass’s successor, Robert G. Dun, joined the firm in
1846. Four years later, he and his brother, James, became the agency’s res-
ident reporters in Milwaukee. Born in Scotland, Robert Dun was, like
Douglass, a Scottish Presbyterian. His parents emigrated to Chillicothe,
Ohio, the poor relations of one of southern Ohio’s wealthiest families.
When his father died, Robert Dun, his brother, and three sisters were sup-
ported by their uncles. Although not wealthy, the Dun siblings were raised
among people of means and discernment, and Robert remained close to
them throughout his life. Benjamin Douglass and Robert Dun were tied
together by more than just their business interests. They were also double
brothers-in-law: Douglass married Dun’s sister, Elizabeth, in 1842; in
1856 Dun married Douglass’s sister, also named Elizabeth. Like the Tap-
pans, the Douglass-Duns were a close-knit clan. When Dun’s wife died, he
did not venture far in search of a replacement; he married his late wife’s
niece, Mary (Minnie) Bradford.”?

Robert Dun was as sympathetic to slaveholders as was Benjamin Doug-
lass, and Dun steadfastly opposed the Civil War on political and practical
grounds. (There is no record of what Tappan felt about this irony.) “I am
a firm believer in States rights,” Dun wrote to a cousin. “I think the Gov’t
at Washington has no right to declare war against any State or States.”
Subduing the South, Dun believed, would require far more treasure and
manpower than the North could realistically provide. He claimed that the
agency lost some $100,000 in 1860-1861 because of the conflict, a fact



A “System of Espionage” 61

that added to his disgust at the Lincoln administration. Nor was Dun’s
loathing of the war confined to the issue of states’ rights. To his brother he
wrote in April 1863, “It is plain that God intended the Negro to be the
servant & slave of the superior race. This is as plain to me [as] that it is
natural for the parent to govern the child; for the mind of the Negro is as
that of a child when compared with the Caucasian.”%*

Dun’s lavish spending habits would also likely have offended Tappan. In
1870 Dun bought a house on New York’s stylish Madison Avenue, two
blocks from J. P. Morgan. Dun had fourteen servants, an art collection
that at his death was valued at $250,000, a private carriage drawn by a
team of horses, a summer home (Dunmeres, at Narragansett Pier, Rhode
Island), and a fine wine and liquor cellar. Dun once spent $1,500 on wines
during a trip to France, and he eventually developed cirrhosis.”> None of
these habits prevented him from successfully running his agency. But it is
a striking irony that Robert Dun’s way of life so often veered from the set
of business values and habits that reformer Lewis Tappan had prescribed,
and which the credit-reporting agencies upheld.

Although Lewis Tappan faced resistance from the southern trade, his
successors eventually built a network of agencies located in all of the coun-
try’s principal trading centers. The numerous clerks, reporters, and corre-
spondents on its payroll made the agency among the largest private
employers in the country. It was run as both a decentralized association of
offices, each with its own manager, and as a centralized firm whose strat-
egy and policies were dictated by the New York head office. Administra-
tive talent counted for a great deal, given the agency’s unusual size and
structure; like Tappan, both Douglass and Dun were gifted managers who
responded imaginatively to the opportunities presented by the growing
scale of American commerce. Their combined tenures spanned fifty years,
during which the United States evolved from an underdeveloped econ-
omy to the world’s largest agricultural and manufacturing power.

Douglass was much more expansion minded than was Lewis Tappan,
who because of advanced age and numerous outside interests did not
strenuously pursue subscribers other than large eastern wholesalers, pri-
marily in New York.”® More exclusively focused on the agency, Douglass
could afford to have grander ambitions for it. In addition to promoting
growth aggressively in the West and South, he sought to diversify the
firm’s client base to include not only wholesalers and jobbers but also
banks, fire insurance companies, manufacturers, and commission houses.
Douglass broadened the agency’s services beginning in 1855, when he es-
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tablished a claims department to help clients collect overdue payments
from customers. (By 1900 profits from this business accounted for one-
quarter of overall profits.) He also attempted to take advantage of the
agency’s subscriber lists by offering a direct-mail service: companies wish-
ing to solicit new business could hire the agency to mail advertisements
and circulars to its vast subscriber base. It was not a resounding success,
and Douglass later abandoned the idea.””

Dun continued Douglass’s focus on expansion by continually searching
for new customers and sources of revenue. As the pioneering organization
of its type, the agency experimented with different policies and forms of
operation, sometimes to the frustration of its correspondents and sub-
scribers, but often for the overall improvement of its service. With few
precedents to guide him, some of Dun’s ideas proved to be inappropriate.
For example, in 1864 he tried to convince the newly established Internal
Revenue Department to buy the agency’s reference books as a basis for as-
sessing tax liability. A few years later, he offered to market $5 million
worth of stock for the National Telephone Company—in hindsight a clear
conflict of interest because the agency was also reporting on the firm’s
creditworthiness. (Nothing came of either idea.) In 1867 Dun published
the Mercantile Agency United States Business Dirvectory, which contained
the names and addresses of firms that were reported on. The volume was
clearly meant to have been published annually, but it proved unprofitable.

Both Douglass and Dun positioned the agency as the provider of timely
information on a broad range of business topics. Beginning in 1857, the
agency used its formidable information-gathering abilities to publish an-
nual statistics on the number of business failures around the country and
the aggregate liabilities and losses they represented, which it sent as a cir-
cular to subscribers. Additional circulars issued by the various offices fea-
tured information on local economic conditions. A number of journals,
including the New York Independent, DeBow’s Review, and Hunt’s Mer-
chants’ Magazine, began regularly to reprint the Mercantile Agency’s fail-
ure statistics and economic analyses. In 1861 the Mercantile Agency used
its resources to estimate the extent of southern indebtedness to northern
suppliers, which the firm placed at over $300 million.”®

Both men tightened the agency’s organizational structure. Douglass
centralized control by buying a share in most of the network’s indepen-
dent firms. By 1857 only the E. Russell and Company branch in Boston
and the J. D. Pratt branches in Baltimore and Richmond remained com-
pletely independent. (It was not until 1897 that Robert Dun acquired the
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last of the independent U.S. offices from Edward Russell, who for several
decades had owned and run the Massachusetts and Maine offices in
Boston, Worcester, Lynn, Portland, and Bangor.) Douglass improved the
internal communication within the firm by requiring branch offices to ex-
change information with each other rather than exclusively with New
York; he even sued William Goodrich, the Philadelphia office manager, for
refusing to comply. Yet despite all of the changes, the accounting system
that Tappan had established remained essentially intact. The agency re-
mained an association of independent units but one that required free in-
terchange of information among them. Later in the century, this posed a
hardship in the West for smaller offices, which had fewer staft and larger
territories to cover.”?

In the mid-1850s, Douglass began adding more paid, full-time re-
porters, which generally improved the quality and reliability of the infor-
mation the agency provided to subscribers. But maintaining the quality
and timeliness of the information continued to be difficult; like Tappan,
Douglass exhorted correspondents and branch managers to be more thor-
ough. “Many of our correspondents,” stated a typical circular, “would
they extend their inquiries a little further . . . would often find that many
new traders have commenced business since the dates of their last re-
ports.”1%0 Another declared, “The effect upon our merchants of giving
[subscribers] a ready reply about a new concern is wonderfully favorable. It
compels the inference that our advisers are prompt, watchful, and ener-
getic men, and that subscribers’ interests are in safe and worthy hands.” 10!
The papers of Elijah Morgan, an attorney in Ann Arbor, Michigan, reveal
that other collection agencies and credit-reporting firms sent similar let-
ters. In 1858 the American Collection Agency reminded Morgan of his
failure to answer four previous letters. Tappan and McKillop also wrote to
Morgan, stating that a subscriber who had sent him a mortgage for fore-
closure had not yet received a reply. “Your silence places us in a very awk-
ward position,” the agency admonished, “& unless this communication
receives immediate attention, the parties intimate that the matter will be
taken out of your hands.” Several more such letters followed, indicating
that even conscientious attorneys often failed to deliver the prompt atten-
tion and service that the agencies promised to their subscribers.!?

Competition from other agencies intensified the pressure on correspon-
dents to reply quickly and accurately to requests for information. The nu-
merous small start-ups were a particular source of anxiety. A Mercantile
Agency circular warned that “by a lively system of correspondence with
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such agents as they can get, these little establishments are enabled to pro-
long their existence, and even in some instances to gather items of impor-
tance before they reach us.”'%% In 1852 the agency alerted its correspondents
that a new concern, Potter and Russell, “will send a traveling agent through
your state, who may endeavor to induce you to enter into correspondence
with them.”!%* A few years later the Mercantile Agency fumed that “the
provoking pertinacity with which the little rival offices here continue their
efforts to open a correspondence with our friends, is a subject of much an-
noyance to us.” The agency reminded its correspondents of the benefits
provided by its network, the industry’s largest: “Our patronage and re-
sources so far exceed all others combined, that a connection with other
agencies must be, comparatively, profitless.” It also insisted on “the right
to the exclusive advices of our correspondents, as regards other agen-
?105 Because several credit-reporting firms were competing for the
same information, it was tempting for correspondents to offer their
services to more than one company. Alonzo Snyder of Louisiana worked
simultaneously for the Mercantile Agency and the W. A. Cleveland agency,
presumably without their knowledge.!% Elijah Morgan, the Ann Arbor

attorney, also corresponded with a number of collection and credit-reporting
107

cies.

firms.

The Effects of Competition

In the United States, the evolution of credit-reporting firms was driven
not by government regulations and initiatives but by competition. The
constant appearance of new rivals forced the Mercantile Agency continu-
ally to increase the scope of its coverage. Industry pioneers Griffin, Cleave-
land, and Campbell had instructed its correspondents not to bother
reporting on the “many merchants who are too small to come here to
make their purchases.” Instead, correspondents were simply to “give the
names of such merchants, stating the fact, that, in your opinion, they
ought not to come to this city.”1%8

Tappan, however, instructed his correspondents to “record all facts that
come to your knowledge, of persons changing their business, failing, mov-
ing away, new partnerships, &c., &c . . . The name of every trader in your
district should be reported, with all necessary particulars, whether they
have ever purchased in this city or not.”!%® The Mercantile Agency’s
ledgers eventually contained tens of thousands of entries on business es-
tablishments that were modest in size. Some were minuscule, with total
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capitalization of only a few hundred dollars. Yet from the beginning the
Mercantile Agency invested money and considerable effort to gain infor-
mation even on the smallest of these, on the theory that they would be of
interest to jobbers and wholesalers intent on gaining new business or anx-
ious to replace the large number of customers who closed their doors
every year.

The Bradstreet agency, soon to become the Mercantile Agency’s most
serious rival, also realized the value of expanded coverage. It advertised in
1864 that “special attention has been given to the Reports of the smallest
Dealers in Country Villages, Hamlets and Cross Roads . . . Some 5000
(small) places not previously in our ‘Book of Reports,” have now been fully
reported and added to its pages, together with a large number of new Firms
and omitted names in the places previously reported, being in the aggre-
gate over 30,000 additional . . . names.”!? The need to demonstrate bet-
ter coverage than rival firms resulted in greater inclusivity. As a result,
numerous small establishments owned by women, blacks, and recent im-
migrants found themselves placed under the scrutiny of the Mercantile
Agency, the Bradstreet agency, and their competitors.

Competition between the Mercantile Agency and Bradstreet was espe-
cially fierce. Like Tappan, John Bradstreet was descended from old New
England stock (he counted Puritan poet Anne Bradstreet as one of his fore-
bears). In 1848 the Cincinnati lawyer was made assignee of a large, insol-
vent estate. The position allowed Bradstreet to acquire a considerable
amount of valuable information on the debtors and creditors of the estate,
which he soon realized would be of interest to several New York suppliers.
Bradstreet proceeded to sell them the information, thus establishing a prof-
itable new business for himself.!!! With sons Milton and Henry, Bradstreet
moved his headquarters in 1855 to New York City, where they set up the
John M. Bradstreet and Sons Improved Mercantile and Law Agency for
Cities. The name was chosen to distinguish Bradstreet from the Mercantile
Agency, which was more oriented toward the country trade.!1?

One of the Mercantile Agency’s most strategically important moves oc-
curred in response to a product first offered by the Bradstreet agency. In
1857 Bradstreet began publishing a bound reference book that contained
information, presented in the form of rating keys, on the creditworthiness
of some twenty thousand businesses scattered throughout the country,
primarily in the large cities. (Bradstreet provided a loose-leaf version from
1852-1858, which relied on a coded system, but which did not use a rat-
ing system.)!!3
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The initial (1857) volume, called Bradstreet’s Improved Commercinl
Agency Reports, had 110 pages containing ratings for 17,100 mostly large
establishments in nine locations. No copies of this volume appear to have
survived, but the one published in 1860 contained the following rating
system, which included information on character and past behavior, as well

as Bradstreet’s estimation of the subject’s creditworthiness.

KEY to Bradstreet Reference Book, 1860.

A

11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
29.
30.
31.
32.
33.
34.

0N T

Making money

Losing money

Expenses large

Economical

Business too much extended

Business not too much extended
Temperate

Not temperate

Attends closely to business.

Does not attend very closely to business.
Pays large interest.

Does not pay large interest.

Often hard run for money.

Often pays before maturity.

Good moral character.

Not very good private character.
Sometimes suffers notes to be protested.
Does not always pay accounts at maturity.
Credits prudently.

Takes large risks in crediting.

Does not value prompt payments sufficiently.
Sued.

Not sued.

Pays promptly.

Rather slow pay.

Honest.

Honesty not fully endorsed.

Good business qualifications.

Medium business qualifications.
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35. Endorses too much.
36. Does not endorse.

>

a  Good for any amount required.
Best of credit.

Very good credit.

Good credit.

Good for smaller lines.

Fair for small lines.

Ho o= >

Source: Bradstreet Commercial Reports, . . . vol.
7,2nd ed., July 31, 1860, p. 8. Earlier looseleaf
versions contained the following numbers: 2
(Making money rapidly), 4 (Losing money rap-
idly), 26 (Purchases cast), 27 (Purchases in
Cincinnati), 28 (Purchases in East and West).
Bradstreet apparently decided that these mark-
ings were superfluous, and he climinated them.

Bradstreet’s was not the first such published volume. Washington Hite,
an attorney in Bardstown, Kentucky, had produced a sixty-four-page vol-
ume in 1846, which provided eastern suppliers with terse information on
local merchants. The following year Sheldon Church published a larger vol-
ume, 434 pages long, covering merchants in the West, South, and South-
west. These volumes, however, provided impressionistic descriptions only;
neither used rating keys, and each was a one-oft rather than a serial publi-
cation.!!* By publishing its information, Bradstreet’s service became much
more convenient than the Mercantile Agency’s because it put information
directly into the hands of subscribers, whose clerks were no longer obliged
to spend such onerous amounts of time at the agencies’ offices. Moreover,
the rating keys allowed subscribers to compare potential borrowers more
casily. Although Bradstreet, like the Mercantile Agency, continued to urge
subscribers to buy the full reports, the reference book became Bradstreet’s
biggest competitive advantage, and its publication seriously affected the
Mercantile Agency’s business. The latter’s profits dropped alarmingly,
from $48,269 in 1857 to $14,302 in 1858, and the agency lost over two
hundred subscribers.!!5

Both Douglass and Dun recognized that they had to counter the threat.
However, Douglass’s experience with a libel suit in 1851 (Beardsley v. Tap-
pan, discussed below), when he spent twenty days in jail rather than reveal
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the name of a correspondent, appears to have made him reluctant to en-
dorse the reference book. The published volume allowed easy access to
sensitive information by individuals who had no direct interest in it, cir-
cumstances that went against the spirit of recent court decisions, especially
Taylor v. Church. Sheldon Church was sued for libel by two firms in
Columbus, Mississippi; on appeal, each received $5,000. “The peculiar
features” of the case, a Mercantile Agency circular explained, “and those
which operated against him [ Church] in the ruling of the Court, were that
he printed his reports, and sold them in book form to eastern merchants;
thus giving information (libelous or otherwise) to the purchasers of the
book about men in whom they had no interest.”11¢ In addition to the ob-
stacles posed by the recent court decisions, Douglass had always believed
that publishing the agency’s valuable information made the firm the target
of pilferage by smaller competitors.

Pressure to respond to Bradstreet’s challenge proved too great. Upon
Douglass’s retirement in 1859 the Mercantile Agency issued its own ref-
erence book, a 519-page volume containing over twenty thousand firms in
the United States and Canada. Only larger firms were included because
Douglass and Dun believed that small establishments could be rated only
by thoroughly evaluating their financial circumstances, including their
bank records. The book was issued with a lock and key to emphasize the
confidential nature of its information, and the contract specified that out-
dated volumes had to be returned to the agency. (When rivals began pub-
lishing reference books, the requirement became standard throughout the
industry.) Compiling and updating such a massive reference work taxed
the firm’s resources and strained the relationships between Dun and his
top managers. But it paid off. The Mercantile Agency’s more extensive
network of correspondents resulted in wider coverage, which allowed its
reference book eventually to surpass Bradstreet’s.!!” The New York office
alone sold $24,000 worth of books in the first five months. When the ref-
erence book began to be issued semiannually in 1873, the Mercantile
Agency found itself in the publishing business. Printers could not keep up
with the new publication schedule, so Dun invested $15,000 on type and
equipment for the New York office. Even here, the Mercantile Agency was
a step behind Bradstreet, which had done its own typesetting beginning in
1862.118

Bradstreet’s book, including periodic notification sheets, was priced at
$50 for nationwide coverage ($25 for New York City alone), with unlim-
ited full reports. Dun priced the Mercantile Agency’s competing product
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at $200 a year, with only one annual edition plus a notification service.
The notification system worked in the following way: a subscriber who
took both the book and the reports checked the newspapers daily for
coded references to individuals for whom the firm had additional informa-
tion. If any were of interest, the subscriber had the option of going to the
agency’s office to retrieve the new items. It was a less convenient method
than Bradstreet’s sheets, but the scope of coverage was superior. Dun ex-
perimented with different ways to convey the information; some of his in-
novations were later rescinded. For example, the 1860 edition divided
merchants into six categories, but the classification proved difficult to
maintain. During the Civil War, Dun decided to include estimates of cap-
ital worth, an innovation that definitively distinguished the product from
Bradstreet’s. Collecting the data for 150,000 firms delayed issuance of the
new reference book, but its publication significantly lifted the firm’s prof-
its, which had declined substantially during the war.!'? Despite the im-
proved coverage, the published volumes did not make the more-detailed
reports obsolete. To the contrary, circulars continued to urge subscribers
to come into the agency offices to obtain full information, especially on
customers whose creditworthiness was in question.

The Continuing Quest for Legitimacy

The eftectiveness of credit-reporting agencies improved, but serious prob-
lems remained, which put the agencies on the defensive and compromised
their legitimacy in the eyes of some merchants and the larger public. Despite
a rapidly improving transportation and communications infrastructure, in-
formation was still updated only two to four times a year, supplemented by
notification services. Although the telegraph came into wider use, news
still moved too slowly to prevent some suppliers from shipping goods to
buyers who were on the brink of insolvency. The problem was particularly
acute for out-of-state creditors because most state laws favored those who
were the first to arrive on the scene. By the time a distant lender heard
about a borrower’s difficulties, the assets of the business had probably al-
ready been picked over by local creditors.

Checking the Mercantile Agency reports against other contemporary
sources reveals that the agency’s coverage was seldom comprehensive. A
significant portion of merchants in Springfield, Illinois—almost 25 per-
cent of dry goods, 20 percent of clothing, and 15 percent of millinery
establishments—were insufficiently known to the Dun agency reporters to
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make an accurate assessment possible. Phrases such as “don’t know much
about them,” “they keep to themselves,” “not known here,” or the
equally eloquent evidence of terse entries and blank lines in the agency’s
ledgers testify to the difficulties that correspondents faced in obtaining
complete information. Nor did the agency cover all businesses. Compar-
isons with the Springfield city directories of 1850, 1860, 1870 and 1880
(which themselves were not comprehensive) indicate that a significant

”» « ”

number of businesses did not appear in the agency’s ledgers at all. A study
done of Poughkeepsie businesses found that the Mercantile Agency as-
sessed only 37 percent of that city’s grocery establishments in the 1850s.
Some twenty years later, the figure was still only 80 percent.!?® Because of
these shortcomings, many creditors, particularly in the South, preferred
to obtain their information through more traditional methods: letters of
recommendation, direct communication with locals (including local attor-
neys), and mutual acquaintances.!?!

Journals such as Hunt’s Merchants’ Magazine and DeBow’s Review be-
gan to portray the agencies in a positive light during the 1850s. Even so,
potential subscribers such as Barings and Brown Brothers continued to
use their own sources of credit information.!?? Meanwhile, the press de-
nounced the agencies’ activities as intrusive. “No home will be secure, no
privacy will be sacred from these harpian visitors,” complained a Louisiana
newspaper in 1854. “Neighbor will doubt neighbor & fear will check so-
cial intercourse.”!?? “One’s personal habits,” charged another critic, “can
be discovered; whether he was happy in his family, whether his family was
a large or a small one, and whether he supported a mistress in addition
to his family expenses.”!?* Business writer Edwin Freedley acknowledged
that as “an additional means of information either for confirming previous
reports or for suggesting further inquiry, it is no doubt worth to sub-
scribers more than the amount of subscription money.” But he expressed
grave doubts about the reports’ accuracy. Moreover, the system had the
potential of placing power in the hands of a few: “In its infancy it may be
harmless . . . but, should it grow to maturity, and be generally relied upon,
the credit of the mercantile community . . . would be in the hands of a few
men, self-constituted umpires, and their unknown and irresponsible
agents, subject to the errors of ignorance and mistakes of carelessness,
with no guaranteed exemption from the influence of private malice, fa-
voritism, bribery, or corruption.”!25

Compelled to respond to these criticisms, agency proprietors empha-
sized that their firms simply did what wholesalers would have done for
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themselves but more efficiently and at lower cost. Using an older term
with which its readers would have been familiar, a Mercantile Agency cir-
cular stated that the firm was “a grand Mutual Benefit Association, the
wholesale and jobbing merchants clubbing together, and, through its
medium, employing the Attorneys retained by the Agency, and thereby
amassing an amount of information which largely encourages and facili-
tates trade.”!?6 In 1852, one year after Beardsley v. Tappan placed serious
potential impediments to the agencies’ work, the Mercantile Agency is-
sued a circular defending the legitimacy of its procedures:

The public are ready to recognize the unquestionable truth which lies
at the foundation of the business, viz.: that every man who gives credit
to another is, of right, entitled to know his prospect of payment. The
necessity for this knowledge originated, justifies, and maintains the
Mercantile Agency. If it be right to obtain this information, it is equally
so to give it. The propriety of our correspondents giving us f#// and
elaborate reports of all parties likely to ask credit away from home, is,
therefore, fully established. True, we are not directly interested in the
solvency or insolvency of the traders: but we are employed by those
who are; and if it be right for them to obtain the information at all, it
matters not whether they do so directly or by proxy.!?”

The agency suggested that agreeing to be scrutinized was a sign of credit-
worthiness, for it indicated that an individual had nothing to hide: “It is
becoming a well recognized principle, that the man who asks others to trust
him, has no right to object to the most searching scrutiny of his position
and character, and no honest and well disposed trader will object.”!28

Yet pressure to make known one’s financial standing, what a later genera-
tion would approvingly term “transparency,” was resented by many traders
until at least the end of the nineteenth century. (Indeed, there was some-
thing perverse in the Mercantile Agency’s insistence that other businesses
ought to be more transparent while conducting its own affairs with secrecy.)
Business writers and the credit-reporting agencies struggled to change the
public’s attitude. In his handbook for retailers, Samuel Terry argued that
there “is nothing necessarily mean, cringing or contemptible in any retailer
making known to the wholesale dealer, the amount of his capital, his former
career, and the circumstances which tend to show his industrious habits, his
prudence and economy, and his opportunities for obtaining a thorough
knowledge of the business he proposes to engage in.”!??
More serious even than the grousing in the press were the legal chal-
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lenges.!3% The agencies’ unprecedented methods of collecting and trans-
mitting sensitive information, some of it erroneous or outdated, made
them the targets of numerous lawsuits. In the early 1850s, two important
cases, Tmylor v. Church and Beardsley v. Tappan, came before the courts.
Both revolved around the issue of privileged communication. A related is-
sue was whether the new firms were “agents” in the accepted sense, that
is, an individual or group of individuals performing work for, and being
under the control of; another. Thomas Ward, the agent for Barings, was an
example of the conventional definition: he did not try to sell the informa-
tion gathered for Barings to other parties, nor did he print and circulate it.
The new credit-reporting firms brought into question the legal definitions
of “agent” and “principal”: for whom, exactly, were the firms acting as
“agents”? Could the firm’s subscribers be regarded as “principals”? Not
surprisingly, the novel relationships introduced by the new institutions
stretched the conventional legal definitions, with important implications
for the notion of privileged communication.

American credit-reporting firms were not the first to confront this prob-
lem. At around the time Ward had begun doing his work for Barings, the
trade protection societies in England faced the issue of privileged commu-
nication in Goldstein v. Foss, et al. (1826). Foss, secretary of The Society
for the Protection of Trade against Swindlers and Sharpers, had sent
members printed reports listing the names of persons alleged to have en-
gaged in fraudulent trades. Goldstein’s name appeared on one of the cir-
culars, and he sued the society, charging that the printed lists constituted
libel. The court agreed with him, stating that such lists were not protected
as privileged communication. Another case more favorable to the trade
protection societies, Fleming v. Newton, came before the House of Lords
in 1848. The defendant, the Scottish Mercantile Society, circulated “The
Scottish Mercantile Society’s Record” among its members. Among the
pieces of information included was a list of protested notes, which was part
of the public record. One Newton family member, who had dishonored
two promissory notes, applied for an interdict to prevent the publication
of his name in the register. Upon appeal, the Lord Chancellor stated that
the society was merely copying information available in the public record
and that the act was not done out of malice.!3!

In the United States, the question of whether credit reports were pro-
tected as privileged information first emerged in Taylor v. Church (1851).
The defendant in that case had gathered information on the plaintiff]
wholesaler Taylor, Hale, and Murdock, and had subsequently printed and
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circulated the information as part of a credit-reporting service. The Mis-
sissippi wholesalers sued for libel, charging that Church had circulated the
information to merchants who had no immediate interest in them but
only wanted the information for future reference. The judge’s opinion ex-
pressed the difficulty in ruling on an institution that was “of recent date,
novel in its character.” Recognizing that “the questions which have been
presented to us in this argument are important, not only to the parties
immediately concerned, but to the mercantile community,” the court “felt
the importance of these considerations, both in regard to those who need
the information, and also in reference to a continuance of such agencies,
in the investigation of the questions before us.” The court sided with the
plaintiff, stating that because the information was circulated to parties
who had no immediate interest in it, the information could not be consid-
ered privileged. An appeals court upheld the decision in 1853.132
Beardsley v. Tappan was the more notorious suit. Two Ohio merchants
sued the Mercantile Agency for inaccurately stating that their firm was
about to fail. (Although Tappan was named as the defendant and attended
the trials, the agency had assumed all liabilities when he left the firm in
1849.) Again, the case revolved around the issue of privileged communi-
cation. Counsel for the Mercantile Agency argued that the reports consti-
tuted privileged communication between principals (subscribers) and their
agents (the credit-reporting firms) and therefore did not constitute libel.
However, the judges who heard the case in both the circuit and district
courts interpreted the question narrowly, reasoning that because the in-
formation was available to such a large number of partners and clerks and
potentially to any subscriber who requested it, credit reports did not enjoy
protection as “privileged communication.” Benjamin Douglass was de-
clared in contempt of court for refusing to reveal the name of the corre-
spondent who had filed the report. He served twenty days in jail, a
decision that earned him a tribute from the New York Tribune editor, Hor-
ace Greeley. In 1864 a motion for a new trial was denied. Judge C. J. Nel-
son summed up the conflicting positions in the case, noting that “to
legalize these establishments in the manner and to the extent used by the
defendant, is placing one portion of the mercantile community under an
organized system of espionage and inquisition for the benefit of the other;
exposed, from the very nature of the organization, to perversion and
abuse.” However, he acknowledged that “to refuse to legalize them may
be restricting injuriously the right of inquiring into the character and
standing of the customer asking for credit in his business transactions.”
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The case eventually reached the U.S. Supreme Court, where the judgment
was finally reversed in 1870 on narrow technical grounds that did not in-
volve the issue of privileged communication.!33

These cases did not put the agencies out of business; however, they be-
came a nagging worry when the firms began to publish reference books
beginning in 1857. Douglass, perhaps because of his jail experience, never
overcame his anxiety about these new products and even went so far as to
issue the books with a lock and key to minimize the transmission of infor-
mation to nonsubscribers.!34

The two cases encouraged supporters of the agencies to come to their
defense. To the charge that the agencies were intrusive, a writer in Hunt’s
responded that the information they collected “is not made public. It is
not communicated, even to subscribers, except when the trade, by solicit-
ing credit, renders inquiry into his circumstances necessary.” (The article
was written prior to the introduction of published reference volumes.)
Neither was the system at all new. The principle of inquiring about a bor-
rower’s character, the writer maintained, “is universal. It belongs to the re-
tail credit business, as well as to the wholesale . . . The whole business of
banking, marine, fire and life insurances, &c., &c., is conducted in the
same way.” Moreover, the system was self-regulating because the “entire
success of the system depends upon the general truthfulness and justice of
their records.”!3

Another early defender of the new organizations wrote in 1856 that the
mercantile agencies “possess advantages superior to any other system yet
introduced”:

They frequently warn the city creditor of danger to his interests in
some distant part of the country, and furnish him with facilities for
protection.

They warn against irresponsible and fraudulent traders, often trac-
ing them from State to State, and recording their movements in each
locality.

They aid the solvent country merchant in giving him a credit, and
the city merchant in selecting his customers, thus acting as a valuable
means of introducing buyers and sellers to each other.

They are disinterested references for the country merchant, for it is
impossible to find any business in which honesty and interest are more
thoroughly blended.

They throw difficulties in the way of rash speculation and overtrading.
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They tend to keep down the cost of goods to the consumer, as
without their advantages a larger percentage would necessarily be laid
upon goods to leave a margin for bad debts, delays, and extraordinary
expense in making collections.

They reduce the cost as well as the 7isk of doing business with dis-
tant parts of the country, as information they furnish would cost
probably ten times as much as if sought through any other channel.

They tend to produce greater solvency and prosperity among city
merchants and business men generally.

They aid sound country merchants, for they throw obstacles in the
way of the irresponsible and dishonest who attempt to buy goods
with no reasonable expectation or intention of paying for them—thus
protecting honorable dealers from unfair competition.!3¢

The Mercantile Agency achieved further credibility when A Cyclopedin
of Commerce and Commercial Navigation (1859) included a favorable en-
try on the firm and made its name synonymous with the entire credit-
reporting industry:

The valuable services it has rendered to the domestic trade of the
country, as a check upon our credit system, are acknowledged by the
mercantile community . . . It is obvious that the gigantic labor of re-
porting the business men of Canada and the United States could not
be performed by any one office, nor could the expense be borne by
the merchants of any one city . . . Reports obtained with the care thus
exhibited, and from such a variety of sources, must certainly approach
as near perfection as is practicable under any circumstances.

The article addressed the objection that the agency “is secret in its oper-
ations”:

It is necessarily of a confidential, and, to a certain extent, of a secret
nature, because such communications must always be so. What mer-
chant, banker, or president of an insurance company, who asked for
and received such information as that kept by the Agency, from a
business correspondent, would think of using it in any other way than
as confidential, and to be kept strictly secret? Who would give such
information, however pure the inquirer’s motive might be, unless he
were assured that he could implicitly rely upon this?
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The entry concluded that “these agencies are now considered a conserva-
tive check upon undue credit, and as highly conducive to sustaining the
credit of substantial and legitimate parties—they aid the credit of the
sound man, while they promptly reveal the weakness, and fraud, and cases
of distrust among those not fully entitled to credit.”!%”

Ultimately, the growth and staying power of the Mercantile Agency and
the Bradstreet agency testified to their perceived effectiveness. A growing
body of subscribers was willing to pay for the service. Some made full use
of their subscriptions; New York dry goods wholesaler A. T. Stewart re-
portedly kept a “confidential clerk” at the Mercantile Agency nearly the
entire day to check references.'® Smaller businesses also subscribed in
large numbers. For them, the credit-reporting agencies provided the pri-
mary and sometimes the sole means of obtaining information on potential
customers.

Credit reporting firms and other information-sharing mechanisms help
solve the problem of “asymmetrical information.” The problem occurs
because borrowers possess more information about their own willingness
and ability to pay than do lenders. The term also refers to circumstances in
which some lenders possess more or better information about borrowers
than do other lenders. Information asymmetry can result in creditors mak-
ing wrong choices: desirable borrowers, those who would have paid their
debts in full and on time, may not get the credit they need, while undesir-
able ones succeed in obtaining loans. The concept of asymmetrical infor-
mation corrects a flaw in classical economic theory, which assumes that
information is always perfect, always “symmetrical,” and that all borrow-
ers and lenders exist on a level playing field. Experience and common sense
suggest that this is almost never the case in the real world.!?*

Solutions to market coordination problems, provided they are found at
all, are the result of human trial and error. Credit reporting was one such
solution. The institution has today become ubiquitous, making it difficult
to recapture the moments of experimentation when the institution was
new and some of its methods (by modern standards) slightly dubious—
and when entrepreneurs sought not only to exploit opportunities but to
distinguish their products and services from one another. In the process,
they were forced to convince a skeptical mercantile population of the su-
periority of their service over older alternatives.

A number of alternatives did exist. For example, each supplier-creditor
might have gathered data on its own, in the manner of Barings. Banks, too,
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might conceivably have provided credit information services. They were in an
unparalleled position to obtain information on individuals’ assets, and much
incidental information on character and business ability came their way in the
course of doing business. Older information-sharing arrangements, such as
trade-protection societies, also were available for emulation.'#? In the United
Kingdom, a network of local trade-protection societies was established by the
1860s. They alerted one another about the “swindlers and sharpers” who
were the bane of a credit-fueled economy.

None of these alternative models, however, presented a viable solution
within the American context. Hiring special agents as Barings did was too
expensive for nearly all American firms. Banks were of limited use because
banking in the United States was highly fragmented during the nineteenth
century (and for much of the twentieth.) Branch banking was largely pro-
hibited, which limited their potential for transmitting information across
large distances. Conflicts of interest, such as the need to preserve client
confidentiality, further diminished the willingness of banks to function as
credit-reporting institutions.

Trade protection societies based on the British model also did not be-
come the norm in the United States, even in places such as New York City,
where one might have expected to find them. A few attempts to establish
such groups were made, but the arrangements did not last. The less-
established nature of trade in the United States, the high mobility of its
population within a vast geographic territory, the high churn among busi-
nesses, and competition among sellers militated against the formation of
stable networks.!#! It is possible, too, that the early appearance of credit-
reporting firms may have delayed the establishment of national trade-
protection societies devoted to the interchange of credit information. At
any rate, when manufacturers’ and wholesalers’ trade associations began
appearing in the 1870s, their primary goal was to maintain prices rather
than share credit information. Groups whose members exchanged infor-
mation on debtors began forming only in the following decade, a full cen-
tury after such arrangements had become the norm in Great Britain.

American entrepreneurs created the credit-reporting firm to exploit this
gap in the market. Although Lewis Tappan, John Bradstreet, and their many
rivals did not consciously set out to invent a radically new model, the insti-
tution they created differed substantially from older arrangements. Most
fundamentally, the credit-reporting firm divorced the information about a
borrower from the transaction itself and made the information a commod-
ity that could be bought and sold to any interested party willing and able to
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pay the costs.'*? Moreover, credit-reporting firms were for-profit ventures;
in contrast to the trade protection societies, they sought the largest possible
market for the information they gathered. (Credit-reporting firms did not
appear to have the “natural limit” problem of the network model. The firms
benefited from ever-increasing scale, whereas networks could not continue
to add members indefinitely without compromising their effectiveness and
increasing their overall costs.) In the course of enlarging their potential sub-
scriber base, the firms’ proprietors were forced to confront deep cultural re-
sistance to the idea of making one’s financial circumstances and personal
habits open to widespread scrutiny.

Because they were for-profit ventures, credit-reporting agencies com-
peted with one another, whereas trade protection societies were run on a
cooperative basis. Barriers to entry in the new industry were fairly low;
firms could not patent their processes, so rivals felt free to copy each others’
methods. Competitive pressures led credit-reporting firms to attempt the
broadest coverage possible. Both the Mercantile Agency and Bradstreet
gathered information on a wide array of businesses, not just those that were
of interest to particular subscribers. They instructed correspondents to re-
port on even the smallest businesses in their locality, and their advertising
circulars highlighted the extensiveness of their coverage compared to that
of rivals. In this way, peripheral establishments were brought under the
purview of the credit-reporting firms. They covered a large variety of busi-
nesses, including ones owned by women, ethnic minorities, and African-
Americans, regardless of whether the businesses had actually applied for
credit. Competition among the agencies helped to transmit the idea that all
businesses, regardless of size or credit needs, should be appraised—a vital
step to embedding the preference for transparency in American business
culture.

Finally, credit-reporting firms provided both positive and negative in-
formation on individuals and businesses, whereas networks restricted in-
formation to negative items only. The main function of the British trade
protection societies was to alert members about debtors who had not paid
their bills or had engaged in fraudulent behavior; they did not make all of
their customer information available to other members.'*? Sharing infor-
mation on good borrowers tends not to occur in network arrangements
because members fear losing their good customers and borrowers to com-
petitors.

The following table summarizes the key differences between the two
models of information transmission:
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Networks vs. Credit-Reporting Agencies

While information from credit-
Within networks, information is . . . reporting agencies is . . .

an intrinsic part of the transaction separated from the transaction and
made into a commodity

not sold for profit sold for profit

circulated only to members available to anyone willing to pay

concerned only with those in the highly inclusive, providing broad
network or its immediate periphery coverage

restricted to the negative more likely to include positive as well

as negative items

Like banking and other modern financial institutions, the legitimacy of
credit reporting was challenged by the mercantile community and the gen-
eral public. Caught up in the demands of their businesses, entrepreneurs
seldom reflect on the historical and cultural implications of their activities.
Credit-reporting agencies were an exception; their novelty and the sensitive
nature of their product and practices compelled an early and constant dia-
logue among the agencies, their correspondents, subscribers, and the larger
society.



Character, Capacity, Capital:
How to Be Creditworthy

As capitalist values spread in the United States and more people became
drawn into the credit economy, outward appearance, or “reputation,”
took on extraordinary significance. So, too, did the anxiety that appear-
ances could be manipulated: “Reputation, rather than character—to seem,
rather than o be,” fumed the Daily Illinois State Journal in 1856, “has
become the ultimate aim of too many in all departments of business and
professional life.”! Americans sensed that the need to cultivate a good busi-
ness reputation led to new levels of hypocrisy, making it difficult to distin-
guish “seeming” from “being.” Business writers, however, continued to
insist that character assessment was an integral part of determining credit-
worthiness.

In the late twentieth century, credit scholars and practitioners came to
agree that an individual’s payment history was the single most important
item for predicting the probability of default. Consumer credit reports, in
particular, relied almost exclusively on payment records to determine indi-
viduals’ credit scores, known as FICO (after Fair, Isaac Company, the firm
that originated the model). During the nineteenth century, however, there
was no generally held notion that creditors should share this information
with one another. Lewis Tappan instructed his correspondents to report
the names of their subjects’ New York suppliers so that he could contact
them for payment information, but his motive probably had more to do
with soliciting subscriptions than obtaining payment records.?

Outside of trade protection societies (which were rare in the United
States), creditors were reluctant to share information about their accounts,
and the information that did circulate was almost exclusively negative.
There was no incentive to share positive information and every reason not
to, including the fear that competitors would steal one’s good customers.

80
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Because reliable payment information was nearly impossible to obtain,
the new credit-reporting agencies focused on the financial situation of in-
dividuals, including his or her “worth.” Yet here, too, accurate financial in-
formation was elusive, due to widespread ignorance about and neglect of
good bookkeeping practices. Cultural norms, moreover, held that being
asked to provide a written statement of one’s financial situation was a slight
to one’s honor. At any rate, because credit terms were lengthy (ranging
from six to twelve months or longer), a borrower’s current liquidity was
not as helpful to creditors as records of past behavior.

Lacking good information on individuals’ payments to other creditors
and frequently unable to access their financial standing, merchants accepted
“character”—the visible indicators of past behavior—as a proxy for credit-
worthiness. Hunt’s Merchants’ Magazine, founded in 1839 as one of the
country’s first national business journals, frequently reprinted lectures de-
livered at mercantile library associations, establishments that served young,
middle-class men in the country’s commercial centers.® In a typical lec-
ture, one Judge James Hall told his audience at the Young Men’s Mer-
cantile Association in Cincinnati that “the credit of a merchant depends
mainly on his character for integrity, capacity, and industry.”* Character,
wrote Richard Smith, editor of the Cincinnati Price Current, “to a man of
business, and indeed to every person, is as dear as life itself . . . Such re-
spect as is awarded to the possessor of an unspotted character is not pur-
chasable, nor does it require a pecuniary effort to command it.”® Business
manuals, periodicals, and lecturers exhorted traders to meet their pay-
ments on time, to be energetic but careful, to be thrifty, and to refrain
from drinking and gambling, all for the supreme purpose of safeguarding
their creditworthiness. The New York Evening Gazette in 1845 summed
up the business wisdom that underlay the expanding, credit-dependent
economy: “Risk anything before you risk your reputation.”®

The role of “character” in the formation of social identity and status has
been examined at length by historians of the American middle class.”
Karen Haltunnen and Judith Hilkey focused on advice manuals to trace
cultural anxiety about social relations that accompanied the transition of
the United States from a rural to an urban nation, from a society charac-
terized by the independent proprietor to one in which the corporate order
reigned supreme. Like the writer in the Dasly Illinois State Journal, the
authors of many of these manuals dwelt on the theme of sincerity and
hypocrisy. Other historians have examined the gender, racial, and ethnic
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dimensions of character, as well as the deepening sectional tensions that
shaped it during the 1850s.8

From the point of view of business history and economics, however, the
significance of character lies in its link to the problem of information asym-
metry, the age-old dilemma faced by creditors, who have less information
than do borrowers themselves on the latter’s ability and willingness to re-
pay debts. Scarcity of information shaped a number of institutional prac-
tices and innovations in the United States, including the phenomenon of
“insider lending” in early American banks. These institutions, Naomi Lam-
orcaux has shown, functioned as investment clubs because they were well
positioned to gather information on the businesses in which they in-
vested.? Likewise, the focus on character traits by American trade creditors
was driven by information scarcity, the result of practical and cultural ob-
stacles that hindered the procurement of individuals” payment records and
accurate financial statements.

The paucity of this information did not keep creditors from attempting
to calculate creditworthiness in a systematic way. By the 1830s and 1840s,
a shared set of criteria for doing so had emerged within the business com-
munity. In addition to capital and “capacity” (business ability), the criteria
for determining creditworthiness included the so-called character traits of
honesty, punctuality, thrift, sobriety, energy, and focus. Experience, mari-
tal status, and age were also deemed important. The list is significant as
much for what it generally did not include—membership in churches or
social and political clubs, to take only the most obvious examples. To be
sure, these items were mentioned (and, not surprisingly, historians have
tended to make much of these instances), but not as frequently as might
be expected, given the centrality of social and political organizations in
American life. Sex and race were central to the construction of creditwor-
thiness, but they did not constitute the sole basis for judgment. Other
considerations, including past behavior and experience, were also taken
into account.

By the last decades of the twentieth century, this way of assessing cred-
itworthiness had come to seem hopelessly unsophisticated, and many
components of it had become illegal. In the information-scarce environ-
ment of the nineteenth-century United States, however, such an approach
helped to mitigate the ambiguities inherent in long-distance trade. Pro-
vided with a clear set of rules, mercantile creditors became more willing to
sell goods on credit to merchants who were unknown to them and who
may or may not have become repeat customers.
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Obstacles to Obtaining Information

Nineteenth-century creditors faced a scarcity of information on borrowers
that their modern descendants would find hard to fathom. Reliable income
statements and balance sheets, the basic indicators of a business’s financial
condition, were difficult to procure. There were exceptions: some insurance
companies, for example, made their financial statements public as early as the
1830s. (Hazard’s published the financial returns of Massachusetts’s insurance
offices in its inaugural volume in 1839.)!% Some railroads not only published
their financial statements but also engaged in sophisticated reporting and
analysis. During the late 1820s pioneering corporations such as the Baltimore
& Ohio (B&O) began issuing thick annual reports packed with tables and ex-
hibits. B&O engineers developed formulas for calculating “proportions” (the
ratio of revenues to expenses), which allowed them to understand fixed ver-
sus variable cost patterns.!! Other instances of regular, even sophisticated, ac-
counting methods could be found as early as the Revolutionary period, when
nearly all counting houses used double-entry bookkeeping methods. In the
early nineteenth century, a few firms in the ice trade and the logging, paper,
and textiles industries, as well as the government’s armories, used some form
of cost accounting. Specialized manuals such as The Steamboat Clerk (1839)
appeared, part of a wave of accounting textbooks that journals such as Hunt’s
regularly reviewed beginning in the late 1830s. The journal also featured ar-
ticles on accounting issues and problems.!?

Yet financial information on the great majority of businesses remained un-
available to outsiders. Records were used internally, for the purposes of
administration only; in the era before income taxes and regulatory commis-
sions, they were not intended to be shared with outsiders.!3 No generally ac-
cepted accounting principles (GAAP) existed. (The American Institute of
Accountants issued the first such auditing standards only in 1939.) In-
stead, writers of antebellum accounting textbooks competed to have their
systems accepted as the best for American business.

Perhaps most startling for modern-day analysts, accounting practices did
not place much emphasis on profitability or cash flow, and some businesses
did not even bother to balance their books on an annual basis. Family ac-
counts were mixed in with business accounts; personal expenses were paid
for with earnings, and business costs were lumped in with family expenses.!*
Lack of interest in income reporting was not peculiar to the United States;
in England, too, the practice was not well established. There, even the pas-
sage of the Joint Stock Companies Act of 1856 failed to make profit-and-
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loss statements mandatory, perhaps because of the difficulty in defining
net income.'® Cost accounting was even less typical. Evidence strongly sug-
gest that manufacturers of the period tried to cut their production costs
(for example, by replacing expensive materials with cheaper ones), but they
appear to have done so without systematically accounting for those costs.!¢
Moreover, the methodologies used were unique to each company and ap-
plied on an ad hoc basis. Rather than striving for uniformity across firms,
businesses of the period appear to have treated their cost-accounting
methods as a source of competitive advantage and did not share them with
other firms.!”

Very little, therefore, could be known for sure about a business’s
liquidity—how much cash or cash equivalents it had on hand with which
to pay its debts. Edwin Freedley’s A Practical Treatise on Business advised
that a “reserve capital should always be easily convertible into money, as the
exigencies of trade may require.”!® But for creditors, knowing precisely
how much of these “easily convertible” assets a business had was next to
impossible. In 1864 the Mercantile Agency’s reference books began in-
cluding estimates of capital strength, expressed via rating keys; it was the
first reference book to do so on a regular and systematic basis. But al-
though convenient, the rating keys did not distinguish among the types of
assets owned, whether cash, real estate, inventory, securities, or other per-
sonal property.

Such information would have been useful to creditors because of devel-
opments in state law. Homesteads, for example, counted as part of a bor-
rower’s “capital strength,” but state exemption laws increasingly were
placing these assets beyond the reach of creditors (although they could, of
course, still be used by the debtor as collateral to raise cash). The Married
Women’s Property laws, enacted in many states beginning in the 1830s,
made it easier for merchants to shelter their assets from creditors by con-
veying them to their spouses. The R. G. Dun records provide ample evi-
dence that this practice was widespread.

Determining the true value of a business’s inventory was yet another
problem. Credit reports frequently complained that merchandise was prob-
ably “overestimated.” No standards for valuation existed. Instead, mer-
chants used whichever method yielded the highest valuation, and many
made no provisions for old, broken, or outmoded stock. The conscientious
ones tried to convert these items into cash by auction or sale at the end of
each season, but less scrupulous traders clung to defective merchandise and
reported them at full market value. Samuel Terry’s handbook for retailers
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warned that “old goods—soiled, faded, tarnished, rumpled or out of fash-
ion” were often “held at the full original price, when there is . . . a depreci-
ation of possibly one-fourth their value.”*?

Faced with these obstacles, how did mercantile creditors determine whom
to trust? Compared to more modern methods, determining creditworthi-
ness in the nineteenth century was more art than science, in keeping with
the general practices of the period. Even so, the process was not purely
guesswork. Examination of sample and actual credit reports, as well as busi-
ness handbooks and articles spanning the period from the 1820s to the end
of the 1860s, indicates that the process of assessing creditworthiness was not
arbitrary. Although determining creditworthiness was not formally codified
and lacked the sophisticated risk models that were developed during the
second half of the twentieth century, a true method nevertheless existed. It
became widely accepted by merchants, bankers, and others who transacted
in an increasingly complex, credit-dependent economy.

Calculating Creditworthiness

Credit reporting agencies engaged local correspondents, primarily attor-
neys, to make twice-yearly reports on the businesses in their districts (see
Chapter 2). Small-town attorneys were well placed to collect this informa-
tion because they were at or near the center of community and business
life. Relying on local knowledge made sense, even if the task of obtaining
it was by no means easy. “We are aware that in all cases it is difficult—in
some impossible—to give categoric answers,” a Mercantile Agency circu-
lar acknowledged, “but as the past experience of correspondents has given
them more or less acquaintance with the great body of traders in their
County, a reasonable amount of diligent inquiry will suffice to make a
highly satisfactory return.”?°

Public records like mortgages and taxes paid on real estate were available
for correspondents to examine. Newspapers were another easily accessible
source of information; even small towns had at least one weekly or daily.
Reportage on specific firms was not extensive, but newspapers were heavily
dependent for their revenues on commercial advertisements and notices,
and they typically devoted nearly one-half of their pages to these items. In an
early circular, Lewis Tappan specifically requested that correspondents send
him their local newspapers so that he might study the advertisements.?!
Advertising sections, akin to the classified ads of modern-day newspapers,
chronicled the creation of new firms, the dissolution of existing ones, and
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the sales of bankrupt stocks. These notices in no way formed a compre-
hensive record of a town’s business life; in his study of frontier Midwest-
ern merchants, Lewis Atherton estimated that less than one-half
advertised regularly in their town newspapers, and in some localities only
about one-third advertised at all.?? Nevertheless, the notices provided a
number of important clues to the condition of many businesses as well as
a crude index of the local economy’s health.

After exhausting these publicly available sources of information, corre-
spondents could supplement what they had gathered by other methods.
Usetul impressions could be obtained by visiting an establishment and ob-
serving how well the store was kept, whether or not the stock on hand was
fresh and appealing, and how many and what type of customers were in
the store. An informal visit by an agency correspondent could determine
how successfully traders were coordinating their merchandise with the de-
mands of their market. (In the early years, such visits were made discreetly,
even surreptitiously, because correspondents were not eager to reveal that
they worked for credit-reporting firms.) Town directories, used as boost-
ering devices by large and small towns alike, may have been another im-
portant source of information. With a map and the most recent town
directory in hand, one could gain quick insight into an establishment’s ge-
ographic and competitive position.?® Business handbook writer Freedley
expressed the conventional wisdom that a store “should be situated where
the principal stores in the same line of business are” and that a “retail store
should be established on some leading thoroughfare.”?* Directories and
maps allowed distant creditors and their agents to determine quickly
whether this was the case for a particular business.

Credit reports became increasingly detailed and their coverage more ex-
tensive. But creditors had to decide whether they would avail themselves
of the full reports, as opposed to confining their investigations to pub-
lished reference books such as those pioneered by Bradstreet and the Mer-
cantile Agency. As discussed in Chapter 2, the reference books conveyed
general information on individuals and firms via a series of rating keys. In
its 1864 volume, the Mercantile Agency for the first time included broad
estimates of “capital strength.” It is not possible to determine what pro-
portion of subscribers availed themselves of the full reports, but the lead-
ing credit-reporting agencies repeatedly urged their subscribers to do so.

If a creditor decided to order a full credit report on an existing or prospec-
tive customer, what financial information could he expect to gain? Fortu-
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nately, a number of sample reports, as well as numerous actual reports from
the R. G. Dun and Company ledgers, survive. The following early sample
report appeared in a June 1835 circular issued to correspondents by New
York’s Griffin, Cleaveland, and Campbell, one of the earliest known credit-
reporting agencies and a predecessor of Lewis Tappan’s Mercantile Agency.
These samples were meant to provide correspondents with guidelines for
the type of information the agencies believed was obtainable with a rea-
sonable, although presumably not excessive, amount of effort. (Note the
scarcity of financial information, here italicized for emphasis):

John Doe & Richard Roe, Buffalo City, Hardware. Both educated to
merchandise, and been in business about ten years; men of correct
business habits; honest, intelligent, and prudent. Doe aged 36, mar-
ried, worth $15,000. Roe aged 30, single, worth $10,000—about half
their property in veal estate; able friends, and engaged in no other
business. They are very safe men.

Orleans county, Town of Barre, Rush Village, Denn & Fenn. John
Denn & Richard Fenn, Druggists. This firm have been in business
about three years; Denn is unmarried, and was educated as a physician;
brought into the concern $4,000, and is a dashing tellow. Fenn was for-
merly a clerk in a large drug establishmentin ___, and put into the con-
cern $2,000. Business much extended—engaged in speculations in real
estate. Both rather visionary in their calculations. Denn married—
Credit here tolerably fair zow.?

Judging from these sample reports, Griffin, Cleaveland, and Campbell ex-
pected their correspondents to supply the following information: name(s),
town or village, type of business, experience, age, marital status, estimate
of assets, proportion of assets consisting of real estate, and character traits
relating to “business habits” and “honesty,” among others. Later, agencies
also sometimes requested that correspondents determine whether the sub-
jects of their reports carried fire insurance.?®

The template used by Griffin, Cleaveland, and Campbell was widespread
by the 1850s. A circular issued by the Mercantile Agency in 1853 in-
structed its correspondents to report the following information: “Age;
length of time in business; success, prospects; moral character and habits;
capacity; industry; amount of business; capital invested; entire means (not-
ing Real Estate, and encumbrances, if any); home credit, and indebtedness
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there; with any peculiarity of position that may affect responsibility.” The
circular exhorted correspondents to give more information on capital: “An
estimate of means should be made in every case, so far as it is possible to do
so. The report ‘good’ signifies nothing, unless we know how much the
trader is good for . . . or if he has no means, what makes him ‘good.””?”

Michigan attorney Elijah W. Morgan, a correspondent for a number of
credit-reporting and collection agencies during the 1850s, received this sam-
ple report from the American Collection Agency. (Again, note the paucity of
financial information, here italicized for emphasis):

Jones, Smith, & Brown
Alfred Jones, John Smith, Wm. Brown, Gen’l Dealers

“J.” is about 50 years old, and a merchant at this place for 20 years,
during which time he has been doing a good business and has made
money, never failed, is of good character, and a shrewd business man.
Is now estimated worth about $25,000, of which $5,000 is in unin-
cumbered real estate. He does a legitimate business, and never ven-
tures into rash speculations. “S” and “B” are each about 35 years old,
and smart business men. “S” had been in business and failed, settled
honorably, acted as clerk, for “J.” for two or three years, and was ad-
mitted a partner some two years since, paying in $5,000 in cash, prin-
cipally a gift from his futher, who is well off. “B” has been a clerk in the
house about four years, and a good and popular one, is just admitted
a partner, but does not add any capital. They continue to do a good
business, are in good credit, and worthy of it.28

According to the report the senior partner (Jones) was deemed to be
worth some $25,000, of which $5,000 consisted of “unincumbered real
estate.” But of what, exactly, did the remaining $20,000 consist—cash, se-
curities, merchandise, or personal property? The report does not say. And
what of the real estate? Was it the owner’s home, a property he rented out,
a store? The report indicates that one of the junior partners, Smith, paid in
$5,000 in cash when he was admitted into the partnership. But that was a
full two years earlier, which means that the financial information, even if it
was reported by the correspondent within the last six months, was at least
two years out of date. The $5,000 was “principally a gift from his father,
who is well off,” but there is no precise measure of the father’s wealth nor
any indication that he would be willing to contribute more cash to the
business.
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These examples are idealized reports detailing the information that agen-
cies believed ought to be available. Surviving reports, such as those of the
R. G. Dun agency, followed the sample reports fairly closely. During the
credit-reporting agencies’ early years, correspondents were supplied informa-
tion on real estate owned, the amount of merchandise on hand, estimates of
total worth, and the amount of credit that could safely be extended.?®

The Meaning and Function of “Character”

Trade creditors had access to a number of different sources allowing them
to determine the creditworthiness of businesses located in distant towns.
Local correspondents consulted official records, including land titles and
tax rolls, for information on real assets. Newspapers provided notices of
bankruptcies, partnership dissolutions, and the formation of new busi-
nesses. Directories and city maps, too, could furnish some indication of a
business’s location and its competition. Surviving credit reports indicate
that local correspondents were able to provide some information on capi-
tal strength, including the approximate value of the stores’ inventory and
the owners’ real property. After the Civil War, the reports began more reg-
ularly to include such items as annual sales, accounts receivable, cash on
hand, and liabilities.

Yet, almost invariably, any pronouncement about creditworthiness in-
volved an appraisal of the borrower’s character. It is worth looking again
at the sample report on Jones, Smith, and Brown, this time with the bor-
rowers’ character traits and experience italicized:

Jones, Smith & Brown
Alfred Jones, John Smith, Wm. Brown, Gen’l Dealers

“J.” is about 50 years old, and a merchant at this place for 20 years, dur-
ing which time he has been doing a good business and has made
money, never fuiled, is of good character, and a shrewd business man. Is
now estimated worth about $25,000, of which $5,000 is in unincum-
bered real estate. He does a legitimate business, and never ventures
into rash speculations. “S” and “B” are cach about 35 years old, and
smart business men. “S” had been in business and failed, settied honor-
ably, acted as clerk, for “J.” for two or three years, and was admitted o
parvtner some two years since, paying in $5,000 in cash, principally a gift
from his father, who is well off. “B” has been a clerk in the house about
four years, and a good and popular one, is just admitted a partner, but
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does not add any capital. They continue to do a good business, are in
good credit, and worthy of it.3¢

Apparently, the agencies expected their correspondents to comment on
borrowers’ experience, failures (if any), business ability, propensity to spec-
ulate, and a constellation of other items that made up what was known as
character.

The continuing reliance on character traits can be explained not only by
the paucity of good payment and financial information but also by the fact
that credit terms spanned from six to twelve months or longer. A bor-
rower’s current financial circumstances, therefore, were less significant
than his or her past behavior. Moreover, legal developments increased the
ability of debtors to protect their assets from creditors in the event of in-
solvency. The Married Women’s Property laws, enacted in many states be-
ginning in the 1830s, made it easier for borrowers to convey assets to their
spouses. State exemption laws also allowed debtors to shield homesteads
and personal property from the reach of creditors.3! For these reasons,
some business writers advised creditors to pay more, not less, attention to
character traits. According to Samuel Terry, “Wherever the laws shield a
debtor, as they do so generally throughout the United States, the best
guaranty for payment that a creditor can have, is the moral and equitable
obligation to pay, in the heart of the debtor.”3? Information on a debtor’s
ability to pay had to be supplemented by some indication of his or her will-
ingness to do so.

Some disagreement existed over the relative importance of capital versus
character. Griffen, Cleveland, and Company placed greater emphasis on
character, telling its correspondents in 1835 that the “information wanted
may be reduced to answers to the following questions. First—Is he a man of
fair character, and good business habits?” Only after this had been deter-
mined should other considerations, such as experience and capital worth, be
scrutinized.3® An early competitor of the Mercantile Agency wrote to its
correspondents, “Many a worthy man, has been refused credit, because he
had not the requisite amount of capital when if his character and business
habits had been thoroughly understood, he could have had credit as freely,
and bought goods as cheap, as his more wealthy neighbor, who is better

”34 But not all creditors were convinced of this reasoning. “Some

known.
of our merchants regard character and capacity as of the greatest impor-

tance,” stated a Mercantile Agency circular dated 1853, “while others will
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not sell even to an honest, capable man unless he has capital, particularly
if he is advanced in years.”3°

The idea that certain character traits were an integral part of a borrower’s
creditworthiness was already well established.®® According to historian
Ralph Hidy, Thomas Wren Ward, the American merchant hired by Barings
to assess the creditworthiness of its U.S. business associates beginning in
1829, reported on the following items: “the location of the firm, its capi-
tal, its particular preoccupation . . . its character—whether trustworthy and
honorable or unreliable, the amount of credit that it was safe to give to it,
the conditions under which the credit should be given, and any special items
that might have a bearing upon the business activities of the house.” Ward’s
notes and reports reveal that although “a large capital was an attractive at-
tribute . . . the personal integrity of the leading partner or director of the
firm was of greater importance,” writes Hidy. “Prudence and integrity were,
indeed, the main indices of reliability and trustworthiness.”?”

Ward devised a credit-rating system, ranging from 1 to 11, which dif-
ferentiated between a firm’s character and its capital strength. Those he
designated a “2” were ones that he considered “not only entirely safe for
what they may do, but likely to continue so under any possible circum-
stances.” He added, “They possess of course different degrees of wealth,
but are placed together in this list on account of wealth, character and
habits of business taken together.” Those designated a “4” consisted “of a
class many of whom I should consider safe and some even comparatively
rich, but who from the smallness of their transactions, or from their hav-
ing no abiding place . . . would not seem to belong to a class to be trusted
much.” However, he added that the list “contains few or none whose
morals so far as we know is exceptionable.” Customers who were rated a
“5” were designated as “No trust. This column consists of those who ei-
ther have not capital or are not of that character to render it desirable to
trust them at all.”38

Theoretically, the manifestations of an individual’s character are numer-
ous. Credit-reporting firms, however, concentrated on a very specific set
of traits: honesty, punctuality, extravagance or economy, the borrower’s
“energy,” and evidence of excessive drinking and gambling. Also impor-
tant were the individual’s previous experience, age, and marital status. In
general, the credit correspondents did not focus on traits that, on the sur-
face, were closely linked to an individual’s character. Whether he or she at-
tended church, much less which particular denomination, rarely appeared
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as an indication of creditworthiness. (As Chapter 4 explains, Jews were an
important exception.) Reports of adultery appeared far less frequently
than one might expect in this puritanical society and usually only if'a mer-
chant had set up a separate household that was financially dependent on
him. Nor were memberships in political or social clubs typically noted,
even though this information was readily available to correspondents liv-
ing in the same communities as the subjects of their reports.?”

In the absence of perfect financial information, each character trait came
to have a specific meaning. When one looks beyond the moral language of
the reports, a common and very precise set of standards for creditworthi-
ness emerges—standards that allowed creditors and agencies to assess the
ability of borrowers to remain financially solvent, as well as their willing-
ness to meet payments or make good-faith arrangements when their li-
quidity was threatened.

Honesty

Agency correspondents may not have had access to specific payment records,
but they could often make a reasonable assessment of an individual’s will-
ingness to pay. Informal channels of communication, including impres-
sions gathered from local businesspeople, bankers, sheriffs, and attorneys,
provided valuable information. A good deal of hearsay was reported as
hearsay. Phrases such as “it is said that,” “is rumored to,” and “is believed
to be” appear frequently in the credit reports. Gossip of this sort had to be
reported cautiously, especially when courts began penalizing the agencies
for spreading libelous information.

Creditors and agency correspondents were constantly on the lookout for
businesses in trouble, but they tried to make careful distinctions as to the
cause and the likely response of the owners. As far back as the seventeenth
century, English writers had observed how unexpected developments
could derail the best and most careful of merchants, a sentiment echoed
nearly two centuries later by New York’s J. N. Bellows: “[The merchant]
does not control the currency, the government, the trade of the nation.
Property falls; money is scarce, the crops are cut off; acting in good faith,
supported by experience, still his hopes are disappointed, and his goods are
sold under the hammer, and he has not a shilling in the world.”*?

Because the business cycle could turn so quickly, the mere record of
having failed did not necessarily brand a business as a bad risk. The sample
report on Jones, Smith, and Brown presented earlier illustrates that credit
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reporters were instructed to discriminate between those who failed “hon-
estly” and those who did not. Failures that were the result of endorsing—
when an individual with good credit acted as a guarantor for others who
subsequently failed and brought the endorser down with them—usually
received more lenient treatment.*! Soon after the Mercantile Agency be-
gan publishing its failure statistics in 1857, it separated “swindling and ab-
sconding debtors” from ones that were “not classed dishonest, but will
pay little or nothing” and those “likely to pay in full.”*?

Merchants who had a reputation for honesty and ability but who ran
into temporary difficulties were frequently allowed by creditors to con-
tinue operating their businesses in the hope that they would pull through.
Business writers pointed out the practical value to being honest with one’s
creditors: “These houses which have become insolvent or embarrassed,
and have made a clean showing of their affairs, have found much sympa-
thy and no difficulty in arranging a settlement.”*? Of course, large debtors
had an advantage because of the sheer size of their debts. The experience
of New York wholesaler Arthur Tappan, outlined in the previous chapter,
was one prominent example. Forced to ask for a general extension of the
$1.1 million it owed, the firm was allowed by its creditors to give notes for
cighteen months. Tappan and Company paid an estimated $100,000 in
interest costs during this period, but creditors did not institute proceed-
ings. Instead, the firm continued to operate, and the general extension on
previous debts did not prevent it from obtaining some 1.5 million dollars’
worth of new merchandise.**

Honesty was valued because debtors could so easily hide the true con-
dition of their businesses. Even those who met their payments on time
could, unbeknownst to their creditors, be sinking deeper and more hope-
lessly into debt. For example, some debtors paid their main suppliers
punctually while letting payments to others run late; thus, a supplier think-
ing that an account was good could suddenly learn that the business was
on the verge of insolvency. At times the borrower was aided by certain of
his creditors, who hoped to recover some of their money by recommend-
ing the troubled debtor to other suppliers.*® In this way, an insolvent busi-
ness “may, by private assistance, still keep up an appearance of solvency.”*¢
Writers stressed that debtors who found themselves in deep trouble owed
it to their creditors to declare insolvency immediately. Defoe had urged
long before that “honesty obliges every man, when he sees that his stock
is gone, that he is below the level, and eating into the estates of other men,
to put a stop to it; and to do it in time, while something is left.” He ex-
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horted the debtor to “call his creditors together, lay his circumstances
honestly before them, and pay as far as it will go . . . By breaking in time
you will first obtain the character of an honest, tho’ unfortunate man.”*’
Declaring insolvency immediately would ensure that creditors received a
proportionally bigger dividend than they would later, when the business
had become utterly worthless.

Other instances of dishonesty included designating “preferred” credi-
tors, usually associates or relatives, who were paid before other creditors.
Although the practice was legal, it could easily be abused and so was care-
fully noted by creditors and credit reporters.*® In England, preferences
had been declared unlawful, but in the United States the practice contin-
ued to have the support of state legislatures and courts. The problem was
that preferences could be used fraudulently, as when a debtor conspired
with a preferred creditor to reassign to him (the debtor) part or all of the
estate, leaving nothing for other creditors.*” This was easy enough to do,
as debtors had wide latitude in apportioning assets among creditors. Un-
der a voluntary assignment, a debtor could transfer his assets to an “as-
signee,” who acted as trustee over the estate. The trustee was responsible
for converting the estate into money to pay creditors. Failing debtors
could name a preferred creditor to act as the assignee, and assignments of-
ten required creditors to release the debtor from all legal liability. Unless
creditors already held security, such as a mortgage or a lien, they had no
choice but to acquiesce. Reforms were put in place by the Bankruptcy Act
of 1841, but they met with only limited success.>”

At times, a shrewd debtor gained almost complete control of the process
and dictated terms to his hapless creditors. The insolvent, complained
Pennsylvania Congressman Joseph Hopkinson,

sits down to make, at his pleasure, what he calls an assignment; he deals
out his estate to such persons, and in such portions, as he may deem
most expedient for himself, or find most agreeable; he dictates the
terms, having a special regard to his own interest, on which ten per
cent. or five per cent. shall be paid to the claimants; he selects the per-
sons, of course his kindest friends, who shall execute these trusts; and
when everything is thus decided and prepared he summons his credi-
tors to a meeting, not for consultation, not to learn their wishes and
opinions about their own rights and interests, not to ask them what he
shall do, but to inform them of what he has done.?!
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Hopkinson warned that the greater part of the property typically was given
to preferred creditors, including those who had endorsed for the debtor.
The practice of designating preferred creditors cut across all ethnic lines,
but the R. G. Dun records indicate that Jewish merchants were singled out
for paying their Jewish creditors first.

The preferred-creditor arrangement was hotly debated, but it proved
difficult to end. A uniform national bankruptcy law would have solved the
problem; not surprisingly, supplier-creditors in the country’s large urban
commercial centers, who were often disadvantaged relative to local credi-
tors, were the law’s most vocal supporters. Article I, Section 8 of the fed-
eral Constitution imposed on Congress the obligation to make a national
bankruptcy law, but widespread resistance made the goal difficult to
achieve. Many Americans believed that laws administered by federal au-
thorities to further the interests of distant creditors should not replace
what legal historian Tony Freyer calls the “associational” economy that
was characteristic of local communities.®?

Defenders of the preferred-creditor arrangement argued that some
creditors simply deserved to be treated with more consideration than oth-
ers and that insolvent debtors themselves should have the right to deter-
mine how their assets were divided. A letter to the editor of a Gainesville,
Alabama, newspaper stated,

Upon the whole, it seems to us there is nothing immoral in a debtor’s
preferring one creditor over another under peculiar circumstances,
but on the contrary to neglect to do so would be the more unconsci-
entious course . . . The unfortunate debtor who is unable to pay all
he owes, cannot possibly give satisfaction to all his creditors, whatever
course he may pursue. If all are placed upon an equality with respect
to the division of his estate those whose claims stand upon higher
grounds than others, will clamor against his ingratitude.>?

Preferences appeared logical in light of practices such as endorsing, which
placed a moral and psychological claim on the debtor to reciprocate favors
that had been extended to him. The problem of preferences continued
throughout the nineteenth century until the passage of a permanent na-
tional bankruptcy law in 1898 helped to resolve the issue.

Formal collection laws existed, but they were not uniform across states.
Charles Francis Adams and Robert Hare argued that better laws were the
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key to preventing losses.>* Some creditors, however, deemed the current
laws to be so ineffectual that they actually argued against having any laws
at all. Instead, they insisted that informal norms, such as an individual’s
sense of honor, remained the most effective guarantee of full repayment.>®
“If there were no laws for collecting debts,” wrote one, “credit would be
more generally founded upon character and debtors would, when unable
to pay, lose caste ... The force of public opinion influence[s] debtors
more than law.” Formal collection laws, moreover, involved high costs.
The writer speculated that “more money, including the value of time spent
in law suits, has been expended during the past thirty years than has been
recovered by the aid of the collecting laws.”®

“Honesty” and “honor” also encapsulated a set of shared assumptions
about moral hazard versus the desire to encourage risk taking and entre-
prencurialism, assumptions reflected in the changing bankruptcy laws in
both Britain and the United States. Conceptions about debt and moral cul-
pability shifted in the increasingly unstable, unpredictable economic envi-
ronment. In the late seventeenth century, Cotton Mather had insisted that
debtors were morally bound to pay their debts.®” By the mid-eighteenth
century, however, many writers exhibited at least partial acceptance of the
idea that debts could be discharged under certain circumstances.®®

Although ideas about moral culpability and the obligation to repay all of
one’s debts persisted, antebellum writers placed much greater stress than
did their predecessors on the shared nature of the risk. Mercantile credit,
they argued, was extended not as a favor but with the intention of making
a profit. Creditors should therefore refrain from being overly harsh with
debtors who were struggling to meet payments. In a lecture in the mid-
1850s to the Young Men’s Christian Union in Boston, one J. H. Allen
stated that with “the utmost degree of circumspection, losses will occur.”
The creditor “spurns the idea of an advantage over his neighbor . . . Nei-
ther will he, if the bankrupt appear to be honest, oppress the spirit bowed
down with sadness.”®® “It must be kept in mind,” wrote J. N. Bellows of
New York, “that the seller walks with his eyes open. He can select his own
agents; give or refuse credit; easily learn the state of him to whom he in-
trusts his property. Moreover, the obligation is not on one side; it is a mu-
tual risk.”¢0

The very nature of mercantile credit forced creditor and debtor into
partnership, for unlike bank credit, it was extended without collateral or
liens. And although the goods could be seized if the debtor failed to pay,
creditors knew that the process was cumbersome and expensive and that
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the seized goods would likely be sold at a steep discount. Overall, it was in
the creditor’s interest to give as much leeway to the unfortunate debtor as
possible—provided, of course, that the debtor was operating honestly and
in good faith. Defoe had made the argument for leniency on practical
grounds, pointing out that it was in “the creditor’s true interest.” If the
creditor “finds the debtor inclin’d to be honest, and he sees reason to be-
lieve he makes the best offer he can; he should accept the first offer, as be-
ing generally the best the debtor can make.”®! Business writers of the
antebellum decades appear to have come to similar conclusions.

There was also concern that overly exacting standards of honesty—
insisting on full payment of debts in an unstable economy—could be
detrimental to the individual, his or her family, and society at large. Busi-
ness writers urged creditors to balance toughness (to guard against fraud)
with flexibility (to encourage legitimate business activity and entrepre-
neurship). Responding to stories about those who strove heroically to pay
off all their creditors, one writer questioned the wisdom of the anecdotes,
arguing that “they substitute a wild heroism of action which in grasping at
one noble act tramples in the dust some humble virtues”:

Let us suppose, to illustrate our meaning, that the day-laborer . . . in
putting before his mind this exciting object [of paying back all of his
creditors] . . . neglected his health, his home, his children; gave noth-
ing to schools, to religion, to public improvements. Absorbed in this
one object, every thing else was forgotten, and his duties as a hus-
band, a father, a citizen, a being dependent upon God, were made to
yield to this chivalrous act of honesty. We say in such a case the infat-
uation of the man is an object of pity, and we must think better of his
heart than of his head.®?

Punctuality

The webs of credit relationships that characterized the American economy
made stability dependent on the solvency of every merchant. Liquidity was
as much a psychological as a purely practical problem: for the credit system
to work smoothly, all merchants had to remain reasonably confident that
bills would be paid and that the volume and velocity of trade would re-
main at a constant level. One large merchant’s failure to pay a bill could
have serious reverberations. At its worst, the result was a downward spiral,
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in which the collapse of confidence led to a rapid contraction of trade and
then to an even greater loss of confidence. Business writers therefore in-
sisted that failure to pay one’s debts not only was immoral in the abstract
but also had a palpable effect on the rest of society: “So dependent are
business men upon one another,” one writer declared in 1842, “that no
man has the right, as a member of the mercantile community, however
much his interests require the step, to voluntarily destroy one wheel of
it . . . How many operations may be based upon his solvency!”%3 Another
stated, “Many and many a time has the failure of one man to meet his ob-
ligations brought on the ruin of a score of others.”®*

Yet the traditional flexibility of trade creditors, arguably a positive trait
in a volatile economy, compromised the strict punctuality with which
debtors were expected to meet their payments. After the Civil War, it be-
came more common for large jobbers to deposit notes at a bank payable at
a certain date to their creditors—an instrument similar to a postdated
check. According to one handbook, however, the numerous small retailers
scattered around the country “shrink from giving a note payable at bank;
and some altogether refuse to do so. They wish to buy on open account;
or to give a note to be paid at maturity, if convenient; otherwise not. The
number of really prompt and punctual men, as compared with those who
are otherwise, is very small.”®5

Even in Defoe’s time, it was understood that payment was contingent
on the debtor’s ability to achieve the requisite level of sales. Defoe singled
out book credit transactions as “the loosest article in a tradesman’s pay-
ments” and estimated that “not one man in twenty keeps to his time; and
so easy are tradesmen to one another, that in general it is not much ex-
pected.”® That lax attitude was much in evidence in the United States,
where buyers, especially those who had a generally good credit record, re-
garded suppliers’ refusal to extend payment schedules during tough times
as a personal slight. Samuel Terry reported that a trader who found him-
self unexpectedly short of cash often preferred “as the least of two evils, to
ask his creditor to extend [the payment terms], rather than to borrow
from his friends or ask them to endorse a note, to raise the necessary
funds.”” Debtors with good reputations were often allowed to miss pay-
ments, and suppliers simply tacked on an interest rate to the balance.
When they were unable to collect, creditors in the northeast increasingly
could rely on banks to supply them with accommodation facilities, similar
to a modern overdraft.®

Storekeepers were the first, crucial link in the chain of credit. Those in
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the West and South were criticized for their inefficiency in collecting from
customers, who were mostly farmers.®” The Mercantile Agency warned its
correspondents about the lack of punctuality of “country” merchants:

In our Cities the maker of a Note understands that he assumes a
solemn obligation, to be paid at maturity, and he holds his paper as
sacredly as our banks their issues. Their Bill Book is kept accordingly,
and a protest is regarded as evidencing, at the least, a want of business
promptness and accuracy. In the Country, generally, there is a differ-
ent view taken. The trader gives his note at six or eight months, and
about the time it falls due may recollect it or he may not. He may
wonder to himself when it is due, and he may anticipate or fall be-
hind. He believes that the fact of a protest in his case does not affect
his standing or general credit ... The system of “open accounts,”
which may imply six months and involve twelve is a wrong one.”®

Another circular expressed the agency’s opinion that the “Jobbing Mer-
chant’s embarrassments arise mostly from the want of promptness on the
part of his country debtor; no definite time being fixed when the debt
must be paid.” The agency argued that country storekeepers should sell
only for cash or short credit, for “the prosperity of the manufacturer, im-
porter, banker, and jobber is largely dependent on the manner in which
the country merchant does his business,” and “his course tends to make or
break all those above him.””!

Country storekeepers themselves sometimes tried to implement a strict
cash policy for their customers, but they were never able to sustain it be-
cause farmers simply did not have adequate cash to pay for store-bought
goods. Writers often observed that credit relationships obliged local store-
keepers to monitor their customers’ behavior, “to see that they are not
becoming irresponsible,” according to Samuel Terry. He estimated that
more than one-half of a retailer’s time and energy was occupied by credit
and collections, significantly more than was devoted to “the actual busi-
ness of buying and selling.””?

Edwin Freedley acknowledged the inherently contingent nature of the
trade credit contract: “Creditors generally compel their debtors to fix a
time of payment, and these promises are made, and understood to be
made, conditionally on the fact of having the money at the time, which is
not always the case.” Because of this contingency, honest communication
between debtor and creditor was critical to maintaining trust and confi-
dence. “Punctuality,” in other words, could be defined as informing one’s
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creditors whenever, and for what reason, a payment would be late. A
“punctual man will not keep his creditor in suspense as to the cause [of late
payments], or put him to the trouble of calling to ascertain it; but will give
him timely intimation of the fuct by sending bim a note or an agent, or call-
ing himself, and venew the promise.” Freedley assured readers that such a
man, “though he fails a dozen times in the same transaction, is more wor-
thy of credit than the clown who, besides keeping you out of your money,
consumes your time, and causes uneasy and unhappy feelings.””? Rela-
tionships that were personal and not merely contractual could weather the
inevitable delays imposed by an unpredictable economic environment.

Extravagance/Thrift

The term “extravagant” was frequently used to describe merchants who
operated on too high a ratio of expenses to income or whose level of in-
ventory was inappropriate for the amount and type of trade they were do-
ing. There was little agreement about what constituted safe ratios. (Samuel
Terry in 1869 made one of the ecarliest attempts to recommend one: “[A]
retailer’s total expenses, including those of his private living, ought not to
exceed one-half the gross profit of his business.” Losses “will take from fif-
teen to twenty-five per cent more of the gross profits to cover them.” A re-
tailer’s typical net profits, then, were between twenty-five to thirty-five per
cent of gross profits.)”* Writers urged tradesmen to be realistic about the
demand of their markets and to try to fulfill it accurately. Overbuying, or
tying up capital in goods that were not likely to sell quickly, was a sign of
trouble. So was high overhead, the “marble palaces, granite buildings,
pediments, columns, tiled floors, painting, gilding, &c.,” which “have a
tendency to foster a sprit of extravagance in trade that leads to ruin.””® In-
stead, moderation “often proves to be a safeguard,” Thomas Cary lec-
tured in 1846, “for in numerous cases, those who make the largest
purchases find that, through unforeseen changes, they have the most to
regret before their engagements become due.””®

Because financial statements gave only a poor indication of a business’s
liquidity, evidence of thrift was an important signal that borrowers were
managing their cash responsibly. Credit-reporting agencies extended their
scrutiny to borrowers’ household and personal spending habits, a practice
that opened them to charges of spying. Yet the structure of proprietor-
ships and partnerships mandated such close, even intrusive, examination
because the expenses of both household and business were paid from the
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same funds. The Providence Journal made the connection when it re-
marked, “It cannot . . . be a matter of surprise that the present general
prevalence of an unrestricted indulgence in showy habits of dress and of
living, should cause the failure of nine-tenths of the men who embark in
business.”””

The close association of thrift and household consumption highlighted
the role of women in maintaining a household’s solvency. Writers of fic-
tion exploited the subject as a fertile source for concocting morality tales.”®
Newspapers also weighed in. “We care not how much money a man may
make,” the Illinois Daily Journal stated, “if his wife does not second his en-
deavors, he is just as sure of dying poor as if he had kept a grocery and
trusted every body.””® Business writers counseled men to inform their
wives and children of the close connection between their spending habits
and the reputation of the family firm. A merchant whose business cannot
support his living expenses, according to the Philadelphia Merchant, should
“explain his condition to his wife and family, who have an equal interest
with him in sustaining his reputation and standing, as an honorable busi-
ness man . . . He is not a good business man who keeps his wife and family
in ignorance of his ability to indulge their fancied requirements.”3?

Ideas about thrift were influenced by a more-sophisticated understand-
ing of opportunity costs, or the value of all goods and services forgone in
the pursuit of particular goals. Interest earned on savings, for example,
were an opportunity cost when individuals chose to spend rather than save
their money. Antebellum Americans were fascinated by the power of com-
pound interest, which turned small, regular savings into impressive for-
tunes. The Providence Journal calculated in 1850 that a “six cent piece
saved daily” over a number of years “would provide a fund of nearly
$7,000, sufficient to purchase a fine farm.” A tradesman “who can lay by
about a dollar per day, will find himself similarly possessed of one hundred
and sixteen thousand dollars, and numbered among the one hundred and
seventy-five rich men who owned one-half of the property of the city of
Providence.” Given those bullish returns, spending money on frivolous
pleasures seemed to make even less business sense.8!

Ironically, thrifty behavior became more difficult to maintain in an in-
creasingly consumer-driven society. The literature of the period displayed
the tension between the desirability of producing and selling ever-larger
amounts of consumer goods and the censure against extravagant con-
sumption. The Illinois Daily State Journal, for example, preached against
“nobby” (dandified) behavior in young men: “Employers cannot be too
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careful of ‘nobby’ young men. Temptation cannot be always resisted ei-
ther by weak or immoral natures.” But the Journal acknowledged that its
own survival depended on selling advertising space to stores that catered
to these dandies: “So important . . . has the ‘nobby’ branch of business
become, that some newspapers live by recording the constant changes in
the fashions of ‘butterflies, suspenders, shirt collars, and gaiters.” 82

Vices

The range of behaviors that could be termed “vices” was potentially wide.
Credit-reporting agencies, however, restricted their reporting to only two:
excessive drinking and gambling, the habits most likely to affect an individ-
ual’s business performance in a negative way. Reports were reticent or silent
about other foibles, such as licentiousness. Occasionally reports com-
mented on sexual misbehavior.8? But such censure was rare, even though
correspondents were privy to local gossip about the sexual behaviors of its
businesspeople.

Reports of drunkenness were far more typical.8* Temperance was an ex-
plosive issue throughout much of the nineteenth century, when the “vice”
of drinking became linked to middle-class assumptions about respectability
and business success. Like Europeans of the period, eighteenth- and early-
nineteenth-century Americans drank large quantities of alcohol, in part
because reliable sources of clean, fresh water were difficult to secure. Im-
provements in distillation beginning in the early nineteenth century and
the growing national and international markets for grain provided sur-
plus corn that could be turned into whiskey, which became plentiful and
cheap—cheaper even than coffee, tea, or milk. Whiskey was drunk by both
sexes and among all classes; even older children consumed it. Cider, pro-
duced in great quantities in apple-growing regions, was another popular
drink. After 1800 the total quantity of alcohol consumed shot upward un-
til it reached nearly four gallons per capita in 1830, the highest rate of con-
sumption in American history.$®

A temperance movement began among the Protestant clergy, and tem-
perance associations were established in New York in 1808 and Massachu-
setts in 1813. The movement spread quickly, fanned by the Second Great
Awakening; by 1834 the American Temperance Society claimed more
than seven thousand local associations with more than 1.2 million mem-
bers. The movement appears to have had an impact, for alcohol consump-
tion fell sharply: from 1840 until the late twentieth century, the highest
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levels of consumption never exceeded two gallons per capita, or less than
half the rate of the 1820s. The changing structure of the grain market
helped bring about the success of temperance advocates. As distilling and
marketing became a more interregional business and less of an activity
engaged in by one’s neighbors, it became easier to mount an organized op-
position. Whiskey and other spirits became associated with moral and spir-
itual degradation. Many Americans, especially those living in small towns,
rural areas, and middle-class neighborhoods, advocated complete absti-
nence. Prior to the Civil War, men led the temperance movement, but af-
terwards women became the driving force.

A reform movement that had its roots in religion became inextricably
tied to the needs of capitalist development.3¢ Credit reports explicitly and
directly tied sobriety to individual success, while the business press linked
the abuse of alcohol to inefficiency and reduced profits. “To dissipate is
not alone to trifle with health and reputation, but to rob the employer of
a portion of the time for which he pays,” wrote Hunt’s. A young man
“must be as regular in his habits away from business as when in busi-
ness.”8 The Philadelphin Merchant stated, “In the ratio that the bar-room
prospers, the merchant suftfers loss . . . The liquor seller is directly pitted
against the dealer in all wholesome and useful articles of consumption, and
we submit that all merchants . . . should array themselves promptly and
decidedly on the side of temperance and against all forms of alcohol as a
beverage.”38

Energy/ Focus

“Energy,” the quality of being “wide awake,” was lauded in the credit re-
ports and the business press. Yet there was concern lest mere energy sup-
planted good judgment and caution. The tension points to a definitional
problem that many theorists of entreprencurial capitalism still must resolve.
As Julian Hoppit points out, historians tend not to differentiate between the
terms “businessman” and “entrepreneur”; consequently, “definitions of
‘entrepreneur’ have multiplied with ever-diminishing returns. Confusion
has arisen because the dividing lines between inventive, innovative, and im-
itative businessmen are hazy and unclear.”® Similarly, Thomas Doerflinger
writes in his history of late-cighteenth-century Philadelphia merchants that
one must distinguish between the “atavistic” and speculative capitalism
practiced by some, particularly during boom times, and “the icy worldly as-
ceticism of Weber” that was practiced by others.”® Some business owners
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resisted the call to be aggressive, pushing, and intensely competitive. In-
stead, they emphasized the independence conferred by having one’s own
business and took pride in their reputations for integrity and steadiness.
The outlook was particularly marked among self-employed artisans such as
blacksmiths and carpenters.”!

Along with many business writers of the period, credit reporters tended to
reject the older artisanal outlook, which was content with establishing an in-
dependent living and which regarded the overbold ambitions of the mer-
cantile class with distaste.”> R. G. Dun differentiated between the caution
necessary among bankers and the greater risk taking demanded by trade.
“The Banker,” according to the 1859 edition of Dun’s reference book,
“loans his money on interest. Having no other consideration, it should be a
fundamental principle with him, in all cases to be secure. His judgment
should be rigid.” The importer, manufacturer, and jobber, by contrast, were
driven by “the stimulus of good profits.” Thus, “a larger liberality is ex-
pected. Holding these views, we have adapted our markings accordingly.”?3

Tolerance for risk taking and speculation increased during the nine-
teenth century, to the point where some business writers began to equate
excessive caution with stagnation and idleness.”* In 1853 Hunt’s wrote,
“There is nothing gained by idleness and sloth . . . Men must be active,
persevering and energetic.”®® Another writer remarked, “In this active,
stirring country of ours there is no room for the lazy, prodigal spendthrift
of time . . . the world cannot afford to wait for him, and if he wishes to be
in the first rank, he must be up and dressed, ready at the instant, and set-
ting this good example to others he will reap the fruits which they may
find sometimes snatched from their grasp.”?¢

The relentless boosterism in the Old Northwest and West encouraged
men to be aggressive and expansive. Boosters publicized their towns
widely to outsiders and mailed promotional materials and newspaper clip-
pings to interested parties as far away as Europe.”” Town histories began
appearing when many of these localities were only a few decades old, and
they became effective promotional vehicles as well as sources for informa-
tion on local businesses. Newspapers pushed the benefits of advertising by
appealing to this aspect of the business culture. The nineteenth century,
wrote the Illinois Daily Journal,

has opened a new era in mercantile enterprise . .. Our merchants
have received, as it were, a new revelation.—Eschewing the stereo-
typed ideas of former generations, they have liberalized their policy;



Character, Capacity, Capital | 105

abandoning the contracted sphere to which their predecessors con-
fined themselves, they have extended their operations far and wide,
annihilating distance, surmounting difficulties, and defying competi-
tion . . . Those who have acted on this principle have given new im-
petus to business, and gained vastly on the more cautious dealers who
have resisted the tide of progress and stand where they stood a quar-
ter of a century since.”8

Even writers such as Freeman Hunt, who lectured young men to choose a
salaried occupation over starting a business, expressed deep admiration for
risk-taking entrepreneurs.”® The attitude intensified after the Civil War,
when extreme cautiousness became more closely equated with the “plod-
der,” the man so “chicken-hearted” as to be a failure even when he was
not literally insolvent.!%

Sometimes, however, an entrepreneur could be too energetic—that is,
unfocused, with “too many irons in the fire.” The temptation was especially
strong among merchants, lawyers, financiers, and builders, the men who
were most likely to be involved in speculative ventures and who comprised
the largest portion of the bankruptcy rolls.!! The inability to remain in one
pursuit was as much a sign of danger as was the lack of enterprise. Business
writers warned against the perils of tying up capital, time, and energy in
outside ventures. (Ironically, both Lewis Tappan and Robert G. Dun were
themselves guilty of having too many pursuits. )'?

Of the character traits, “energy” was the most explicitly gendered:
credit correspondents tended to praise the quality in men and ignore or
downplay it in women. Business writers were more likely to admire women
for their industriousness rather than their attempts to enlarge their busi-
nesses or take entreprenecurial risks.

Experience

Technically, experience belonged within the category of “capacity” (busi-
ness ability). Certain elements, however, clearly shaded into the area of
character. The best new firms were generally deemed to be those owned by
former clerks in the same line of business who had financed their new store
with money saved from their salaries.!%® Capital of that kind was proof of
thrift (good cash management) as well as experience.!%* Lewis Atherton
found that 46 percent of the country merchants he investigated began as
store clerks, saving money until they could start a business of their own.!%%
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Storekeepers often hired clerks with the understanding that they would
someday become junior partners—future financial reward for the hard la-
bor the young men provided during their apprenticeship years.!% Clerking
could be a strenuous occupation; some establishments required its staff to
work “from early dawn almost, till ten o’clock in the evening and some-
times up to midnight,” according to one concerned letter-writer to the
Daily Lllinois State Journall®” Relatively few young men were up to that
challenge. One writer claimed to have met during a twelve-year period
more than four hundred dry goods clerks in New York City, of whom he
could not “find ten of the number now in successful business. One in fifty
is a fair estimate of the number of clerks that succeed in business for them-
selves.” Too many “country boys” crowded into New York City looking for
a well-paying white-collar job, but few lasted the course: “Those who are
not ruined by dissipation, waste five or six years of their lives in learning a
business, and then return to some profitable employment in the country,
or go to California.”!% The amount of capital required to enter the retail
sector remained relatively low compared to opening a wholesaling or man-
ufacturing concern, and the low barriers attracted individuals who lacked
the requisite experience, talent, and stamina. One of the beneficial effects
of the Mercantile Agency, according to its supporters, was that it would
force out those who were unsuited. As one writer remarked, “Trade is a
science, to which many, who would make excellent mechanics or agricul-
turists, are wholly incompetent.”!%°

Credit reports noted whether individuals were “educated” to the trade,
referring to apprenticeships rather than formal course work. At any rate,
few courses on mercantile subjects were available in colleges and universi-
ties; the “mercantile” departments in the law schools of Harvard and Yale,
which offered lectures on commercial law, were among the few excep-
tions.''% Curriculums specifically designed to teach proper business meth-
ods were increasingly proposed throughout the North and South in the
decades before the Civil War.!!! Until the end of the nineteenth century,
however, business education consisted of an eclectic mix of formal ap-
prenticeships, informal on-the-job training, and courses offered by small
schools run by enterprising individuals. These schools first began appear-
ing in the 1820s, and although not numerous, they dominated the field of
business education until about 1890. Run as money-making operations,
the owner sometimes comprised the entire faculty and may also have writ-
ten the textbook that students were required to purchase. Students typi-
cally were employees in business establishments and took courses in the
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evenings. Courses were restricted to only three subjects: arithmetic, book-
keeping, and penmanship (considered a technical skill until the advent of
the typewriter). There were no courses on the theory behind mercantile
practices and nothing on credit.

By 1850 about twenty such business schools operated in various cities
throughout the East and Middle West. Among these were Dolber’s Com-
mercial College (founded in New York City in 1835), Duft’s Mercantile
College (Pittsburgh, 1840), Comer’s Initiatory Counting Rooms (Boston,
1840), Jones Commercial College (Saint Louis, 1841), Scholfield’s Com-
mercial Academy (Providence, Rhode Island, 1846), Spencerian Business
College (Cleveland, Ohio, 1848), French’s Business College (Boston, 1848),
and Paine’s Business College (New York, 1849).112 Business writers generally
had a poor opinion of these schools. Freedley, for one, strongly recom-
mended against a liberal arts or business school education in favor of two
years in a counting house, followed by a course of study in mercantile law.!13

After the Civil War, Andrew Carnegie famously remarked that college
graduates did not make for successful businessmen.!'* Working as a clerk
in a mercantile establishment still was considered far more important than
a formal education. Credit reports continued to view clerkships approv-
ingly. Increasingly, they also tracked borrowers’ experience across multiple
locations, information that was critical in a large country with a highly mo-
bile population.

Age and Marital Status

Credit-reporting agencies were not always successful in discovering the
ages of business owners, particularly women. Even so, age was considered
a critical piece of information. Younger proprietors who already had some
experience in trade were deemed the best prospects; older ones, by con-
trast, had less time to settle a bad debt. A Mercantile Agency circular ob-
served that some merchants “will not sell even to an honest, capable man
unless he has capital, particularly if he is advanced in years.”!1?

Marital status was considered important for a mix of reasons. Married men
generally were regarded as more stable, and having a spouse and children to
help run the business was a positive attribute. Although divorce was relatively
rare, it could affect the financial standing of a business. (The notorious
Beardsley case, for example, turned on rumors about John Beardsley’s im-
pending divorce from his wife, Mary.)!1® Marital status also became an im-
portant practical consideration when the Married Women’s Property acts,
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first enacted in the South during the late 1830s primarily to protect the assets
of wives from their husbands’ creditors, removed many of the obstacles to
owning and operating a business. Hunt’s Merchants’ Magazine recognized
the significance of the statutes, observing in 1850 that any laws “making or
tending to make the wife an independent person as respects property, are of
great mercantile interest, not only because they alter the relations of business
men, but tend to create a new mercantile class—business women.”!1”

The new laws had an unintended effect: they allowed men to protect
business assets by legally transferring them to their wives through instru-
ments such as chattel mortgages, a practice that credit reporters frequently
recorded.!® An anonymous credit-reporting journal kept by an individual
living in Jackson, Michigan, was typical. It stated that the wife of one . J.
Avery, owner of the town weekly, “has some property. A// the property I
think is in her name and would be difficult to reach if a collection were
forced.”!? After transferring a business’s assets to his wife, a man could
resume as her “agent,” in the knowledge that her property could not be
seized to pay off his old debts. The more obviously fraudulent transfers
were declared illegal by the courts, but the ploy often succeeded.!?? An-
other way to protect family and business assets was for the husband to set
up a trust, managed by a third party (trustee), which reserved property for
his wife and children.!?! How the Married Women’s Property laws af-
fected the actions and decisions of women engaged in business is unclear.
Despite the growing literature on this subject, scholars have paid more at-
tention to how the laws benefited men and families rather than to how
women themselves may have exploited the laws.122

Marriage had a mixed effect on women’s creditworthiness because the
occupations and financial worth of husbands varied widely. In some in-
stances, marriage did not necessarily lend stability to women’s businesses
because their husbands held jobs that were insecure or low paying. Con-
versely, women who married men with stable occupations and a significant

financial worth saw their creditworthiness improve.!23

Women- and Black-Owned Businesses

Participants in business were a diverse population. Credit reports reflected
that reality and included significant numbers of women and blacks.
Women appeared in greater numbers in the credit reports than did blacks,
but both groups tended to operate smaller businesses in the service sector
and on the retail rather than wholesale level. Proportionately fewer retail-
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ers than wholesalers were covered by the agencies prior to the Civil War;
as a result, R. G. Dun rarely reported on women- and black-owned busi-
nesses during the 1840s and 1850s but covered a larger portion of them
during subsequent decades. Too small to command much credit from
large wholesale houses in the country’s commercial centers, most were de-
pendent on local suppliers for much of their mercantile credit.!?*

Sex and race were central considerations in a credit report; no individ-
ual was perceived purely as a businessperson, without the qualifiers male,
female, white, or black either explicitly reported or implicitly recognized.
Yet it is also true that credit reports tried to include details about the cap-
ital strength, business ability, and character traits of all individuals, regard-
less of sex, color, or ethnicity; moreover, judgments were fluid and subject
to revision. Widely held prejudices were modified or reinforced according
to behaviors observed by other members in the individual’s community
or, less frequently, by outside suppliers who had previous dealings with the
individual. The categories of race, ethnicity, and gender were therefore not
static but always somewhat unstable. Credit reporters and their informers
constantly reconstructed these categories in the process of reevaluating
their subjects’ behavior over time.

A small but significant minority of women—about 145,000 in 1870—
was engaged in business pursuits, and women made up about 10 percent
of urban businesspeople. As with Jews in the clothing industry, the large
number of reports on women reflected their numerical importance in
specific trades, especially those—such as millinery and dressmaking—that
served primarily female customers. In 1870 these two trades made up the
fourth most important occupational category for women, who accounted
for some 98 percent of the trades’ workers.!?® The vast majority of
women-owned businesses was small; some were minuscule. Even after the
Civil War, a reported total worth of only a few hundred dollars was not
unusual. Yet business ownership was an important source of income for
women. In the midwestern states of Illinois, Indiana, Iowa, Michigan,
Minnesota, Ohio, and Wisconsin, for example, the number of women in
business was roughly equivalent to that of female teachers and higher than
the number of female factory workers.!2¢

The mortality rate for women-owned establishments appears to have con-
formed to the average for all businesses. An investigation of male- and
female-owned businesses in Poughkeepsie, New York, between 1843 and
1873 found that 60 percent closed before they were four years old. That fig-
ure mirrors Lucy Murphy’s findings, based on 213 female business owners
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in Illinois, that the average concern lasted 3.74 years.!?” Yet contemporaries
perceived female-run businesses as peculiarly short-lived. “The want of per-
severance is sometimes said to adhere very generally to the female sex, when
they are employed in business pursuits,” observed Samuel Terry. He specu-
lated that the reasons had less to do with lack of ability than the widely held
sentiment among female proprietors “that the business is not of essential im-
portance in itself, and is only a make-shift or stepping stone, as in their case
it must be regarded, to the higher aims of existence”—presumably, those of
marriage and raising children.!?® The perception, widespread in American
society among both sexes, was already well entrenched during the colonial
period, when women in business were assumed to have entered the field
only on a temporary basis, usually upon the death of a husband or male
relative. Historians have confirmed that women’s motivations in the busi-
ness realm generally differed from men’s. For women, business tended to
be “a rather humdrum practical affair, where money is made rather than
accumulated, where growth and expansion is the exception rather than
the rule,” writes Mary Yeager. Business “was more often than not simply
‘work’—a way to make a living and survive.”!??

Moreover, the vast majority of women-owned businesses was thinly cap-
italized, and this, rather than the owners’ sex alone, made credit corre-
spondents wary of recommending women for credit.!3? Of the Boston
milliners and dressmakers who appeared in the Dun ledgers, 62 percent
were reported to have “no means” or “small means” of $1,000 or less.!3!
In 1857 a correspondent in Springfield, Illinois, observed that milliners
there seldom or never owned real estate and generally had only a small
amount of merchandise on hand. During the 1860s $1,000 to $2,000
was sufficient to run a millinery business in a small town such as Spring-
field, Illinois. By contrast, the average business means of Springfield’s dry
goods establishments in the period 1848-1858 totaled $8,700; for cloth-
ing businesses, the figure was $4,500. In the 1870s, most of Springfield’s
milliners continued to operate with a relatively small amount of capital in-
vested in their businesses, mostly in the form of inventory. Throughout
the nineteenth century, the typical millinery business in the United States
continued to be thinly capitalized. In 1900 the I/lustrated Milliner esti-
mated that 78 percent of these businesses were worth $1,000 or less.!32

A small asset base, irregular cash flow, and a perceived lower commit-
ment to the business were among the risks associated with female-owned
businesses. Indeed, the male-dominated wholesaling establishments that
specialized in supplying milliners were known to be less profitable and suc-
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cessful than their counterparts in other lines.!?3 The risks were especially
high for out-of-state creditors. Local ones, favored by state laws and
courts as well as by geographical proximity, could collect payments more
easily than could outsiders—who, presumably, were the Dun reports’
main target audience. Surviving credit reports indicate that milliners could
often obtain credit from local suppliers, but distant ones were warned to
be careful '3

Like the Jewish clothing establishments discussed in Chapter 4, many
women-owned businesses were difficult to assess. Reporters often had
trouble distinguishing women-run businesses from those nominally owned
by women but in fact run by husbands or male relatives. Those that oper-
ated from homes rather than shops presented the further problem of be-
ing inscrutable; agency reporters could not inspect them as they could a
store for evidence of good stock turnover, decent fixtures, or overtrading,
nor could they gauge the success of the business by the number of cus-
tomers patronizing the shop.

Yet correspondents expressed little of the distrust of women-owned
businesses that pervaded the reports on Jewish businesses. Instead, the
credit-reporting firms accepted that the opacity of women-owned estab-
lishments was the result not of “trickery” but of their small scale and the
fact that many were operated out of private homes. Milliners, in particular,
were regarded not as outsiders but as respectable members of the com-
munity. Christie Daily’s work on Iowa milliners notes that the social
columns of local newspapers often featured these women alongside the
town’s leading citizens.!3 Although the middle-class concept of separate
spheres endorsed a “cult of domesticity,” positive views of women in busi-
ness were by no means lacking in the popular media.!3¢

Relegating women to a separate sphere confined them to certain occupa-
tions, most notably food preparation and distribution, lodging, and the pro-
duction of women’s clothing. Yet the sexual division of labor may also have
protected women from having to compete with men in these trades.!3” Writ-
ers sometimes waxed indignant when men occupied jobs that the writers be-
lieved should have been reserved for women.!3® Within the “women’s”
trades, female ambition was not only acknowledged, but institutionalized.
As Wendy Gamber points out, “the desire to get ahead was built into the
very structure of the [dressmaking and millinery] trades.” A milliner began
first as a “maker,” who produced the body of a hat, and then proceeded to
“trimmer,” decorating the hat with feathers, ribbons, lace, and other trim-
mings. After about a year, the ambitious apprentice might be expected to
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open a shop of her own, a move that entailed considerable financial risk, or
to begin doing customized work from her home.!%

Yet approbation of female enterprise had its limits, and “energy” was
overwhelmingly deemed a masculine trait. Although women were frequently
described as “honest,” “industrious,” and “respectable,” words such as “en-
terprising” were reserved for men. Women appeared in the credit reports not
as “risk-taking capitalists,” according to Susan Ingalls Lewis, but as “‘self-
employed’ artisans, shopkeepers, and petty manufacturers.”*? To be sure,
these characteristics could sometimes make women better credit risks than
men. Peter Earling summed up several decades’ worth of experience when
he wrote that women in business were usually cautious, economical, not
overly ambitious, and therefore risk averse. They tended not to indulge in
the vices that plagued so many men: little if any of their money was spent
on smoking and drinking, for example. As a result, “the financial status in
which women receive credit would not warrant us in giving credit to men,
whatever their business might be.”!*! A study of Denver covering the pe-
riod from 1859 to 1877 concluded that Earling’s comments were generally
accurate. Women deemed to have good character and habits were assessed
favorably, even at times outdoing their male counterparts. In Denver, sa-
loon keepers rather than women or ethnic minorities received the harshest
appraisals, perhaps because these establishments were considered a threat to
the community’s stability and business reputation.!*? Credit reporters de-
clined to apply to women the harsh descriptions (“no good,” “worthless”)
that they unhesitatingly used on men.

For blacks, business opportunities were even more circumscribed. In the
first half of the nineteenth century, most enterprising blacks were relegated
to occupational lines such as catering, barbering, and the tailoring trades,
whose customer bases were overwhelmingly white.!*? Yet entreprencurial
activity occurred even among individuals who were enslaved. Slaves could
not legally engage in independent economic activity, yet they did so and at
times openly. Court cases from the eighteenth century to the Civil War
demonstrate that at least a small number of slaves operated with a great deal
of independence; they performed supervisory and managerial work, some-
times over white workers, and a few appear actually to have owned their
businesses. These were rare exceptions, to be sure, but such activity was not
unknown. More common was the phenomenon of slaves hiring themselves
out, usually (but not always) with their masters’ consent.!*

In her groundbreaking history of black enterprise, Juliet E. K. Walker
estimates that five thousand businesses were established by free blacks in
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1860, a participation rate of one business per one hundred free blacks.
Even during and after Reconstruction, when increased industrialization
along with rigid black codes and Jim Crow laws placed serious barriers to
the establishment and successful running of a business, blacks continued
to be active in doing so. They were, however, unable to participate in the
ownership of large industrial concerns, and opportunities in at least one
traditionally black-dominated field (catering) diminished.!#®

Credit reports almost always indicated when a business was black owned.
These individuals were designated as “free men of color,” “darky,” “negro,”
“colored,” “quadroon,” “mulatto,” and—infrequently—“nigger.” As with
Jewish business owners, the agency reports sometimes noted that an indi-
vidual was a good risk despite belonging to a suspect group. Apart from the
specific allusions to race, black businesses generally were described in terms
similar to those used for white businesses: some large, well-established con-
cerns were granted a rating of “A-1.” (New Orleans, in particular, had
several large black-owned businesses, including commodity brokers and
commission merchants, land speculators, real estate brokers, and develop-
ers.) Good character and habits, or the lack of them, were appraised sepa-
rately from capital strength. Slow payments, the issuance of notes, and
discounting at banks also were reported.!#

2

By the mid-nineteenth century, a recognizable method for assessing credit-
worthiness had emerged among American merchants, which the new
credit-reporting agencies helped to transmit. The method was shaped by
the obstacles faced by creditors, particularly their limited ability to procure
the payment records of individuals. Instead, creditors and credit-reporting
firms focused their attention on business owners, scrutinizing their finan-
cial standing and patterns of behavior for clues about their ability and will-
ingness to pay debts.

Aside from insurance and railroad firms, however, businesses did not
make their financial records public, and there was no expectation that they
should do so. Statements, when made at all, were used primarily for inter-
nal administration. Long after the first credit-reporting firms were estab-
lished, the notion persisted that being asked to give a statement impugned
an individual’s honor. Fearful of alienating buyers, many suppliers de-
clined to ask for statements, and credit reporters found much resistance
when trying to obtain them.

The method for calculating creditworthiness was also shaped by the
long credit terms of the day. When most lending is short term (thirty to
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ninety days), cash flow and liquidity are the most important considera-
tions. Longer terms, however, make information on past behavior more
important because information on a trader’s current cash position is of
little value if payment is not due for several months. In these cases, the
proven willingness to meet one’s obligations becomes a more telling indi-
cator of creditworthiness.!*”

Because individuals’ payment records were largely unavailable, “charac-
ter” traits served as a proxy for the willingness to pay debts. As discussed
in this chapter, credit reports emphasized a specific set of traits: honesty,
punctuality, extravagance (or thrift), the vices of drinking and gambling,
energy, focus and perseverance, experience, age, and marital status.!*® The
reports tended not to contain information such as membership in political
parties, a significant omission in a period when these institutions played an
important role in the construction of (white) men’s social identities. Nor
did reports tend to note membership in social clubs or churches—again, a
noteworthy omission given the crucial position these institutions held, es-
pecially in small-town life.

The omission of membership in Protestant denominations is particularly
puzzling. In “The Protestant Sects and the Spirit of Capitalism,” Max Weber
noted that in the United States, membership in Quaker, Baptist, Methodist,
and other denominations created networks that facilitated economic activi-
ties, including the granting of credit.!*® Why, then, did the credit-reporting
agencies not include information that would presumably have been of inter-
est to wholesalers who may have been members of these national Protestant
denominations? Procuring the information would not have involved much
additional cost. The fact that the agencies never chose to include it suggests
that, contrary to Weber’s observation, American creditors did not rely too
heavily on membership in specific religious groups as a sign of trustworthi-
ness. Indeed, they did not pay much attention at all to individuals’ religious
activities, including regular church attendance.

With regard to women and black business owners, at least two historical
problems arise. First, how were they appraised? Second, how did these ap-
praisals affect the structure and nature of the American economy? Re-
searchers have only begun to investigate the first of these questions. But the
second—in particular, whether credit reporting helped to segment the
economy more rigidly by sex, race, and ethnic origin—has yet to be sys-
tematically investigated. Reflecting the attitudes of the larger society, credit
reporters accepted recent immigrants, blacks, and women as participants in
the mercantile and agricultural sectors. But as owners and managers, these
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individuals were concentrated overwhelmingly in small establishments.
They were far less numerous in the wholesaling sector, and virtually nonex-
istent in the large, capital-intensive industrial enterprises that became more
numerous after the Civil War. What role did credit reporting play in that his-
torical development? The institution embedded ways of doing and thinking
about business more deeply into American culture and helped naturalize
ways of thinking about types of businesspeople. In the same way that
opaque business practices were not granted legitimacy by credit reporters,
neither (for example) were “female” ways of doing business. These in-
cluded the greater propensity of women to shuttle between the responsi-
bilities of home and work, behavior that was interpreted as women’s “want
of perseverance.” The institution of credit reporting may well have helped
to preclude the development of a viable, female-centered tradition of do-
ing business that would have better accommodated women’s domestic
and family responsibilities.

Yet the very fact that women and blacks appeared at all in the Dun
ledgers, and in great numbers, deserves some comment. Had these indi-
viduals been dismissed as undeserving of credit by the fact of their sex and
race alone, the credit-reporting agencies would not have wasted the re-
sources to report on them. Or, even more proactively, the agencies might
have issued blacklists warning that particular businesses were female or
black owned and that creditors should steer clear of them. But neither of
these scenarios occurred. To the contrary, the agencies reported on tens of
thousands of female-owned enterprises and on a lesser (but still substan-
tial) number of black-owned ones, some in great detail and over a number
of years. Competition among credit-reporting agencies beginning in the
1860s may well account for the inclusiveness; comprehensive coverage of
a locality’s business establishments became equated with superior service
and better value for subscribers’ money. The agencies were also simply
bowing to actual practice: because many suppliers wanted to extend credit
to these individuals, the agencies were obliged to include them.

In light of recent scholarship, it is also important to note that the agen-
cies reported both positive and negative information. Trade protection so-
cieties, by contrast, focused almost exclusively on negative information
because members feared losing their good customers to other members. %0
Recent studies have found that reports containing both positive and nega-
tive information allow creditors to assess more accurately the likelihood
that a borrower will default. Moreover, reporting negative information
alone has socially undesirable effects: it hurts younger and lower-income
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borrowers and those who have been at their job or residence for only a
short time.'®! Good borrowers, too, are penalized under this system, be-
cause they are prevented from broadcasting their good records to other
lenders.

Unlike arrangements designed merely to alert creditors about bad debtors,
the credit-reporting system consisted of narratives that attempted to cap-
ture the paradoxes and complexities of individuals’ business experiences.
Thus, an individual could be described as both wildly extravagant and
honest, or as occasionally intemperate but well thought of by the trade.
Detail and history mattered a great deal, and the agencies instructed their
reporters to provide as much of this as possible. “We are unwilling to as-
sume the responsibility of reporting any person good or safe without ac-
companying it with qualifying remarks,” the Saint Louis office of the
Mercantile Agency wrote to its correspondents in 1851, “and where they
are reported bad or unsafe, we wish to have the report enable us to state
why they are so; whether through dishonesty, want of means, or deficient
business knowledge.”!2

As late as 1860, the Mercantile Agency’s New York office refused to is-
sue written reports to subscribers, insisting that they personally visit the
firm’s office. Some records stretched back several years and contained in-
dications of both success and failure. No written summary, the agency ar-
gued, could do justice to such a complex narrative:

When reports are written, they necessarily are given in a condensed
form; and, where the history of a trader covers nineteen years, there are
so many points to be considered, that different minds would form
diffevent impressions. Clerks might form an opinion that the sub-
scriber would not, and, to protect himself'in each case for each case is
important, he should have the Records read to him, bringing his own
mind to bear on the subject, and eliciting the truth, referring in
doubtful cases to one of our firm.

Subscribers living far from the firm’s offices received written information,
“but invariably under a very especial supervision.” Moreover, the New
York office required them to obtain their semiannual reports in person.!'®?
In 1865 the manager of the Chicago branch wrote to his subscribers cau-
tioning against relying exclusively on the published reference books: “It is
not intended as a substitute for the detailed reports upon our Records; no
work of this kind can possibly supply their place.”1%*
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These urgings were no doubt prompted in part by the fear of lawsuits,
which encouraged the agencies to emphasize that decisions about whom
to trust ultimately were the responsibility of creditors alone.'®® But these
comments also reflected the tendency of nineteenth-century business writ-
ers to regard human nature as malleable. Individuals changed; they be-
came better merchants or, conversely, fell into dissipation and ruin. From
a wholesaler’s point of view, these individuals—changeable and difficult to
put into static categories—were the higher-risk customers who might nev-
ertheless prove profitable. New customers were important because a sup-
plier’s customer base was dynamic and constantly shifting; individuals
continually pulled up stakes and moved or left retailing altogether. Suc-
cess, as well as failure, prompted these decisions. Lewis Atherton, for ex-
ample, found a tendency among successful storekeepers in the Midwest to
shift to occupations, such as banking or politics, which were considered
more prestigious. >

Although rational, the method for determining creditworthiness was
not optimally efficient because creditors and correspondents were charac-
terized by as many levels of ability as were the subjects of credit reports.
Some correspondents, especially during the agencies’ early years, submit-
ted information that was confused or simply wrong. And the subjects of
the reports at times confounded the odds: drunkards and gamblers pros-
pered (to the evident disgust of the reporters), while able and honest mer-
chants failed and did not recover. Yet the business literature of the period
assumed that successful lending and borrowing were not purely a matter
of luck. No method could ensure success every time, but in the absence of
completely reliable information, specific steps could still be taken to de-
crease the chances of making a bad decision. The conventions that came
to define credit reporting may be compared to those in accounting, which
also evolved over time and contain a degree of arbitrariness and impreci-
sion.!®” Like accounting, credit reporting simplified reality and rendered
items more comparable, making it easier for creditors to make more “ra-
tional” decisions.'®® The terse quality of the reports did not completely
mask the complex experiences of individuals whose fortunes were docu-
mented over a number of years.

A homely, folksy quality pervaded the method employed by nineteenth-
century creditors, which might tempt modern analysts and scholars to dis-
miss it. Yet these very qualities are what account for the method’s historical
importance. Thomas Haskell uses the word “recipe” to describe the at-
tempts to solve business and social problems, which burgeoned beginning
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in the eighteenth century: “It was not only the exotic achievements of
Newtonian science or dramatic labor-saving devices like the steam engine
that underwrote the Enlightenment optimism but also the buoyancy sup-
plied by a surge of homely recipes for getting things done.”!%® “Recipe”
appropriately describes the method of determining creditworthiness that
evolved during the first half of the nineteenth century. Precisely because it
was simple, the method was perceived as widely accessible rather than con-
fined to those with special privileges, training, or knowledge. Douglass
North has argued that by standardizing expectations and lowering the
costs of monitoring, such informal rules encourage spontaneous coopera-
tion and a greater willingness to trade.'®® The assumption that creditwor-
thiness could be determined through simple and careful calculation by any
reasonably intelligent creditor may well have increased the number who
were willing to try.



Jewish Merchants and the
Struggle over Transparency

Mid-nineteenth century Americans found much to respect about Jewish
ways of doing business. Jewish merchants were perceived to be thrifty, or-
derly, “wide-awake” go-getters in a country that had come to embrace the
values of the market and the ideal of the self-made man. American elites
could afford to be indulgent. The number of Jews in the United States was
small, and they were deemed less threatening than were the “disorderly”
and “intemperate” Irish (and to a lesser extent Germans) who emigrated to
the United States in large numbers beginning in the 1840s. The absence in
Judaism of a central political-religious authority further distinguished Jews
from Catholic immigrants (“papists”), whose mass arrival inflamed nativist
sentiments and fundamentally altered the American political party system.
Nevertheless, specific Jewish practices clashed with the assumptions that
underlay the practice of credit granting, which the new credit-reporting
agencies were embedding into American business culture. The struggle
was peculiarly visible because Jews were the only immigrant group that
succeeded in establishing their own mercantile distribution networks.
These stretched from small towns all over the United States to the large
commercial centers and as far as Europe in a few cases. American Jewish
merchants bought and sold goods on a massive scale, and their represen-
tation in the ledgers of credit-reporting firms was correspondingly high.
Credit reporters’ criticisms of Jewish businesses fell into two interrelated
patterns, both of which give insight into the push for more transparency.
First, although Jews were highly visible in their communities, their business
ownership and financing structures were opaque and depended on a distri-
bution network that was unusually close-knit and secretive. In effect, Amer-
ican Jews represented an alternative, “other” way of doing business, against
which the evolving ideology of transparency could be opposed and, thus,
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defined.! Second, the credit reporters perceived Jewish merchants to have
a lower level of commitment to the communities in which they operated,
circumstances that can be explained by the patterns of migration and eco-
nomic mobility that evolved among American Jews prior to the Civil War.
Their preference for settling in urban areas involved Jews in the intense
competition for migrants and capital among new towns. Jewish migratory
patterns ran afoul of ambitious local elites who had a stake in their com-
munities” future prosperity. Jews were accused of being, in the words of
some credit reporters, mere “birds of passage,” who settled in communities
only to make money before moving on.

Certain assumptions about Jewish business owners became so widely
shared that “Jew” evolved into a shorthand for specific business risks: secre-
tiveness, trickery, and deceitfulness. The term “Jew” even entered American
slang as a verb, meaning to haggle aggressively with or to cheat another.
(The more respectful term, and the one that Jews themselves preferred,
was “Israclite.”)? These prejudices were also present in Britain. During the
eighteenth century the English showed a great deal of hostility to Jews,
whom they regarded as dishonest. The Bank of England’s directors, for ex-
ample, were widely known to be anti-Semitic. Even so, by the end of the
eighteenth century, a number of successful Jewish merchants and bankers
had established themselves in London, with the Rothschilds perhaps the
best known.?

Unflattering Jewish stereotypes were widely accepted in Europe and the
United States. Yet American credit reporters displayed no systematic discrim-
ination against Jewish merchants. Intense competition for new business—the
very pressures that led suppliers to prefer transparency and to rely on com-
munity monitoring of borrowers—combined with a genuine ideology of

openness and opportunity to work against exclusion.*

Settlement and Occupational Patterns

The Jewish population in the United States from 1840 to 1880 can prop-
erly be described as minuscule. Nevertheless, their settlement and occupa-
tional patterns gave Jews a visibility and importance that were out of
proportion to their small numbers. From fifteen thousand at the begin-
ning of the period, the Jewish population reached fifty thousand by 1850.
Even with the huge increase in immigration during the next decade, by
1860 American Jews totaled only 150,000 out of an overall population of
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31.4 million. (These numbers are necessarily estimates because, unlike Eu-
ropeans, U.S. census officials did not place Jews in a separate ethnic or re-
ligious category.) Most Jews lived in the North and West. At the start of the
Civil War, only about one-quarter lived in the South, and the proportion
declined to 14 percent by 1878.5 The majority arrived from the German
states, a region in the throes of political and economic changes following
the Congress of Vienna in 1814-1815.9

Jewish settlement and occupational patterns in the United States con-
tinued those that had evolved in Europe, where Jews had long been ac-
customed to living as a separate group. Their separate status, imposed by
law in much of the Old World, nevertheless allowed them to preserve re-
ligious traditions; at the same time, they interacted with non-Jews, mostly
in a commercial capacity.” Accounting for only a tiny proportion of the
overall German migration to the United States (2 to 3 percent of the more
than 1.2 million Germans who arrived between 1820 and 1855, accord-
ing to one estimate) Jews exhibited distinctive characteristics, including a
much stronger preference for settling in urban areas and a greater ten-
dency to engage in commercial rather than agricultural activities. In these
early decades, single male migrants predominated among Jews, whereas
German Gentiles were more likely to travel in family groups.®

In another pattern that mirrored the Jews’ experiences in Europe, sub-
stantial Jewish communities emerged in only a small number of cities and
towns. New York was the Jewish immigrants’ most likely destination, and
that city’s Jewish population grew exponentially, from approximately 500
in 1825 to 40,000 (out of an overall population of 805,000) in 1860.
That year, two-thirds of all Jewish Americans lived in only fifteen cities. In
the following decade, only 160 urban areas had Jewish populations of one
hundred or more, and together these places contained 84 percent of all
American Jews. By 1880 New York was home to 35 percent of the coun-
try’s 280,000 Jews, and Philadelphia, Baltimore, Boston, and New Jersey
combined accounted for an additional 19 percent.’

Along with this concentration occurred a wide dispersion. Compared to
German Gentiles, Jews were more likely to head west, and by 1880 they
made up 1.5 percent of the populations of California, Oregon, and Wash-
ington, versus only 0.5 percent of the American population as a whole. In
1870 nearly nine hundred small towns throughout the United States had
at least some Jewish residents. These places had fewer (oftentimes consid-
erably fewer) than a hundred Jews, who almost always worked in a retail-
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ing capacity.!® Commercial districts in small towns consisted of only a few
downtown blocks, and Jews typically sited their stores near one another,
with many owners living in or near their stores. Their heavy concentration
in the retail sector obliged them to interact extensively with non-Jews,
who made up the bulk of their customers. So although the overall number
of Jewish immigrants during this period was small, they were a highly
visible minority. Substantial Jewish communities existed in the country’s
largest cities, and the Jewish clothing or dry goods dealer became a famil-
iar figure in many small towns and villages. Even isolated farm households
were likely to have encountered Jews, who made up a large proportion of
the country’s peddlers beginning in the 1840s.

The clothing sector became the largest employer of Jewish immigrants.
By the 1830s, Jews had established their dominance in the secondhand
clothing trade, a significant business before mass production and the re-
sulting wide availability of cheap new clothing had fully taken hold. As a
number of recent community studies indicate, the clothing business con-
tinued in the following decades to be the most important source of em-
ployment for American Jews.

The arrival of Jewish immigrants coincided with the rise of the ready-
made clothing industry in the United States. By 1859 New York City had
at least 141 Jewish-owned garment wholesaling firms, and the trade grew
rapidly in the new inland commercial centers, especially in Cincinnati and,
later, Chicago. The invention and refinement of the sewing machine in the
1840s and 1850s and the large demand for uniforms during the Civil War
laid the groundwork for further expansion. After the war, Jews were in an
advantageous position to move into clothes manufacture, and they did so
in large numbers. Jewish wholesalers and manufacturers frequently used
their businesses as platforms to launch other enterprises. A notable portion
of the business elite who emerged between 1860 and 1880, particularly
those in New York City, originally made their fortunes in the clothing
business.!! Their dominant position in this important industry was re-
flected in the records of the credit-reporting firms.

Of all the immigrant groups of this period, only the Jews succeeded in
forming business networks, that stretched from the country’s small inland
towns to its large commercial centers. Even small-scale establishments were
potential suppliers to the thousands of Jewish peddlers who plied their
trade throughout the country. The diary kept by twenty-three-year-old
Abraham Kohn, who arrived with his brothers in New York in 1842 illus-
trates how quickly young Jewish men could find work peddling goods for
Jewish suppliers.!?
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Proportion of American Jews in Clothing and Allied Businesses

Place Year(s) Index of Participation

New Orleans 1841-1861 More than half of 245 Jewish-owned
businesses were in clothing or dry goods.

Springfield, TlI. 1841-1889  Jews owned more than one half of clothing

establishments.

Cincinnati 1860 Jews owned 65 out of 70 clothing businesses.

Indianapolis 1860s Jews owned 70 percent of all clothing stores.

Milwaukee 1862 Jews owned 5 out of 14 of the largest cloth-
ing businesses.

Columbus, Ohio 1872 Every Jewish family except one worked in
clothing, and Jews owned every retail cloth-
ing store.

New York City 1880 Jews owned 80 percent of all retail and 90

percent of all wholesale clothing businesses.

Nationwide 1880 Fifty percent of employed Jews worked in
clothing and allied occupations.

Sources: Howard M. Sachar, A History of the Jews in America (New York: Alfred A.
Knopf, 1992), pp. 42, 86-87; Elliot Ashkenazi, The Business of Jews in Louisiana,
1840-1875 (Tuscaloosa: University of Alabama Press, 1988), p. 13; Olegario, “‘That
Mysterious People,”” p. 166; Stephen G. Mostov, “A ‘Jerusalem’ on the Ohio: The So-
cial and Economic History of Cincinnati’s Jewish Community, 1840-1875” (Ph.D.
dissertation, Brandeis University, 1981), pp. 109-114; Judith Endelman, The Jewish
Community of Indianapolis: 1849 to the Present (Bloomington: Indiana University
Press, 1984), p. 25; Louis J. Swichkow, “The Jewish Community of Milwaukee, Wis-
consin, 1860-1870,” in The Jewish Experience in America: Selected Studies from the
Publications of the American Jewish Historical Society, vol. 33: The Emerging Commu-
nity, ed. Abraham J. Karp (New York: Ktav Publishing, 1969), p. 36; Marc L. Raphael,
Jews and Judaism in a Midwestern Community: Columbus, Ohbio, 1840-1975 (Colum-
bus: Ohio Historical Society, 1979), pp. 40—41; Naomi W. Cohen, Encounter With
Emancipation: The German Jews in the United States, 1830—1914 (Philadelphia: Jewish
Publication Society of America, 1984), p. 29.

The early existence of these networks and the employment they pro-

vided may help to explain why Jews had a greater tendency to remain in
their adopted country than did their German Gentile counterparts. Re-
maining in the United States had, in turn, a beneficial impact on the
amount of business capital that Jewish merchants accumulated. As perma-
nent residents, they did not dilute their capital by sending it to family
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members back in Europe. Instead, Jewish immigrants increasingly formed
families or brought family members over and, with their help, immediately
attempted to set up independent businesses. Again continuing their expe-
riences in Europe, Jewish immigrants aimed to become proprietors rather
than wage or salary workers. Owning a business helped to safeguard the
independence to carry out religious traditions, along with providing some
protection from discrimination.!3

Their closed networks naturally made Jewish merchants taciturn about
their sources of inventory and capital. Credit reporters frequently com-
mented on the difficulty of ascertaining the true ownership of these busi-
nesses. In 1855 a reporter in Louisiana made a typical observation about a
Jewish business run by two partners: “Both are Jews, keen & wide awake
to their own interest (as much so, as any other two of that mysterious
people that the sunlight ever has shown upon).”!* The comment reflected
the ambivalence of the larger business community, which mixed respect
for Jewish commercial abilities (“keen & wide awake”) with genuine per-
plexity about the true state of their business affairs. In some cases, the re-
porters could not be sure who actually owned the business. Was it really a
branch of a larger parent company? Who was ultimately responsible for the
business’s debts?!®

The typically opaque nature of Jewish businesses heightened fears that
their Jewish creditors would be paid first, leaving nothing for the rest.
Lacking information on how the businesses were structured and financed,
the reporters often declined to recommend credit, especially since state
laws increasingly favored local creditors rather than the outsiders who con-
stituted the bulk of Bradstreet’s and R. G. Dun’s subscribers. Collection
proceedings were a persistent problem in the United States throughout
the nineteenth century, when insolvencies occurred without the legal
mechanisms provided by a permanent national bankruptcy law. In the
evolving legal climate, debtors frequently used both state and the tempo-
rary federal laws to evade their obligations and shelter property that would
otherwise have gone to pay their debts in full.

Defenders of the highly controversial and short-lived law of 1841, which
for the first time allowed debtors themselves to initiate bankruptcy pro-
ceedings, argued that voluntary bankruptcy could sometimes be a sensible
business move because it gave debtors breathing room and increased the like-
lihood that creditors would eventually recoup their investments.!'® Many
Americans, however, balked at the moral hazard that such a law presented.
As one critic wrote in 1851, under the law a bankrupt was able secretly to
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buy up his own debts “at 30 or 40 per cent discount, and make a capital but
dishonest speculation out of his own failure”—precisely the kind of con-
duct that alert credit correspondents tried to flag for their subscribers.!”

Other problems included the widespread American practice, long illegal
in England, of designating preferred creditors, who were paid first in the
event of default. These creditors were usually the debtor’s friends or the
endorsers of his commercial paper. Besides being unfair to other creditors,
the arrangements were sometimes fraudulent. Although the national laws
aimed to end the practice, states allowed it because the arrangement
worked to the benefit of creditors who lived in the same state as the
debtor. Throughout the century, tensions between locals and outsiders
were played out in the arena of bankruptcy law.!® States steadily passed
measures that shielded increasing amounts of debtors’ property from the
reach of creditors. To compound matters, the Married Women’s Property
laws, enacted in many states beginning in the 1830s, also made it easier for
businessmen to shelter their assets by conveying them to their spouses.!?

Most requests for information on Jewish businesses came from non-Jews
residing outside of the locality, who would have been disadvantaged relative
to the borrower’s Jewish and local creditors. Given that reality, the reporters
quickly flagged many of these businesses as risky. The fear surrounding ille-
gal bankruptcies and under-the-table arrangements was not confined to
Jews; credit-reporting firms made careful note of any business, Jewish or
otherwise, that engaged in such transactions. Nevertheless, American Jews’
propensity to form business networks, combined with their reluctance to
provide ownership and financial information on their businesses, made
them more vulnerable to accusations of engaging in illegal activities and of
favoring their friends and coreligionists over their other creditors. In cen-
suring these practices, the credit reporters frequently resorted to language
that was based on negative stereotypes. Thus one Cincinnati reporter ad-
vised the creditors of a troubled Jewish business to “send their claims at
once as delay is always dangerous with Jews.”20

The reporters’ fears were sometimes justified. Like their non-Jewish coun-
terparts, some Jewish merchants made questionable arrangements with one
another or placed businesses in their wives’ names to preserve family assets.
Elliot Ashkenazi gives several examples of how Jewish suppliers in New Or-
leans helped to prop up their ailing customers. In one instance, the whole-
saler Goldsmith, Haber, and Company allowed one of its troubled debtors
to lease back property—including his store, a parcel of land, and two
slaves—that he had transferred to them as payment. Goldsmith, Haber then
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took the debtor on as an “employee.” According to legal proceedings
initiated by New York suppliers, Goldsmith, Haber, and Company earlier
had allowed the debtor to use its name to buy merchandise in New York.
Jewish creditors also sometimes permitted debtors to operate under their
wives” names and to supervise the collection of their own accounts. More
rarely, the reverse situation occurred, and strong customers helped a whole-
saler who was experiencing temporary liquidity problems. No doubt these
moves helped unfortunate debtors to stay in business, but it gave a false
impression of their true ability to pay and intimated a too-cozy relation-
ship between suppliers and customers that could prove unfair to other
creditors.?!

In theory, such arrangements were beneficial because they allowed busi-
nesses to survive what was usually only a temporary problem. By building
flexibility into the contract between creditor and debtor, the arrangements
may also have given Jewish entrepreneurs the confidence to expand their
businesses in the risky American environment. This is not to argue that
Jewish creditors regularly forgave debts; they, too, were looking for good
returns. Nor does it deny the existence of intragroup prejudices, such as
those apparently held by Jews from the southwestern German states
against “Polish” Jews.?? Nevertheless, contractual arrangements in closed
networks tend to be flexible because lenders believe that helping debtors
through difficult times will result in long-term benefits to themselves. For-
mal mechanisms such as written documents and lawyers are less necessary
in closed networks. According to one scholar of ethnic entrepreneurship,
these enterprises demonstrate “a flexibility not found among firms in the
open market and, hence, a significant competitive advantage.”?? In fact,
the introduction of more formal institutional mechanisms can sometimes
negate the benefits of informal arrangements. Such was apparently the
case in the Bombay Deccan during the nineteenth century, when the in-
troduction of civil courts by the British discouraged lenders from assisting
debtors through rough times.?*

The catch is that, unlike formal institutions, informal arrangements usu-
ally are kept secret to allow lenders the widest possible discretion. Diffi-
culties arose for American Jewish merchants when they were forced to
operate their businesses under the prying eyes of credit reporters, who ex-
pressed no sympathy for these practices. Perhaps ironically, the networks
that developed among American Jews, which might have helped to miti-
gate the market’s volatility, became regarded with suspicion by credit re-
porters and the suppliers they served. During a time of relatively slow
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communication, distant suppliers were wary of arrangements wherein
some creditors were obviously preferred over others. Instead, suppliers
wanted to deal with businesses whose ownership and financial structures
could be scrutinized and whose statements could be independently con-
firmed by local sources.

Opaque business practices became increasingly unacceptable to suppli-
ers and credit reporters. The geographically large and dynamic American
economy made the development of permanent networks difficult and en-
couraged suppliers continually to seek out new customers. Transparency
became an index of creditworthiness, to the detriment of Jewish business
owners.

Credit and Community

The distinctive migratory and occupational patterns that evolved among
Jewish merchants ran headlong into other American anxieties. Old stereo-
types of the “wandering Jew,” long prevalent in the Christian world, were
exacerbated by the peculiar pressures inherent in founding and funding
new American towns. During the nineteenth century, towns in the United
States were not established by monopolistic state and corporate bodies.
Instead they were essentially private business start-ups forced to contend
with others for people and capital.?> Numerous boosterist town histories
attest that the reputations of communities in the larger market played an
important role in attracting resources. A town’s economic base and its
general reputation for stability, enterprise, and good business practices af-
fected the amount of capital likely to flow in its direction. Enterprise com-
bined with order, rectitude, and stability were highly prized as indicators
of a town’s overall economic potential. If “a mercantile community could
be found whose every individual was known and acknowledged to possess
strict and uncompromising integrity,” declared Cumming’s Evening Bul-
letin, “it would have a monopoly of the trade.”?¢ Yet the exaggerated op-
timism of boosterist writings masked a starkly different reality, consisting
not of orderly growth but of feverish speculation, frequent bankruptcies,
and the disturbing evidence of failure at every turn. In this environment,
communities came to serve several economic functions, all of which had
important consequences for American Jewish merchants.

For one, outside creditors considered local knowledge to be the best,
most accurate information for making their decisions. In its 1851 article
on the Mercantile Agency, Hunt’s Merchants’ Magazine stated, “Informa-
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tion of this character can, in general, be satisfactorily obtained only at the
home of the trader.”?” Mercantile Agency founder Lewis Tappan regarded
its system of local correspondents as a distinct advantage. The local agent,
he wrote, “having his eye upon every trader of importance in his county,
and noting it down, as it occurs, every circumstance affecting his credit,
favorably or unfavorably, becomes better acquainted with his actual con-
dition than any stranger can be.”?® Nearly all information in the credit
reports originated from local sources, especially attorneys, merchants,
government officials, and banks. The phrasing of the credit reports leaves
no doubt that an individual merchant’s local standing was considered a
key index of trustworthiness. The importance of local knowledge tended
to work against traders who had only recently moved into the community
or who showed few signs of intending to stay.?’

Jews were sometimes praised for their positive contributions to their
communities, perhaps in implied contrast to the Irish and German labor-
ers who were perceived by town elites to be less orderly and therefore less
manageable. Writing about the opening of a new synagogue, a Syracuse,
New York, newspaper declared that “The Jewish population comprises
some of the most industrious and frugal of our citizens.” The editors ex-
pressed the hope that “others of the same creed” would settle in the city.
An editorial in the Philadelphin Evening Telegraph stated in 1872 that Jews
brought “into every community wealth and qualities which materially as-
sist to strengthen and consolidate its polity . . . No other element in the
community is so orderly.” Some western communities gave their Jewish
residents gifts of land to build their institutions, and Jews held political of-
fice in a number of small towns.3°

Yet the pattern of Jewish economic mobility fed the anxieties of residents
who had a stake in their towns’ success. Town boosters, allied with local
newspapers, tried not only to encourage migrants to settle in their commu-
nities but also attempted to promote an image of stability, especially of their
towns’ local businesses. Town histories frequently showcased the commu-
nities” merchants, emphasizing the number of years they had operated in
the area.?! For many Jewish business owners, however, economic mobility
was linked to geographic mobility: they progressed up the economic ladder
in stages, beginning with a kind of apprenticeship period in smaller towns
and, ideally, ending up in a large manufacturing and wholesaling center.
The “particular small town in which they established a country store was
chosen for purely economic reasons,” writes Steven Mostov. “Often these
were towns with no more than a handful of other Jews, and were not
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thought of as a place of permanent residence.” The Jewish trader “spent
much of his time out of town, either peddling in surrounding areas or pur-
chasing goods in the larger cities. As a result he rarely became socially inte-
grated into the local community, and often was barely known to the town’s
residents.” In the Midwest, many Jewish entrepreneurs aspired eventually
to settle in Cincinnati. Its Jewish population trebled from 3,300 in 1850
to 10,000 a decade later. Mostov found that one-half of a sample of Cin-
cinnati Jews had operated businesses in some sixty small towns in the sur-
rounding region before making the move to the “Queen City.”32

Jewish settlement patterns of the 1870s suggest that the practice of ini-
tiating a business career in a small town was by then still widespread. Dur-
ing that decade, 329 places in the United States had no more than ten
Jewish residents, and 190 had between eleven and twenty. Presumably, a
number of these communities served as the first step in the career ladder
for ambitious Jewish traders. Studies of larger cities, including Pough-
keepsie, San Francisco, Atlanta, and Columbus, indicate that Jews were
not necessarily more mobile than were non-Jews.33 But “community” was
a potent notion in nineteenth-century towns competing for migrants and
capital, and individuals who showed little or no commitment to their
town’s well-being were chastised. As early as 1820, the editor of Nzles’
Weekly Register voiced his misgivings that the Jews’ “interests do not ap-
pear identified with those of the communities in which they live, though
there are some honorable exceptions to this remark.” Instead, Jews pre-
ferred “to live by their wit in dealing, and acting as if they had a home no
where.” In Santa Cruz, California, state Speaker of the House William W.
Stow, angered by a Jewish proprietor’s refusal to support a Sunday closing
law, proposed in 1855 that a “Jew tax” be imposed on all Jewish busi-
nesses. He argued that Jews came to California only to make money. Once
this goal was achieved, they left without having invested in the state’s fu-
ture. California’s Jewish leaders strenuously fought the proposal in the lo-
cal newspapers.3*

The disinclination of Jewish merchants to own real estate in the com-
munity caused further suspicion and resentment. Credit reporters of the
1840s and 1850s frequently noted the tendency of Jewish merchants not
to own land. The Southern Mutual Insurance Company reflected these
prejudices when in 1857 it instructed its agents to refuse policies to indi-
viduals of “bad or doubtful reputation,” especially “Jews without real es-
tate property.”3

From a creditor’s point of view, land was an excellent gauge of an indi-
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vidual’s worth because its dollar value could be verified in the public records
and it could also be mortgaged to pay for goods. (State exemption laws,
however, made it difficult or impossible to attach real estate in the event of
default.) In contrast, inventory was difficult to value with any certainty and,
depending on shelf life, could depreciate rapidly. But Jewish merchants plan-
ning to move on to a larger town preferred to keep their money in inventory,
not land, and that preference injured their creditworthiness.3® The Jewish
disinclination to own real property may have appeared especially striking
when compared to German Gentile business owners, who were far more
likely to own land and to buy a local farm after retiring. (However, German
Gentiles suffered from their own negative stereotypes, including a reputation
among credit reporters for being “phlegmatic”—that is, unambitious, in
contrast to the “keen and wide awake” Jewish merchants.)?” Not all Jewish
business owners declined to invest in real estate; in later decades many
owned considerable amounts. Yet the early connection that creditors and
business writers made between real estate ownership and stability was not
fanciful. Steven Hertzberg’s study of Jews in Atlanta confirms that of
those who owned real estate, only 8 percent in 1870 and 17 percent in
1880 lived in the city for fewer than ten years. In contrast, 55 percent of
those who owned no real estate in 1870 and 58 percent in 1880 lived in
Atlanta for less than a decade.3®

The demographic makeup of early Jewish immigrants reinforced their
migratory patterns. Prior to the Civil War a large proportion were young
single men whose right to marry, work, and establish housecholds had been
legally restricted by the authorities in their native German states. These in-
dividuals, many from Bavaria, left for the United States to improve their
economic and marital prospects. Later migrants were more likely to be
part of a family group consisting of a married couple and their children,
but during the antebellum period, large numbers were single young men
or unmarried siblings traveling together. The predominance of single male
migrants was evident in some American communities as late as 1870. In
Atlanta that year, Jewish males outnumbered females in the group aged
ten to thirty-nine years by more than two to one, and 83 percent of single
adult males were foreign born compared to none of the adult females. The
average age difference between husband and wife was nearly seven years,
an indication of how long it took immigrant males to become economi-
cally secure before they could finally marry.?”

Peddling was a popular occupation for early Jewish immigrants, and it
further contributed to the negative stereotype. Beginning in the 1840s
Jews took over the role that New Englanders had performed in the eigh-
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teenth and early nineteenth centuries. Many Jews engaged in peddling for
only a short time, or during certain times of the year. Nearly eleven thou-
sand peddlers (Jewish and otherwise) plied their trade in 1850, and the
number increased to almost seventeen thousand a decade later. Available
statistics confirm that peddling was an important occupation for Jewish
men. In the 1860s 23 percent of Nashville Jews worked as peddlers, as did
one-quarter of Boston Jews in the years 1845-1861, four-fifths of the Jew-
ish residents in Iowa in the 1850s, and two-thirds of all Jews in Syracuse.
Jewish peddlers continued to work in large cities and in underdeveloped
rural areas until well into the twentieth century.*

Peddling attracted recent Jewish immigrants because it required only a
small amount of capital to start and could be accomplished extensively on
credit provided by fellow Jews. The trade was particularly well suited to the
young, unmarried men who made up a large proportion of immigrants.
Merchants such as Cincinnati’s Kuhn family regularly hired Jewish males
between the ages of fifteen and twenty to peddle shirts; Levi Strauss, who
began as a peddler in San Francisco, was supplied initially by members of
his family. Ambitious peddlers moved up the career ladder as they accumu-
lated capital: pack peddlers graduated to wagon peddlers and then to store
owners, who sometimes also continued to peddle during certain times of
the year. Being highly mobile, peddlers were perceived as less committed
than were stationary merchants to the communities that served as their
home base.*!

Whether Jewish or otherwise, peddlers were regarded with ambivalence.
They were welcomed in isolated hamlets as distributors of the manufac-
tured goods that people craved. But in more settled areas peddlers were re-
garded with resentment by local dealers. In 1852 one newspaper explicitly
linked these itinerant sellers to a popular Jewish stereotype: “One of these
wandering Jews stept into a counting room a few days since,” began the
story, which related how the peddler took advantage of a gullible buyer. Af-
ter the experience, the buyer “resolved never to patronize a peddler, but to
extend his patronage to those good tax paying citizens who have a local
habitation and a name.”*? Public pressure led Massachusetts and other
New England states to allow peddlers to sell their wares in the area, but the
states’ established merchants complained. The backlash resulted in a num-
ber of new state licensing laws, including the Massachusetts Hawkers and
Peddlers Act of 1846, which “established a graded level of licenses based on

>” extending from “town licenses for general mer-
43

‘morals and citizenship,
chandise peddlers . . . to state licenses for wholesale peddlers.
Distrust of strangers and peddlers predated the arrival of large numbers
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of Jewish immigrants, and it transcended ethnicity or religious affiliation.
As Paul E. Johnson’s study of Rochester, New York, demonstrates, the ap-
pearance in towns of drifters, consisting largely of unmarried males look-
ing for work, alarmed community leaders and contributed to the singular
fury of the religious revivals that occurred in the region during the 1820s.
Don Doyle’s study of Jacksonville, Illinois, uncovered a similar unecasiness
among the town’s longtime residents regarding the large floating popula-
tion. In 1835, several years before Jews began arriving in larger numbers
to the United States, the established merchants of Ludlow, Massachusetts,
declared that their town was “overrun with Hawkers and Pedlars,” who
were “carrying on a temporary and irregular business in towns and neigh-
borhoods, where they are unknown, and to which they never expect to re-
turn.” The Ludlow merchants argued that, unlike themselves, peddlers
were outsiders who had no interest in the community’s welfare. They
“give no aid in the concentration of trade or encouragement of that en-
terprise which builds our smiling villages, cultivates our soil, and fills our
workshops and the whole State.”**

Other sources upheld these views. Several insurance companies in the
carly 1850s warned their agents against insuring Jews and itinerant ped-
dlers.*® In 1869 the business writer Samuel Terry advised retailers to be
careful about extending credit to certain types of individuals. In addition
to speculators, criminals, and drunks, Terry listed the following as high-
risk debtors: “Men without families, whose attachments to any one local-
ity are not firm, and who find no trouble in making a change of location,
when even small obligations become pressing . . . Strangers either with or
without families, who drop down into a community without any one be-
ing able to learn who they are, what they are, what they have done or are
doing, or what are their resources for a livelihood.”*¢ Inevitably, Terry’s
warning encompassed the ambitious Jewish merchants, whose patterns of
geographic mobility often prevented them from participating in the social
life of communities and who were therefore regarded as lying outside of
these communities’ collective scrutiny.

Competition: A Mitigating Force

As their language makes all too clear, the credit reports participated in the
widely held prejudices of the larger culture. Yet they also demonstrate that
these prejudices were modified or reinforced according to the behaviors
exhibited by individual merchants and observed by community members
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who were in a position to communicate their judgment to credit reporters
and other agents. Negative comments were balanced by positive, even
glowing, appraisals; sometimes the same individual would be disparaged in
one instance and then praised in another. The often contradictory nature
of the reports indicate that creditors and reporters, in common with the
larger culture of the nineteenth century, perceived situations and individ-
uals as contingent and fluid, not fixed. Judgments reflected the best avail-
able information as well as prevailing prejudices, but they were frequently
reversed by the discovery of new information or by a change in individu-
als’ circumstances.

Inclusion patterns in the ledgers of R. G. Dun provide one indication that
there was little if any systematic discrimination that excluded Jewish busi-
nesses from being appraised. Instead, the proportion of Jewish establish-
ments reported on and the kinds of businesses most likely to be covered were
not significantly different from the inclusion patterns that characterized the
distribution sector as a whole. Mostov’s study of Cincinnati found that the
Dun agency reported on 43 percent of all Jewish businesses in 1850, when
there were 349 of them, and 45 percent in 1860, when the number had in-
creased substantially to 582. These figures can be compared with a study
done of Poughkeepsie, which found that the Dun agency covered only
37 percent of all the grocery establishments in that city during the 1850s.#

As was true of the distribution sector as a whole, large Jewish whole-
salers, who were most likely to buy on credit, were almost always included
in the credit reports. Larger retailers also tended to be well covered in the
reports, their smaller counterparts less so, and peddlers least of all. In the
case of Cincinnati, the Dun agency reported on nearly all of the Jewish
wholesalers, one-half of the retailers, and one-fourth of the peddlers in the
period from 1841 to 1875.% The large number of Jewish establishments
in the Dun agency records suggests that these businesses were seen as po-
tential customers by native-owned manufacturers and wholesalers looking
for additional outlets for their goods. Although the existence of Jewish
networks is indisputable, bankruptcy records confirm that Jews bought a
portion of their stock from non-Jews.*

Dun’s inclusive attitude did not stem solely or even primarily from a
progressive ideology. Rather, it resulted from the competitive pressures
imposed by the dynamic American market. On one level, the large num-
ber of reports on Jewish owners simply reflected the numerical importance
of these individuals within specific trades, especially clothing and dry
goods. But just as important, the immensely increased competition that
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was already a reality in the older commercial centers during the 1840s and
1850s and widespread by the 1870s encouraged the credit-reporting
agencies to include more marginal businesses, many of them owned by
women or members of minority ethnic groups. Business mortality data for
the nineteenth century are sketchy, but several studies indicate that a large
proportion of businesses lasted no longer than a few years. Suppliers who
simply wished to maintain the same number of customers therefore
needed continually to replace the ones that went under or, failing that, had
to sell considerably more to their remaining customers, all of whom were
courted by rival suppliers.

Moreover, wholesaling and retailing split along ethnic lines, with Jews
being perhaps the only immigrant group active in both areas from an early
date. The more capital-intensive wholesaling sector was dominated by na-
tive whites along with a few Jews, all of them male; in contrast, retailing
remained much more open to diverse immigrants as well as to women. As
a result, the relationship between established and newer groups became
one of “complementarity” rather than competition. In such a situation,
writes sociologist Roger Waldinger, “rather than attempting to quell busi-
ness growth among the newcomers, the established groups, which benefit
from their patronage, will be more likely to respond in an adaptive way.”>°
The Dun agency’s extensive reports on ethnic and female retailers suggest
that native-owned wholesalers were open-minded about taking on these
more marginal businesses as customers. The high closure rates within their
customer base strongly argue that suppliers may have had no choice.

There was, too, another incentive for enlarging the number of busi-
nesses included in the Dun agency’s reports: Dun itself felt threatened by
the smaller credit-reporting firms that sprang up to serve specific market
niches or smaller geographical regions. Faced with intensified rivalry from
these start-ups, the agency responded by increasing the scope of its cover-
age, arguing that doing so gave its subscribers more value for their money.

Credit records reveal the mixed assessments of Jews throughout this pe-
riod. Jews were described as “honorable” and “reliable.” Good standing
within the community was frequently noted. At times positive comments
were expressed in a backhanded way, as when individuals were labeled as
being of good character even though they were members of “the tribe.” As
was true of all of its reports, the agency seldom hesitated to convey nega-
tive impressions, and in the case of the Jewish business owners, such assess-
ments sometimes took on an anti-Semitic cast. Credit reports expressed the
widely held opinion that Jews were “mean,” “grasping,” and “closefisted.”>!
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Tracing the experiences of individuals over time is more revealing, how-
ever. Doing otherwise tends to result in a static portrait of a dynamic mar-
ket and an imperfect understanding of its flexibility. It also conceals the
role that community standing played in the construction of creditworthi-
ness. In common with the general business population, some Jewish mer-
chants rose in the estimation of reporters, while others fell; a few rose and
fell repeatedly, reflecting their fluctuating business fortunes. Credit reports
made careful note of these changes, often over long periods. Jewish mer-
chants who advertised in local newspapers and participated in community
life received more positive reviews than merchants who remained aloof.5?

The lack of systematic discrimination against Jews reflected the ambiva-
lent attitude of the larger society, one that was shaped both by the preju-
dices of other recent European immigrants and the absence of institutional
and legal constraints on Jewish life. Unlike Europe, the United States never
had an established church that organized a movement against Jews, nor
were they ever legally barred in the United States from participating in any
branch of business or from settling wherever they chose. Even census tak-
ers and immigration officials did not treat Jews as a separate ethnic group
but instead, to the considerable frustration of future researchers, lumped
them in with German, Austrian, Russian, Czech, and other central and east-
ern Buropean immigrants.>® Neither officially anti-Semitic nor wholly en-
thusiastic about Jewish (or any other non-Protestant) culture, the United
States produced images of Jews that were highly contradictory. A study of
the Jewish image in American culture found that during the nineteenth
century the “very same publication that vigorously opposed anti-Semitic
manifestations . . . might engage in casual anti-Semitism, or even occa-
sionally publish overtly anti-Semitic articles.” Writers and editors jux-
taposed positive and negative images of Jews, all the while apparently
unaware of the mixed signals they were sending.>*

American Jews themselves helped to shape the way they were received
and perceived within the larger American culture, itself still fluid and ex-
panding. Although long accustomed to living as a separate people, Jews in
the United States did not shun local politics. In the 1840s and 1850s, De-
mocratic party leaders in New York City felt compelled to attend Jewish
social events to gain votes. Anti-Semitism was less prevalent in small
towns, and a number of western communities had Jewish mayors. Their
political and social participation in some communities was slight, as ap-
pears to have been the case among the two or three hundred Jews who
lived in Buffalo during the 1850s. In New Orleans, however, a few Jews
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became members of the Boston and Pickwick clubs, two of the city’s most
exclusive establishments.

The focus of Jewish social activities in some small towns was not the syn-
agogue but the lodge, and American Jews were active in the Masons, Odd
Fellows, and a number of other fraternal organizations. Some 12 percent of
the San Francisco Masons’ one thousand members were Jews, in a city
where they made up only 7 to 8 percent of the overall population.?® In
1843 twelve New York City Jewish retailers, some of them members of the
Masons or Odd fellows, organized B’nai B’rith (“Sons of the Covenant”).
With its secret passwords, rituals, and insignia, the new organization ex-
hibited its founders’ experiences in and knowledge of American fraternal
organizations.>®

The nature of American Judaism also helped to ease the assimilation of
Jews into the larger culture. For most ordinary Jews of this period, writes
Hasia Diner, “Judaism as a formal body of knowledge, a vast corpus of law,
and a tradition of textual analysis and commentary played little or no
role.” Diner points out that few rabbis emigrated to the United States,
and they arrived later than did the mass of ordinary Jews, who “did not de-
fer to them, asserting that rabbinic status did not confer the right to struc-
ture communal life.” David Gerber writes that the Jewish tradition of a
“decentralized congregational life meshed well with the pluralist and vol-
untarist pattern of much of American Protestant religious life.” From the
Protestant elite’s point of view, the Jewish way was far preferable to that
of either Roman Catholics or Mormons, whose “patterns of hierarchical
organization and centralized, authoritarian leadership . . . led them to be
branded enemies of republican government.”%”

Most telling of all was the fact that American Jews achieved a higher
level of economic mobility than did almost any other immigrant group, at-
tainments that were due largely to their collective success in business. In
1864 only 28 percent of all Columbus, Ohio, taxpayers had more than
$1,000 in taxable income, compared to over 50 percent of the town’s Jew-
ish residents. Studies of Poughkeepsie, San Francisco, and Atlanta show
similar attainments in the period up to 1880. A Bureau of the Census
study of ten thousand Jewish families conducted in 1889 found that
40 percent of Jewish households had one servant, 20 percent had two, and
10 percent had at least three.®® During the last decades of the nineteenth
century, even as anti-Semitism (and antiforeign feeling in general) reached
a new intensity with the mass arrival of immigrants from eastern Europe,
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Jewish entrepreneurs became among the country’s leading bankers, whole-
salers, and retailers.?”

The experiences of American Jewish merchants provide several insights
into the evolving business culture of the United States. First, despite the
obvious advantages of closed networks (including a greater capacity to
maintain stability during economic downturns), credit reporters and their
clients showed scant tolerance of such practices. Instead, they insisted that
American Jews conform to the conventions of the country’s large com-
mercial centers, including making their business and financial structures
more visable to credit reporters. The market’s dynamism and competitive-
ness, combined with problematic bankruptcy laws that tended to work
against the interests of out-of-state creditors, encouraged most American
creditors to insist that all businesses become more transparent.

The role that communities played in an increasingly national market is a
second facet of the business culture that the American Jewish experience
places in stark relief. In a speculative environment that was characterized by
high failure rates, communities provided the local knowledge that bol-
stered the confidence of outside creditors. Despite their impulse to boost
their towns to outsiders, locals appear to have provided fairly accurate in-
formation on their resident merchants; indeed, credit-reporting firms could
hardly have prospered if creditors had not deemed their locally gathered in-
formation to be mostly reliable. Credit manuals published at the beginning
of the twenticth century reveal that the role of communities in determining
individuals’ creditworthiness became deeply entrenched in American busi-
ness culture. One typical manual advised mercantile creditors from out of
state to contact local attorneys for information on individual business own-
ers. Attorneys, the manual explained, were “frequently acquainted with the
personal and family history of local merchants from the time of their youth;
and what the attorney does not know from this acquaintance, he knows
from the gossip of other members of the community.”®°

The economic functions that communities came to assume worked to
the disadvantage of many Jewish merchants, especially those who spent
substantial amounts of time peddling away from home or whose business
strategy was to migrate to progressively larger towns. Although praised for
their orderliness and business success, the behavior of Jewish merchants
provoked concern about their commitment to the prosperity and well-
being of their communities. At a time when towns competed energetically
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for migrants, capital, and transportation facilities and when residents felt
threatened by the large number of “strangers” within their midst, the mi-
gratory and aloof behavior that came to be associated with Jewish mer-
chants caused resentment and distrust.

David Gerber writes that the image of Shylock was widespread in Amer-
ican culture during this period.®! If that is true, the broad inclusion of
Jews and the careful scrutiny of their businesses in the credit reports seem
even more intriguing. The disapproval that Jewish business practices pro-
voked did not result in rigid or systematic discrimination; in general Jews
continued to be judged according to criteria that applied to all potential
borrowers. These included not only the appraisal of these merchants’ re-
sources and assets but also of their willingness to provide information on
their businesses” ownership and financial structures. The criteria involved,
too, a specific set of character traits, including the borrower’s perceived
honesty, punctuality, economy, temperance, and energy, as determined by
individuals in his community.

Judgments were colored by the perception, long widespread in Europe
before migrating to America, that Jews were closefisted, secretive, and
prone to dishonest dealings. But prejudices were contingent upon new in-
formation, reflecting a dynamic and ongoing reassessment of individuals
and their particular circumstances rather than an inflexible attitude based
solely on widely held stereotypes. Competitive pressures and the comple-
mentarity that developed between the wholesale and retail sectors made
creditors receptive to the information: it made no sense to ignore poten-
tial customers solely because they were Jewish, especially in cases where
these individuals’ own communities vouched for their creditworthiness.

The credit reports on American Jewish merchants reveal that construct-
ing and assessing the reputations of individual merchants involved a process
of continual negotiation among the subjects of the reports, their commu-
nities, suppliers, and the credit-reporting agencies. Ultimately, however, it
was the agencies and the large creditors they served who dictated which
business behaviors were legitimate and deserving of support.



Growth, Competition,
Legitimacy: Credit Reporting
in the Late Nineteenth Century

The Civil War placed intense pressure on the credit-reporting industry.
John Bradstreet died during the war, and his son Milton assumed man-
agement of the agency. Already struggling, the company was hit hard by
its founder’s death. R. G. Dun, too, saw its profits slide precipitously.

After the war, both firms participated in the nation’s general business re-
covery and steadily increased their dominance of the industry. By around
1880, R. G. Dun and the Bradstreet agency were a clear duopoly in the
field of national (as opposed to local or trade-specific) credit reporting.
Throughout the postwar decades, the credit-reporting industry as a whole
prospered. Perceived opportunities attracted dozens of new agencies,
most only local in scope or targeted at particular lines of business. At the
same time, all agency managers confronted intense criticism about the
quality of the services they provided. They also continued to be challenged
by subscribers, the subjects of their reports, and the press about the pro-
priety and fairness of their methods.

General Trends

Mercantile credit changed in several ways during the postwar period. For
one, terms became shorter across the board. Prior to the war, six to twelve
months’ credit had been common for nearly all goods. Yet the notion that
shorter terms were less risky and potentially more profitable was already
well understood. In the 1850s, Edwin Freedley had noted that shorter
terms allowed merchants to offer their goods at a cheaper price, leading to
faster sales.!

Only after the war, however, did better transportation and communica-
tions accelerate the shortening of credit terms. As with the economy gener-
ally, the terms became more specialized: slower-moving items such as jewelry
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were sold on longer time than canned goods, which in turn commanded
more time than perishable items such as fresh fruits and vegetables.? The
monetary disturbance caused by the war accelerated the trend. When Con-
gress suspended specie payments from 1862 to 1879, sellers tried to com-
pensate for the fluctuating value of the currency by drastically shortening
the credit period, sometimes to thirty or fewer days. Even after Congress
resumed specie payment in 1879, the generally shorter terms continued,
and 30 to 160 days became the norm for many lines of goods. There were
exceptions: areas that were primarily agricultural and buyers of agricultural
machinery continued to receive longer terms. So did merchants in the unde-
veloped areas of the West, where credit terms of one year could still be found
as late as the 1890s.?

Wholesaler trade associations embraced the trend. At its very first meet-
ing in 1876, the Western Wholesale Drug Association passed a resolution
urging that “all credit be shortened as soon and as much as practicable” and
that the least-profitable goods “be, as a rule, sold on the shortest time.”
From 1860 to 1901, terms in the wholesale drug trade shrank from as long
as one year to only sixty days. Greater availability of bank loans also allowed
merchants to take better advantage of cash discounts. Wholesale druggists,
for example, could take a 1.5 percent discount for cash payments made
within ten days.*

Credit transactions became more formalized by the use of instruments
such as single-name paper, bank drafts, and trade acceptances. Single-name
paper, an unsecured promise to pay backed by the issuer’s reputation for fi-
nancial soundness, was already popular with large buyers by 1860. After the
war, note brokers sprang up to market the financial instrument to banks and
other financial intermediaries.> Some suppliers began requiring their largest
customers to deposit drafts at a bank, to be collected by the seller on the day
payment was due—somewhat like a postdated check. The practice of issuing
a note (later called a trade acceptance) rather than simply notating the trans-
action in the creditors’ books also became more widespread among manu-
facturers and large middlemen. The notes circulated, subject to a discount,
allowing sellers to release the value tied up in their accounts receivable.
These instruments—single-name paper, bank drafts, and trade acceptances—
generally were not used by smaller businesses, nearly all of which continued
to rely on book credit (as did many large merchants).®

The enlargement of trade, shortening of credit terms, and greater for-
mality of credit practices should not lead us to overstate the extent to
which trade and credit became depersonalized. Constant negotiation still
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characterized the transactions between mercantile debtors and creditors,
and trade continued to be conducted in a highly personalized language
that drew on older notions of honor and trust. Requests for payment or fi-
nancial statements were worded so as not to cause “offense.” Longtime
customers expected leniency and flexibility during times of general eco-
nomic distress and were piqued when these were not forthcoming. Ideas
about character as the best guide to creditworthiness also persisted and
with it the importance of reputation. A formal, contractual order did not
replace one based on personal relationships. Nor did quantitative mea-
sures, such as a debtor’s capital strength, completely replace the older re-
liance on qualities such as honesty, thrift, and sobriety.

Credit as a Competitive Weapon

Shortening credit terms to reduce risk became a generally accepted goal.
Yet merchants and manufacturers were driven by a simultaneous and con-
trary impulse: to be generous with credit and flexible about payments to at-
tract and keep customers. It was the search for customers, after all, which
had driven wholesalers’ representatives into the country’s newly settled re-
gions.” After the Civil War, northern wholesalers eagerly sought to reestab-
lish relationships with their southern customers by offering terms of six
months to one year.® To a large extent, older norms persisted because com-
petitive pressures made sellers much more willing to negotiate terms, a re-
ality that buyers were only too willing to exploit.

By the last decades of the nineteenth century, the physical obstacles to
reaching customers had been largely overcome, but they were replaced by
the equally serious problems of greater competition and a deflationary
economy. The 6 billion dollars” worth of goods and services the United
States produced in the late 1860s expanded fivefold by the end of the cen-
tury, to 30 billion in constant dollars. The population, meanwhile, grew
much more slowly, about doubling between 1870 and 1900. More goods
were chasing fewer customers, and the wholesale price index for all com-
modities behaved predictably: it fell—by nearly half in real terms, from
one hundred in 1870 to only fifty-four by 1896.7

Nor was competition restricted to firms alone. Localities, too, intensified
their attempts to attract trade. By 1860 suppliers in New York, Boston,
Philadelphia, and New Orleans saw their customers switch to rival whole-
salers in the newer commercial centers of Cincinnati, Chicago, Saint Louis,
and Louisville. Smaller centers like Kansas City, Minneapolis/Saint Paul,
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and Milwaukee also joined the fray. Eastern cities responded by offering
more attractive credit terms. (One reason auctions declined so dramatically
was that they were conducted primarily on a cash basis.) Wholesalers’ rep-
resentatives hit the road in unprecedented numbers; from only one thou-
sand in 1860, the new army of salesmen totaled nearly sixty thousand by
1890, a number that most historians believe is an underestimate. Towns
that passed laws against traveling salesmen rescinded them when their own
merchants began sending out drummers. Aggressive salesmen undersold
the competition in a brutal contest to win and hold customers.!?

As the market tipped in favor of buyers, business manuals counseled mer-
chants to shop for the lowest price. “Be tied to no house nor man,” advised
one. “Buy of the man who offers you the cheapest goods, and guarantees
the quality to be equal to the others.”!! Large buyers, in particular, were
able to extract cheaper prices and longer credit terms from suppliers anx-
ious to obtain their business.!?

Competition also intensified on the retail level, where the total value of
goods exploded, from $3.6 billion in 1869 to $13.2 billion by 1909.!3
Ready-made clothing in particular experienced a boom, expanding sixfold
in retail value.!* Ease of entry allowed an expanding number of small
stores to spring up all over the country; in many instances, the competi-
tion among them was tied directly to the rivalry among new towns and lo-
calities. “As fast as a town or village is located,” observed credit man Peter
Earling, “two stores are ready to start where only one is really needed . . .
Every new town is always going to be #4e town, and in the expectation that
it will outstrip every other, more stores are generally started than can find
profitable remuneration.”!® (The glaring exception was the cotton South.
There, storekeepers managed to establish monopoly positions within their
local areas and charged high rates for credit.)'¢

On the other end of the retail scale, new and much larger outlets ap-
peared, including department stores, mail-order houses, and chain stores.
Department stores typically evolved from large antebellum dry goods and
wholesaling firms such as A. T. Stewart, Macy’s, and Wanamaker’s.!” Their
large size allowed them to buy merchandise at cheaper rates directly from
manufacturers and to sell quickly for lower prices—what merchants de-
scribed as “pursuing a nimble sixpence [rather than] a slow shilling.”!® Al-
though the department stores sometimes lost these advantages due to
high labor and rental costs, they continued to set the trends for fashion in
urban areas. People began to see them not only as suppliers of goods but
as exciting places to shop.
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Mail-order houses, which competed with wholesalers, began appearing in
the 1870s, their growth aided by a population that was highly literate and by
the existence of an extensive and reliable mail delivery system. Montgomery
Ward, founded in 1872, and Sears, founded in 1884, were the pioneers in
this sector, and they quickly achieved sales volumes that surpassed even
those of department stores. Chain stores, including the Great Atlantic and
Pacific Tea Company (A&P), established in 1859, and Woolworth’s,
founded in 1879, were able to standardize their operations and manage
their stock more efficiently across a large number of outlets.!? All of these
new retailers began offering or extending warranties and guarantees, and
the one-price policy became more common.2?

As might be expected in a growing economy, the absolute number of
wholesalers and retailers rose; they also became more specialized by line of
goods. Simultaneously, however, manufacturers learned how to exploit the
power of brands. Brand management would reach the status of a near science
in the twentieth century. In the late nineteenth century, the practice was still
in its infancy; but even so, Kodak, Heinz, Coca-Cola, and other manufactur-
ers of consumer goods learned to set up their own selling organizations to
reach consumers directly, and they assumed many of the functions of tradi-
tional middlemen. The jobbers, factors, auctioneers, and commission mer-
chants who had dominated the economy earlier in the century lost ground.
They lagged behind manufacturers in developing their own brands and
paid little attention to advertising; instead, they relied on their traveling
salesmen to develop relationships with customers. (Marshall Field was one
notable exception. The firm, which in this period ran a large wholesaling
operation, developed its own brand and even handled some of the manu-
facturing facilities.) Small producers, especially those in glass, salt, drugs,
meat, cordage, and petroleum products, as well as farmers and retailers, also
chipped away at the power of middlemen by banding together into associ-
ations and buying directly from manufacturers.?!

So although the absolute number of wholesalers increased, the propor-
tion of manufactured goods they handled (some 70 percent in 1879) fell .2
Of course, middlemen also formed associations to avoid competitive abuses
and unify against common problems. Among these were the National
Wholesale Druggists Association (1862), the Western Wholesale Drug As-
sociation (1876), the Wholesale Grocers’ Association of New York City
(1888), and the National Hardware Association (1895).23

These developments benefited consumers, but stagnating prices through-
out the supply chain lowered the gross profit margins of large manufac-
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turers and small retailers alike. Some responded by speculating. They
bought much larger amounts of stock to take advantage of lower prices,
which raised the risk of being stuck with unsold goods at the end of the
season. James W. Kimball, the owner of a credit-reporting and collection
agency, noted the irony of a situation in which the public “denounce spec-
ulation in one breath, and in the next clamor for goods at low prices.” This
“force[d] the jobber into large stores, and large sales at small profits, as the
indispensable condition of his very existence.” Kimball summed up the
prevailing sentiment among this generation of merchants: “The question
is no longer, How large a profit can I get? but, How small a profit shall I
accept?”?*

Sellers tried to turn merchandise more quickly in the hope of making up
for the lower profit margins. (The success manual written by William Ma-
her recommended that they try to turn their stock every four weeks, for
“the nimble sixpence is the coin that fills the pocket quickest.”) Those
who sold on credit had to collect their debts more frequently. But mer-
cantile creditors continued to be stymied by older commercial norms,
which considered the too-strenuous pursuit of payments from regular cus-
tomers as cause for offense. Maher conveyed the delicate negotiations that
often accompanied credit sales. If a letter requesting payment were sent to
eighty customers, only “forty or fifty will respond with tolerable prompt-
ness, while the balance will take their time to do it.” Inevitably, “some one
or two of the eighty will have had their feelings wounded; they don’t like
being dunned three times in a month; when they traded with So-and-so,
they never were treated so, etc., etc.” Offended, the customer “takes his
valuable trade to another place.”?® Two decades later, a credit man spoke of
how the “demands of business struggle” forced sellers “to make allowances
of various kinds, to meet the prices and terms of . . . competitors.” Gentle
requests for cash payments, he reported, were met by “language more
forcible than polite,” as buyers tersely informed suppliers that goods could
be obtained elsewhere, on credit. As a result, long credit, originally em-
ployed “to stimulate and steady production,” was “now one of the most
abused features of business life.” Competitive pressures also forced suppli-
ers to take personal checks from country merchants, despite the annoy-
ance, delay, and cost.?¢

Business manuals attempted to restore some power to mercantile cred-
itors by urging them to be less indulgent of late payers. Peter Earling, au-
thor of the first manual for credit men, argued that large suppliers had the
power to educate and instill good business practices simply by insisting on
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punctual payments. But he also acknowledged that custom and usage
worked against the creditor, for “mercantile bills or open accounts are not
looked upon like an obligation to a bank that must be paid on a certain
day and by a certain hour.” Some buyers unilaterally granted themselves
ten to twenty days’ grace period on book credit, and it was not unusual for
them to take three days’ grace even on notes.?” Decades of flexibility on
the part of mercantile creditors, combined with intensified competition,
had accustomed buyers to such privileges. Wholesalers tolerated the be-
haviors for the sake of maintaining friendly relations.

Strongly capitalized firms were best able to use credit to bind their cus-
tomers more closely, usually by renewing short-term credit so that it ef-
fectively functioned as long-term credit. One department store executive
recalled that his father was able to open the family business in 1874 only
because Chicago wholesalers Carson, Pirie, Scott, and Company were
willing to extend him credit in this way.?® Chicago-based Marshall Field
and the Claflin Company of New York were known for helping to finance
new stores by extending long-term credit.?? Earling recognized that the
practice had value but warned that it could be employed only by the well-
capitalized wholesaler, who, in effect, “turns banker every three or six
months.” By doing so, he “ties these men to him, and as long as they owe
him and he wants their patronage, he need not fear competition. But this
class of merchants are the exception.”30

Small retailers, for their part, used credit to compete with both mail-
order houses, which demanded cash on delivery (COD), and large chain
stores like A&P, which had abolished credit. Although trade journals crit-
icized retail credit as old-fashioned and dangerous, small-town and neigh-
borhood retailers knew it was part of the complex relationship that bound
them and their customers together. As one grocer put it, there was a “feel-
ing of friendliness” within a credit relationship “that cannot be had from
a floating cash trade.” Granting credit, he said, allowed storeowners “to
grow in the esteem of the community.”3! Like the wholesalers, retailers
were bound by older norms that had remained entrenched due, in part, to
competitive pressures.

Availability and Quality of Information

In keeping with the expanded scale of the economy, the number of full-
time credit reporters increased, and in the larger cities, they began to spe-
cialize in certain lines of trade. But much information continued to come



146 A Culture of Credit

from resident correspondents, typically attorneys who worked for the
agencies part time. They normally submitted reports two to four times a
year, supplemented by items such as failures, the formation of new busi-
nesses, changes in ownership, and other urgent information.3? New state
laws required some incorporated firms to file an annual statement of the
amount and nature of their paid-in capital and the extent of their liabili-
ties.3? But the laws covered only a small minority of all businesses, so re-
porters and correspondents continued to rely heavily on sources such as
county records and newspapers. The latter proliferated in the decades af-
ter the war: by 1900 every urban center had an average of 4.1 dailies, com-
pared with only 2.5 in 1870.3* Editors realized that people liked to see
their names and those of their loved ones in print. Obituaries grew longer,
and marriage notices began to include more details, including the histories
and present state of businesses to which these individuals and families were
connected.

So despite dramatic changes in the structure of the American economy,
the criteria and sources for determining creditworthiness did not change
radically. Instead, creditors and credit-reporting firms refined the tech-
niques developed earlier in the century.?¢

Circulars issued by credit-reporting agencies, as well as sample and ac-
tual credit reports, indicate which items of information creditors could
reasonably expect to obtain. In 1869 Charles F. Clark of the Bradstreet
agency instructed the firm’s reporters and correspondents to provide the
following;:

(1) Length of time in business. (2) Amount of capital in business. (3)
Amount of net worth, after deducting all liabilities of every nature. (4)
Of what is estimated wealth composed? (Viz.: Real estate less incum-
brances, capital in business, personal property, which includes bonds
and mortgages, stocks, notes, etc., etc.) (5) Character? good, fair,
poor. (6) Habits? good, medium, poor. (7) Business Qualifications?
very good, good, medium, poor. (8) Prospects of success? good, fair,
medium, poor. (9) Succeeded whom? if any person or firm, state
whom. (10) Give individual names of partners, with age.%”

Like banks, credit-reporting firms began distributing printed forms re-
questing itemized information on borrowers’ financial worth. R. G. Dun’s
ledgers for this period reveal that the firm obtained more information on
accounts receivable, which often represented a considerable portion of
a business’s assets and (along with cash and securities) were considered
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liquid.®® The firm’s reports also contained more information on chattel
mortgages on borrowers’ property. Laws differed among states, but in
general these mortgages were merchandise-backed securities given to par-
ticular lenders, in effect making them preferred creditors. Knowing about
these liabilities was valuable because the holder of a chattel mortgage
could foreclose at any time, to the disadvantage of other lenders who did
not hold any security at all.®

The following sample report by Peter Earling is based on an actual re-
port he reviewed in the course of his work as a credit man for a large firm.
It indicates that by the 1880s significantly more financial information had
become available to creditors:

G. A. Frank & Co., Northern Wisconsin
Wholesale Grocers
(June 10, 1887)

This firm commenced business here three years ago, and is composed
of G. A. Frank and L. A. J. . The former is a married man,
about thirty-five years of age, who, we believe, failed once some time
ago, but is spoken of in favorable terms. Just prior to entering in this
business, was engaged in shipping fruits to towns in this region, and
not understood to have any means of his own. His partner, J ,
was an explorer, and understood to have a few thousand dollars. They
started out with a stock of about $3,000, which they claimed was all
paid for. They have been doing a large business from the start, and
making some money, but their capital is rather inadequate for the
trade they do, although there is no complaint regarding payments,
and we understand they confine the bulk of their purchases to one
house. About one year ago, a representative of a house called on them
and received the following statement of their condition:

Stock, $10,000; outstandings, $6,000; cash, and in bank, $200; lia-
bilities, about $9,000; on open accounts, about $500 past due, but not
pressing, and $1,500 due the bank. J. had homestead worth
about $800. Merchandise sales for first six months of the year, $27,000,
of which a little over one-fourth was cash.

This statement was considered a candid one, but showed that they
credit quite freely for a house with so light active capital; but claimed to
scrutinize closely. They are regarded strictly honest, and we understand
they are given what little bank accommodations they need. They appear



148 A Culture of Credit

to have credit for the demands of their business, but it is probably rea-
sonable to suppose that their account is allowed to run along. They do
an immense business for their capital, which would be, nominally,
$4,000 or $5,000, but thus far seem to be able to turn themselves with-
out any apparent inconvenience. Are very fair business-men, steady and
attentive, but it is advisable to use some caution in handling the ac-
count, as their business is crowding so rapidly that they are apt to over-
reach themselves.*?

This 1887 report contained details that had been unavailable some two
decades earlier. The business clearly had provided a statement (although it
was now about a year old) that gave potential creditors information on its
liquid assets. These consisted of the amount of cash the firm had on hand
($200) and the amount due from customers (“outstandings, $6,000”).
The statement listed the firm’s most immediate debts: of the “open ac-
counts,” $500 was “past due, but not pressing,” and $1,500 was due to
the bank. Unlike earlier reports, this one provided information on sales:
G. A. Frank sold $27,000 worth of merchandise in the first six months of
the year, one-quarter for cash, and the rest on credit.

In the 1890s, the Bradstreet agency’s Portland, Oregon, office sent out
the following form. Although it is doubtful that the majority of businesses
was willing or able to provide all of the items requested, the form indicates
what kind of information credit-reporting firms believed might reasonably
be expected from buyer-borrowers:

FIRM NAME
Business [i.e., what line of business ]
Name of city of village, county, street and number, state
Partners’ names
Age
Married/single
Statement made by
Former occupation of each partner
Previous location of each partner
Commenced present business when
Succeeding whom
What capital did you start with, and how and by whom contributed, $
Has business been successtul
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Have you any branches or other business investments. If so, where
and under what style

Have you ever failed. If so, when and where.

What was amount of liabilities, $. How settled.

ASSETS

Estimated value of merchandise on hand

Notes and accounts receivable. Actually worth.
Cash on hand

Value of personal property, and of what composed.
Value of all Real Estate owned

Deduct Homestead (exempt by law)

In whose name does Homestead stand

In whose name does other Real Estate stand

Total assets

LIABILITIES
Bills payable (or debts closed by note)
Open Accounts payable
How much due
How much past due
How much not due
Amount mortgages on Real Estate
Deduct mortgage on Homestead
Amount chattel mortgage on Merchandise
Amount cash borrowed
How are lenders secured
When payable
Total Liabilities
Total resources or net worth as basis for credit
Annual business
Do you endorse
With whom do you Bank

PLEASE GIVE NAMES OF PRINCIPAL CREDITORS.
Name, Location, Amount

Other references

Insurance on stock. Total
Insurance on Real Estate. Total.
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What rent do you pay for business premises per month

When does lease of business premises expire

REMARKS (Is your Real Estate town or farming property? Where is
it located? Add any further remarks that you may desire.)

PLEASE SIGN HERE.#!

Sources hostile to the agencies confirm that they had become more de-
manding. William Chinn’s The Mercantile Agencies against Commerce,
published in 1896, complained that “the printed form of statement which
the mercantile agencies furnish . . . is very minute in questioning.”*?

Other testimony, however, suggests that good financial information re-
mained elusive. Earling reported that information on wholesalers and re-
tailers was often “very vague and meager.”*? The extent of the problem can
be gauged by looking at the situation prevailing among publicly listed
firms. Some corporations such as railroads, insurance companies, and utili-
ties prepared detailed (though unaudited) statements, but many other pub-
lic firms did not. In 1900 the government issued a report noting that the
directors of publicly traded companies “practically never make reports to
the individual shareholders for periods.” Many companies continued to use
the “private ledger,” an account book equipped with a lock and key and
containing accounting information the firm wished to keep confidential.
Access to the data was confined to partners and one or two trusted em-
ployees.** The problem of inadequate reporting was naturally worse for pri-
vate firms. Moreover, norms that had been in place for more than a century
accustomed business owners to believe that requests for financial state-
ments impugned their honesty. They frequently refused to provide any
statements, even to suppliers from whom they were requesting credit.*®

Financial statements, if submitted at all, were likely to contain serious
inaccuracies; this was especially true of smaller businesses. In his manual
for retailers, Samuel Terry decried the “universal” ignorance surrounding
double-entry bookkeeping. He estimated that one-half of all retailers had
only a vague idea of how much they owed their creditors because of the
“loose habit” with which they treated invoices and their “inattention to a
proper system of receiving goods.”*¢ (In the 1880s, John Patterson’s Na-
tional Cash Register helped to standardize receipts, which may have im-
proved matters somewhat.)*”

Terry himself exhibited a sophisticated understanding of what a later
generation would call “profit margins,” or gross or net profits divided by
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sales, and “inventory turnover,” or the total cost of the inventory sold
during the year divided by the value of the inventory the business had at a
particular time. (This ratio measures how fast a firm’s merchandise is mov-
ing.) Terry’s manual was remarkably modern in its analytical approach,
even suggesting that retailers try to ascertain, once a month, the profit
made on each of their product lines. But Terry was significantly ahead of
his time; very few, if any, retailers succeeded in being so meticulous.*®
Given the state of accounting practices and disclosure among large public
companies, it is hardly surprising that small businesses were even less in-
clined, and less able, to furnish accurate and detailed statements.*’

Because accurate financial information was so hard to come by, local
trade gossip and the impressions of credit reporters continued to be vitally
important. George Osmond, an R. G. Dun reporter based in Saint Louis,
recalled that in the 1870s he visited storekeepers and officials in county
seats to gather “gossip,” in addition to examining assessment rolls for
property descriptions. In a lawsuit involving R. G. Dun, a deputy auditor
for Hamilton County, Ohio, testified that it was common for reporters to
“ask me whether I know certain parties and sometimes when there is a
person whose name is not in the directory, being perhaps new in the busi-
ness, they ask me whether I know that he is engaged in that business.”>’
Credit manuals acknowledged that a good reporter’s instincts constituted
an important skill. One manual writer stated, “The reporters give an ac-
count of what may be called their impressions—that is, it may seem to
them that a business is retrograding; that the owner or manager is grow-
ing careless; that the stock is being allowed to degenerate, or some man
may tell them that his firm has put in a new line, increased its capital or
made some other change.”®! Despite the greater volume of publicly avail-
able information, most credit reporting actually consisted of educated
guesswork on the part of correspondents and reporters, and they were
given wide latitude to use their own judgment.

Court testimonies suggest that reporters and correspondents relied
heavily on the opinions of local merchants and officials. Edward Paul, a
traveling reporter for R. G. Dun, testified in McLean v. R. G. Dun, a case
tried at the Toronto (Canada) Fall Assizes of 1875. Paul stated that he
asked the subject of his report about “the amount of his stock; he told me
he was dealing altogether with American houses; he said business had been
very good; the store looked nice; there were numbers of boxes with shoes
standing outside of them; he appeared candid . . . I never spoke to him af-
terwards . . . I got no statement in writing; I never saw his books; he told
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me he had a stock of $10,000.” Paul estimated that he spent twenty min-
utes interviewing the subject at his store. He then made inquiries among
the city’s wholesalers to verify the merchant’s statement. “The only kind
of corroboration I got was that some person said upon my saying he
claimed to have $10,000 stock, that perhaps he had.” Nevertheless, Paul
appeared to believe that this “corroboration” was sufficient: “I never make
a report without corroboration . . . I know I got the whole report corrob-
orated, because I got all my reports corroborated . . . we are always very
particular in getting our information corroborated by persons in the
trade.”®?

Credit-reporting firms tried to obtain financial statements, but they re-
mained skeptical about the statements’ value. According to Bradstreet,
“the given statement of the directly interested parties too often cannot be
relied upon in making up reports.” Thus, “verification and substantiation,
by means of further information and observation,” was necessary. In other
words, the opinions of local merchants regarding a business owner’s worth
was often more reliable than a self-reported statement.>® Some rival credit-
reporting agencies tried to differentiate their services from Bradstreet’s
and Dun’s by making no capital ratings at all, claiming that the system of
ratings was misleading and unreliable.>*

Testimony in Gibson v. R. G. Dun reveals how much the agency relied
on the opinions of locals and the trade at large for “verification and sub-
stantiation” and how Dun did not necessarily check public records care-
fully during the course of an investigation. William and John B. Gibson,
subscribers to Dun’s service, claimed to have lost money because they re-
lied on erroneous information that Dun provided on a merchant. Specifi-
cally, the plaintiffs charged that the agency made no examination of the
record of mortgages on the subjects’ property and were therefore guilty of
gross negligence. Dun replied that it was not the firm’s custom to do so
unless the subscriber asked specifically for this information and that the
agency charged an extra fee for this service. “The defendants are not an as-
sociation of attorneys,” argued Dun’s counsel. “A report as to the amount
and number of mortgages upon a party’s property would avail nothing
unless a thorough examination of title was made, and the true condition
and value thereof reported.” The agency’s contract with subscribers “im-
plie[d] no agreement to examine records” but merely stipulated that Dun
would provide information on “the reputation of the person in the commun-
nity in which be resides.”>
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The judge concurred and in his opinion gave a definition of what consti-
tuted mercantile “credit”: “Mercantile standing and credit is the reputation
of'a house in the business community in which it stands. This is ascertained,
not by an inspection of its books but by inquiring among men of business.”
This was, the judge concluded, all that the agency contracted to do. Such a
contract was typical for the credit-reporting industry, and Dun’s practices
did not deviate from those of its competitors. Therefore, the firm had shown
proper diligence and was not guilty of gross negligence.

Character and Narrative

As testimony in the Gibson case suggests, creditworthiness continued to be
based largely on reputation, including the reputed financial worth of indi-
viduals and businesses. The narrative of an individual’s business life also
constituted an important element; as Earling phrased it, “The applicant for
credit favors, if he has ever failed, or whatever his past life may have been,
has left a biography of himself that must be carefully read.”®” The agencies’
published reference books were easy to use, which ensured their popularity
with time-pressed creditors. Yet even as the agencies pushed aggressively to
sell these products, they also urged subscribers to refer to the full reports.
A typical advertisement by R. G. Dun stated that the firm “constantly reit-
erate[s] to our subscribers the necessity of applying to the office for reports,
and not relying upon the Book where transactions of any moment are con-
templated.” Neither should subscribers, the agency cautioned, rely exclu-
sively on the weekly notification sheets containing names of parties whose
business affairs had experienced significant alterations.®® In a long letter
to the National Association of Credit Men, Charles Clark stated in 1899,
“That capital is the legitimate foundation of credit is undeniable, but
many qualifying circumstances may prevent success even when capital is
employed; this is constantly demonstrated by our service.”®’

Most credit-reporting firms made a clear distinction between capital and
character by separating their reference book ratings into two categories: cap-
ital strength and creditworthiness. “Men with ample Capital,” explained
R. G. Dun, “but lacking Integrity or Capacity, have a Credit far weaker
than others with less means, whose Antecedents, Character and Ability,
beget a general confidence.” Its rating key distinguished among “grada-
tions in Credit as compared with Capital” so as to better convey “shades
of meaning” to creditors.®® A rival firm, known simply as the Credit Bu-
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reau, went so far as to disregard capital in its published credit ratings en-
tirely, instead relying on “honesty, business ability, nature and extent of
business, (hazardous or otherwise,) [and] manner of paying bills,—
promptness being the first consideration.” The firm announced that it
rated small concerns “doing a careful snug business” more highly than did
other credit-reporting firms.®! Apparently, the Credit Bureau believed it
was hewing more closely to the attitude of creditors, who regarded the
qualitative attributes of a borrower, along with his or her payment record,
as more dependable indicators of creditworthiness.

The continuing emphasis by creditors and business writers on the spe-
cific set of character traits outlined in Chapter 3 should be distinguished
from the larger discourse about character that took place during the later
decades of the nineteenth century, a process traced by Karen Haltunnen
and Judith Hilkey in their examination of success manuals. Some 80 per-
cent of all such books—nearly all written by, and directed to, northern,
small-town, white Protestant readers—appeared after the Civil War.%?
These later advice books placed much greater emphasis on the manipula-
tion of outward appearance, as opposed to inner character.®® Horatio
Alger’s books, now ensconced in American popular culture as fables about
poor boys growing rich through hard work, in fact relied on “the cynical
gambits of the smooth-talking ‘confidence man’ to advance their boy-
heroes’ fortunes,” according to Hilkey. The stories embodied “the transi-
tion from a nineteenth-century focus on character to a twentieth-century
emphasis on personality and the salesmen ethic of a consumer society,
where ability to persuade would become more important than the au-
thentic self implicit in the concept of character.” Yet the idea of “charac-
ter” was not on the wane; instead, millions of small-town and rural men
consumed popular books and manuals that looked to character as the key
to success. Hilkey interprets this seeming paradox as an attempt by writers
of success manuals to legitimize the new corporate social order by demon-
strating that individual virtue had a place within it. At the same time, by
looking to the past for moral guidance, the manuals “implied a critique of
the haste, greed, materialism, and intemperance” of contemporary life.%*

For credit reporters, however, the term “character” retained the mean-
ing it acquired earlier in the century: the willingness (as opposed to the
mere ability) to repay debts when they came due. Business writers contin-
ued to insist on character as a useful indicator of creditworthiness, many
even arguing that it was more important than capital: “A man without a
dollar might be a perfectly safe man to trust, if he were honest, economical,
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and understood his trade perfectly,” according to one typical declaration,
“while another worth hundreds of dollars, but tricky, speculative, or ne-
glectful of business, might be a very unsafe man to have on one’s books.”%
The more scientifically oriented manuals on mercantile credit published
toward the end of the century also asserted this sentiment. Their authors,
members of the nascent credit profession, emphasized the importance of
personal integrity and almost universally listed character and habits as the
most important criteria for lending. “Our security as creditors,”
Earling, “depends on these factors more largely than on any other two.
No applicant for credit is entitled to it unless his record for both honesty
and sobriety is above reproach.”%

In his exposé of the credit-reporting system, Thomas Meagher, a dis-
gruntled former employee of the R. G. Dun agency, claimed that the firms
used an arbitrary set of criteria for determining creditworthiness, includ-
ing church standing and participation in religious activities.” However,
there is little evidence from the R. G. Dun ledgers, sample credit reports,
or credit manuals that the agencies scrutinized individuals’ religious activ-
ities or noted their membership in political parties and social clubs. In-
stead, the set of character traits that mattered remained specific: honesty,
punctuality, thrift, energy, focus, and experience.

A borrower’s “honesty”—his proven willingness to pay—mattered for a
number of reasons. First, financial statements were often old—the sample
provided by Earling earlier in this chapter was one year old—and the in-
formation they contained was frequently “vague and meager.” Second,
although the published reference books included real estate in their assess-
ment of capital strength, this asset was seldom available to creditors in the
case of default. Continuing a trend that had begun prior to the war, state
laws exempted homesteads (which could include stores used as dwellings)
and ever greater amounts of personal property from the reach of creditors.
Exemptions became more generous the further west one traveled. Earling
warned, “In the Territories . . . we find that a man of moderate circum-
stances may claim as exempt, nearly all he possesses.” The generosity of state
exemption laws was sobering. The debtor was entitled to and allowed to se-
lect “personal and miscellaneous property to the extent of $1,500 . . . which
may mean twice the amount in fact.” He was further entitled “to a home-
stead not exceeding 160 acres of land, or one acre in town, without limita-
tion of value of buildings and improvements thereon.”%8

Earling further warned that debtors in the southern and western states
were harder to collect from because courts did not meet as often. Those in

wrote
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the newer states and territories had a habit of protecting their residents
against distant creditors. The impulse was understandable because new
countries and territories were forced to offer compensation for the hard-
ships and risks endured by settlers and pioneers. The result, however, was
to give debtors all the advantage: “For the creditor there exists no legal ju-
risprudence,” said Earling. Therefore, crucially, “he is more dependent on
the honor and honesty of his customers than he is on the exercise of any
legal rights that he ought justly be allowed to claim.” Businesses capital-
ized at only $1,000 to $5,000 were another class for whom character traits
were all-important, as were businesses on which chattel mortgages and
other liens had been placed.®’

The emphasis that creditors placed on honesty can be seen in the preju-
dice against corporations. Because honesty was thought to reside in indi-
viduals alone, joint-stock companies and corporations were disadvantaged
when seeking credit. Limited liability, it was widely believed, tempted firms
and individuals with tainted business reputations to trade under cover of a
corporate name; if the business failed, they could claim simply to be unfor-
tunate investors in the enterprise. Simmons Hardware Company of Saint
Louis was one of the first hardware distributors to incorporate, in 1874.
(Hardware manufacturers, though, had begun incorporating earlier.) By
Simmons’s own account years later, creditors looked with suspicion on the
“experiment,” believing that incorporation was a sign that the firm’s own-
ers were preparing for a fraudulent failure.”® Small businesses that incor-
porated were even more subject to suspicion.

Many creditors believed, moreover, that corporate entities were profli-
gate because shareholders did not behave as though their own money
were being spent. According to Earling, banks and mercantile creditors
therefore preferred to deal with individuals: “Credit is given to individu-
als, up to the limit of their probability to pay, character, experience, and
reputation for honesty considered. Credit to companies is given to the ex-
tent of their paid-up capital.” Different motivations led to dramatically dif-
ferent outcomes: “The former is bound to us during his life-time to pay
his obligations; the latter, in case of failure, is ‘wiped out of existence,” and
with it all the creditors.””! In sole proprictorships and partnerships, ac-
cording to another credit manual, family honor and pride motivated
debtors to avoid turning to the bankruptcy courts.”?

As the practice of incorporation spread, however, and as the capital pools
of these giant enterprises grew ever larger, the basis for credit ratings had to
be rethought. Local correspondents, unexposed to giant firms, frequently
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gave their hometown businesses the same ratings as much larger New York
concerns. R. G. Dun began instructing branch managers to “keep the
credit markings in close relation to the capital marking.” Local correspon-
dents, Dun observed, “are apt to think the men in their locality quite enti-
tled to the highest markings they give them relative to each other, not
relative to the rest of the world; thus a good trader worth $40,000, they
will not hesitate to call Al, forgetting that this is the only marking we can
give A. T. Stewart and Company, who is worth half as many millions.””?
In time, the balance tipped in favor of these well-capitalized entities, as the
stigma of the limited liability provision fell away. Even then, however, char-
acter traits and business experience continued to play an important role in
determining the creditworthiness of sole proprietorships and partnerships.”*

The Effects of Competition on the Credit-Reporting Industry

The intensified competition that characterized the economy after the Civil
War also plagued the credit-reporting industry. In the absence of govern-
ment initiatives and regulation, competition became the most critical force
shaping the evolution of the largest firms and the industry as a whole. Al-
though first-movers R. G. Dun and the Bradstreet agency clearly were
beginning to dominate, the industry remained dynamic, in part because
no firm could patent its products and processes. Low barriers to entry al-
lowed competitors to set up shop simply by issuing “change sheets,” lists of
businesses that had recently failed or undergone changes. These could
be compiled by combing through newspaper notices, prompting one
R. G. Dun Company manager to grouse that “any Agency could publish
one . .. as there are plenty of traders selling out and dying oft to furnish
the names.””?

Demand for credit-reporting services clearly was strong, as evidenced by
the numerous new entrants into the field. Nearly all concentrated on spe-
cific geographical areas or lines of trade. The 1885 New England Business
Directory and Gazetteer, for example, listed a number of smaller credit-
reporting and collection firms in Boston specializing in the shoe and
leather trade, an industry New England continued to dominate.”® A num-
ber of firms calling themselves commercial or mercantile agencies were in
fact primarily in the collection business. In addition to providing collec-
tion services, some issued blacklists of bad debtors and charged for the in-
formation.”” (The R. G. Dun Company also engaged in collections, and
this part of the business accounted for a quarter of its profits by 1900.)
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Credit-reporting firms became so numerous that one New York publi-
cation declared in 1878 that there were too many; forty had been listed in
New York alone during the previous five years. In Philadelphia, according
to the branch manager for R. G. Dun in that city, some “12 or 15” firms
were in business in the late 1870s.”® The start-ups were a continuing
source of irritation, and Dun’s branch offices and correspondents regu-
larly alerted one another about these new firms’ advertisements and circu-
lars. In some cases, Dun even had competitors investigated, as was the case
in 1876, when Bradstreet filed for incorporation. In 1879 Dun hired
Fuller’s New York Private Detective Bureau to file a report on the Ameri-
can Mercantile Agency Company, which had incorporated a year earlier.

As the economy grew larger and more national, scale became a clear ad-
vantage. Firms providing wider coverage and a broader array of services
could argue that they gave the best value for subscribers’ money. Yet achiev-
ing wide, let alone national, coverage was difficult. It required a hefty cap-
ital investment, which largely explains why so many start-ups went out of
business so quickly. After the Civil War, only four firms succeeded in being
national; of these, R. G. Dun was by far the largest. In the late 1870s it had
more branches than the next two competitors combined, and Robert Dun
himself conservatively estimated that the firm’s income was more than
triple the total of all its major competitors’.”?

The Bradstreet agency survived the difficult war years, but the death of
John Bradstreet in 1863 left the firm in the less capable hands of his son,
Milton. The firm passed out of the family when Charles F. Clark acquired
control in 1876, the year the company was (ironically) in danger of insol-
vency. Bradstreet settled with its largest creditors by giving them stock in
the newly incorporated firm. Clark was an experienced manager, having
established the Detroit office in 1860; later he had managed the firm’s
Philadelphia and Boston offices. Clark restored Bradstreet’s competitive
edge, and he remained president until his death in 1904.8° Thus, R. G.
Dun and Bradstreet, the two firms that came to dominate the field, were
run by talented, aggressive men whose decades-long tenures ensured con-
tinuity.

The other two national players were the Commercial Agency, founded in
1844 and reorganized several times before becoming McKillop and
Sprague in 1872 and failing in 1879, and L. Ballard and Company, which
sold out to McKillop and Sprague in 1872.8! Neither, however, was as in-
novative as Bradstreet or Dun. By 1890 these two firms provided by far the
widest geographical coverage in the industry. To compete on the basis of
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coverage, Bradstreet and Dun reported on an increasing number of small
western communities, even when many still lay beyond the reach of rail-
roads. Their branch offices varied widely in size and resources. Some of
R. G. Dun’s minor offices west of the Mississippi operated at a loss, yet
Robert Dun remained committed to maintaining national coverage.®?
When faced with the prospect of closing minor or unprofitable offices dur-
ing the Civil War, Dun opted to cut salaries in the most prosperous branches
to bolster the ones struggling to survive.8?

George Osmond was a traveling reporter assigned by Dun to cover the
newer regions. In 1885 he was transferred to the Salt Lake City office,
which had jurisdiction over Utah, part of Wyoming, Idaho, and Montana.
Osmond later recalled that he traveled on “railroads when it was possible
to do so, but as a rule” he rode “through the bottoms and over mountains
upon the mail hack.” The manager of the branch office covering West Vir-
ginia reportedly spent much of his time out in the field, traveling from fifty
to one hundred miles in mountainous terrain to report on country mer-
chants. When snow and ice made the roads almost impassable, the young
man covered the territory on horseback.8*

Gathering sensitive information from business owners required tact,
discretion, and ingenuity on the part of reporters. Unlike salesmen, who
wrote memoirs with titles like Only a Drummer (and whose iconic status
in American culture was later captured in Arthur Miller’s Death of o Sales-
man), credit reporters left very few personal accounts of their experiences.
Yet the reporters clearly shared with traveling salesmen a preference for be-
ing independent and untied to an office, and they enjoyed recounting the
raw conditions they encountered. According to one western credit re-
porter, the boom in mining around Denver from 1880 to 1890 attracted
“merchants, traders, and shifty adventurers,” who “came from all parts of
the country, started in business, and immediately sought credit.” He de-
scribed Leadville, Colorado, as a town where men “would walk down the
main street . . . swinging their revolvers by a chain attached to their wrists,
ready for use on the slightest provocation. Shooting scrapes in a gambling
“oint’ next to our office were regular occurrences.” Yet credit reporters
were present in Leadville even in its carliest days.$

Robert Dun’s clear priority was expansion in the United States, but his
company followed the international thrust of American business to some
extent. In 1867 the firm had three international offices, in London, Mon-
treal, and Toronto. The London branch reported only on importers and
exporters trading between Britain and the United States, but British cred-
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itors soon began requesting reports on British as well as American traders.
Both William Morrison, head of the London office, and Benjamin Doug-
lass, the retired owner of the agency, favored expanding Dun’s reporting
services to include foreign traders. Robert Dun, however, balked at the
costs involved. Significantly, he also had grave doubts about the ability of
American credit-reporting agencies to transfer their practices to areas out-
side the United States, and he feared the hostile legislation and regulation
that might result. Thus, of the Dun agency’s foreign branches, only the
Canadian offices reported on native merchants rather than confining them-
selves to American merchants operating on their soil 8¢

At the end of Dun’s tenure in 1900, the agency had grown to 135 offices,
including nine that were outside of the United States and Canada, in Lon-
don, Glasgow, Paris, Melbourne, Sydney, Mexico City, Guadalajara, Ha-
vana, and Cape Town. International coverage accelerated after Robert Dun
left the firm. From 1891 to 1916, 83 of the 115 new offices opened were
located outside of the United States, including offices in Latin America and
the Caribbean. Bradstreet also expanded abroad but at a slower rate.8”

Competition drove the large agencies to become more inclusive in their
reporting.8 Instructions to correspondents expressed the goal of covering
as many businesses as possible, whatever their size. A Bradstreet circular re-
quested that correspondents provide full information on “all Merchants,
Manufacturers, Bankers, Brokers, Grocers, Saddlers, Millers, Blacksmiths,
Boot and Shoe Makers, Wagon Makers, Dentists, Milliners, Printers, Pub-
lishers, Insurance Agents, Lumber and Grain Dealers, etc., etc., doing busi-
ness in your place . . . in fact, every person who does any kind of business,
no matter how small.”% McKillop and Sprague declared that “in addition
to the Banks, Bankers, Merchants, and Manufacturers, we desire to include
the Grocers, Druggists, Tanners, Hotels, Tailors, Shoemakers, Undertak-
ers, Blacksmiths, Wagon-makers, Dentists, Physicians, Printers, Painters,
Millers, Lumber Dealers, Artisans, Milliners, Dressmakers, in fact EVERY
ONE engaged in the manufacture, making up, or selling of goods.”*° In-
evitably, their drive for wider coverage placed within the agencies’ purview
the numerous small concerns owned by women and ethnic minorities, even
when these businesses were not likely to request much credit. An internal
analysis by the Bradstreet Company in 1899 found that some 85 percent of
the businesses reported on were worth only between $500 and $5,000.°1

The number of businesses and individuals covered by R. G. Dun grew
from some twenty thousand in 1859 to over four hundred thousand in
1870 and nearly 1.3 million by 1900. Those figures, moreover, were net
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numbers; the reference volumes appeared between two and four times per
year, and names were added and dropped between each edition. By the
mid-1870s, Dun’s reference book for the entire country underwent an av-
erage of over one thousand changes per day.*? From March to July 1874,
for example, almost fifty-four thousand new businesses were added and
more than thirty-six thousand dropped; in addition, nearly seventeen
thousand businesses had changed their names.”® The firm also offered a
notification service for subscribers wishing to be alerted immediately
about changes in the condition of parties in whom they were interested.”*

Number of ratings in R. G. Dun Reference volumes, 1859-1900

Year Number of Ratings
1859 20,268
1865 123,000
1870 430,573
1875 641,239
1880 764,000
1885 982,993
1890 1,176,988
1895 1,298,169
1900 1,285,816

Source: Edward Vose, Seventy-Five Years of the Mercantile Agency: R. G. Dun & Co.,
1841-1916 (New York: R. G. Dun, 1916), p. 98.

Bradstreet reported in 1897 that its reference book contained about the
same number of names (1.25 million) and that over 740,000 changes
were made in the volume over the previous twelve months.?®

The number of employees and subscribers grew as well. By the 1870s,
Dun employed some ten thousand correspondents and reporters in the
United States, to meet a demand that averaged five thousand requests for
information per day. The firm continued to expand its subscriber base be-
yond merchants, manufacturers, and bankers to include promising indus-
tries, such as insurance.”® According to the Chicago Times, in the 1870s
Dun had twenty thousand subscribers to its reference book.”” By the mid-
1880s, the list had doubled, to about forty thousand.”®
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The need to circulate information to multiple parties drove R. G. Dun
to experiment with new technology. The company first used carbon paper
(initially a crude device using shoe blacking on yellow foolscap) but soon
turned to the new typewriter technology. Dun was one of the first major
American corporations to use the typewriter extensively, in the 1870s;
most firms did not adopt the technology until two decades later.”® All
branch managers received a manual instructing them “to make, by aid of
the typewriter and manifold paper, as many copies of every report as will
be required by the various offices interested therein, and transmitting the
same simultaneously to them.”!% For the first time, aided by court deci-
sions that protected credit-reporting firms from charges of libel, Dun pro-
vided subscribers with typed reports on specific businesses rather than
requiring them to obtain the information orally from the firm’s offices.!%!
(Sensitive information, however, continued to be transmitted orally.) Dun
changed its subscription pricing to reflect the new efficiencies the type-
writer allowed.

Of all their products and services, published reference books became the
most important for Bradstreet and Dun after the war, and the key to their
success. Bradstreet had pioneered the new method for putting informa-
tion into subscribers’ hands, and R. G. Dun copied, expanded, and refined
the technique beginning in 1859. The books remained a distinctive prod-
uct of the larger agencies; most smaller firms did not have the means to
produce them on a regular basis.'? The reference books became a critical
companion to (or, for many subscribers, substitutes for) the full reports.
Beginning in 1866, Dun issued its books semiannually, and then, begin-
ning in 1873, quarterly.!% Later, both Bradstreet and Dun expanded the
reference books by including population estimates for major cities and
listing the post offices and railways that served them.!%* Traveling sales-
men constituted a promising new market, and both firms began produc-
ing for salesmen’s use the “pocket edition,” which focused on individual
states.!%® Subscribers began using the volumes as the basis for mass mail-
ings, a practice the agencies encouraged.

The success of the reference books drove R. G. Dun and the Bradstreet
agency into the printing business, and both firms established presses at
their New York City headquarters.!% Sizeable investment in printing
equipment in turn led the firms to expand into other areas of business in-
formation. Robert Dun and Charles Clark exploited the growing name
recognition of their firms by attaching the brands to other information
products. Business directories were R. G. Dun’s first line extension; the
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firm launched its initial volume in 1867. (The directory did not succeed
and was discontinued.) In 1877 the firm began publishing the Mercantile
Agency Annual, containing information on legal, business, and other sub-
jects of interest to businessmen. Two years later, it issued A Synopsis of the
Laws Relating to Assignments, Insolvency &rete. in the Various States of the
Union.}%7 In 1893 the firm began publishing Dun’s Review, a weekly jour-
nal that summarized business conditions and provided tables on the coun-
try’s commercial and industrial business failures.

Bradstreet engaged in similar work. Bradstreet’s Weekly, begun as a
newsletter, became a full-fledged journal in 1879. In 1895 the firm began
publishing a monthly wholesale commodity price index, continuing until
1937, by which time it had become the country’s oldest continually pub-
lished index of wholesale prices. Dun established a similar index and began
providing periodic data on prices, the volume of bank clearings and build-
ing permits, and economic surveys.!8

Their wide coverage positioned Bradstreet and R. G. Dun to collect data
on the number of business failures across the country, a phenomenon not
even the federal government was equipped to measure. Dun first published
its business failure statistics in 1857. Soon the firm was publishing the statis-
tics weekly, then compiling them into quarterly reports, all the while assur-
ing subscribers that they included every failure, however small. (Bradstreet
countered by publishing its own statistics and trying to discredit the accu-
racy of Dun’s information.) Keenly aware of the marketing possibilities,
Robert Dun told his branch managers that the statistics “atford us oppor-
tunity for more frequently and acceptably placing the Agency before the
public.”1% Only a few years later the New York office expressed pleasure at
“the large amount of gratuitous advertising which we have got all over the
country from the newspapers” that published the statistics.!!?

Burgeoning amounts of information and the expansion of the agencies
made accuracy an even more pressing problem. Beginning in the 1870s,
Dun dispatched clerks from its various branches “to investigate on the
spot the condition of business men, and to submit the result in writing.”
The spot reports were compared to those of the local correspondents and
the discrepancies checked. According to Dun’s own circulars, contested
information was “submitted to the judgment of new authorities whose
friendly criticism is solicited.” Presumably, these included bankers, county
officials, and merchants who may have had dealings with the party in ques-

U1 Dun soon relied heavily on full-time traveling reporters for the
112

tion.
semiannual revisions of its reference books.
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Bradstreet, for its part, imposed fines on clerks for errors in transcription
and awarded prizes for accurate work.!'? In addition, both firms invited
subscribers to inform them of inaccuracies. Errors, stated the preface to
Bradstreet’s reference books, “can better be effectually checked with the
aid and co-operation of our patrons.” Soliciting help from their own sub-
scribers was a tactic used by many credit reporting firms. The Credit Guide,
published by a rival agency, broadcasted its “repeatedly expressed desire”
that subscribers “should advise us direct of any rating or report that does
an injustice, to enable us to re-investigate and correct the same.”!* R. G.
Dun, too, responded to subscribers’ complaints and tried to incorporate
their corrections. The firm urged its correspondents and branch managers
to verify information, often at the request of subscribers or the subject of
the reports themselves. Subscribers sometimes pointed out discrepancies
between Dun’s reports and those of competitors, or informed Dun that ri-
val firms were quicker to respond to requests.

The tendency toward self-correction was prompted by self-interest and
competition. The Chicago Times came to this conclusion, observing that
“continued support of [Dun’s] patrons depends, as is evident enough,
upon their truthfulness and general correctness.” The dynamic interchange
of information among the agency, its subscribers, and subjects tended to
minimize error, for “every holder of the Reference Book scans sharply the
reports of those he is particularly acquainted with, and whenever anything
appears differing materially from his own judgement, he at once calls at-
tention to it, and a discussion ensues, which is pretty sure to correct any ex-
isting misapprehension.” Constant criticism “by twenty thousand holders
of the Reference Book . . . is the most effective safeguard against injurious

errors—or, at any rate, against continued injury of the kind.”!15

The Continuing Quest for Legitimacy

Growing acceptance of credit-reporting firms became evident among the
public at large. New firms actually began announcing their opening to the
agencies, and testimonials about the agencies’ usefulness began appearing
regularly in business manuals and the press.!!¢ “I am sure I cannot imag-
ine how our predecessors were able to get along without the aid of mer-
cantile agencies,” declared success manual author William H. Maher. “I
know that they are a necessity among business men of to-day, and that
they are invaluable.” Maher gave the following matter-of-fact description
of how merchants used the agencies’ services:
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A stranger comes into your store; announces himself as Smith, of Blue
Lick; wants to buy a bill of goods; will pay part cash, and wants a little
time on the balance. You don’t know him, and know no one to whom
you can refer. You can’t say to him: ‘Well, Mr. Smith, I will write to
someone, somewhere, to enquire about you; and if the answer is sat-
isfactory I will sell you. Come in two or three days and I will let you
know.” You must decide at once. Your reference book is at hand. You
turn to the State, then run your eye down Blue Lick. Here it is:
A, B, C—ah! yes, here he is: Zerubabel Smith, General Store; worth
from $2,000 to $5,000, and in good credit. While you have been
looking at this you have been chatting with him about business, and
he may know what your book is, and he may not. As you close it you
say you are ready to sell him, and you proceed to show him your
goods and take his order.

When you are through with him, you pick up a blank form left you
by the agency, which you proceed to fill out. After you are through
with it, it will read something like this:

“Give us in confidence, and for our exclusive use and benefit in our
business, viz.: that of aiding us to determine the propriety of giving
credit, whatever information you have respecting the standing, re-
sponsibility, &c. of [fill in the blanks] Name, Business, Town, County,
State.”

This your clerk carries to the office of the Agency, and in a few min-
utes returns with a detailed report, which may read as follows: After
reciting that you are to use the information for your own exclusive
benefit, it goes on to say that Z. Smith, of Blue Lick, is 40 years of
age, married, honest, temperate, and economical; has been in busi-
ness ten years, is making money, and is a safe man to trust for such
bills as his business requires. Probably worth clear $4,000.117

The Chicago Timesran a long article on R. G. Dun, in which the author
claimed to have begun his inquiry skeptical of the value of credit-reporting
agencies. He concluded, however, that the system “as conducted by this
powerful house, is doing a great service to business interests.” Although
by no means perfect, the system was “absolutely indispensable to mer-
chants in the present condition of our commercial affairs.” R. G. Dun
even looked legitimate: “No one can look upon the vast array of clerks . . .
and the earnest, business-like systematic air worn by the whole establish-
ment, and not be impressed with the conviction that they mean to do
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something for the money they receive from their [subscribers].”!8 Simi-
larly, the author of an early manual for credit men declared in 1896 that
the credit-reporting agency “has now become interwove [sic] with the
trade of the country.” If the agencies disappeared, “uncertainty, confu-
sion, and distrust would come at once. Credits would shrink, and the dis-
tribution of merchandise [would be] restricted.”!!?

Yet resistance to the agencies continued along with the endorsements.
In some small towns, prejudice against local correspondents persisted
through the late 1890s. According to one credit man, “it is almost a mat-
ter of contempt to be known . . . as a reporter for either Dun or Brad-
street.”!2? The two largest agencies argued that much of the resistance
could be traced to the activities of incompetent or unscrupulous fly-by-
night firms. According to Bradstreet, these had “produced a prejudice
against the system in the minds of many business men and the public gen-
erally.”12! Similarly, Dun’s counsel, Charles O’Conor, argued in court that
“all those things in the nature of a Mercantile Agency which have been con-
demned by the courts—the preparation and publication of ‘black lists,” the
printing of papers for general circulation, containing information which
should be confidential—have been the devices of small, trifling concerns,
unregulated, and, comparatively speaking, uncompensated.”'??> Notorious
cases, such as the one involving Brock and Company, two brothers who
bought a reputable Boston credit-reporting company and then absconded
to Canada without compensating their subscribers, further tarnished the
reputation of the industry. So, too, did the many failed start-ups. The very
success of the large credit-reporting firms, the Dry Goods Bulletin surmised,
“induced the establishment of a numerous brood of imitators; irresponsible
parties, whose only care is to inveigle business men into subscriptions to
worthless concerns.”!?3 Newspapers reported how disreputable agencies
sometimes spread false rumors about healthy firms to increase sales of
credit reports to panicked creditors.

Sporadic and often sensationalized, the resistance to credit reporting was
typified by an article in the Toronto Mailin December, 1875. The newspaper
reported on the suit brought by one Andrew McLean against Dun, Wiman
and Company, R. G. Dun’s Toronto office, for damages sustained as a con-
sequence of relying on information he had obtained from the agency. The
jury found for the plaintift, determining that Dun, Wiman was negligent in
giving a favorable report on a merchant to whom McLean sold goods on
credit and who subsequently failed. The Mail harangued the credit-reporting
firms for “dragooning” merchants into subscribing to their services. Refer-



Growth, Competition, Legitimacy 167

ring specifically to the foreign nature of the institution, the Canadian edi-
tor remarked, “There is something un-British and repugnant to most right-
thinking men in a system of espionage that has become a huge Mercantile
Inquisition, by no means infallible, and, it now appears, not always very
careful of the way in which it conducts its inquiries.” Old ways of doing
business, he argued, were fairer and safer: “The cases are few in which pri-
vate inquiry will not discover all a merchant wants to know of a purchaser
seeking credit . . . Old firms will tell you much safer business was done be-
fore this new-fangled system came into operation.”!?*

American credit men recognized that their occupation was based on a
fundamental irony: that in a supposedly free democratic republic, there
should exist an institution that many perceived as “a system of espionage,
a prying into the affairs of firms and individuals for selfish and unworthy
purposes,” in the words of one Bradstreet publication.!?® Earling captured
the essence of the paradox (and gave support to the Canadian editors’ ob-
servations) when he wrote that the “free citizen of the United States is the
only one on the face of the earth who tolerates it. It is a purely American
institution and flourishes only on American soil.”12¢

In the United States, at least two book-length critiques—one published
in 1876, the other in 1896—questioned the legitimacy of the agencies’
methods and the accuracy of the information they provided. The earlier
work, The Commercial Agency “System” of the United States and Canada
Exposed, was written by Thomas Meagher—the pen name for Charles F.
Maynard—who had first worked for R. G. Dun as a messenger boy
in Montreal in 1862 before being promoted to copyist and then placed in
charge of petty cash. He moved to New York in 1866 and continued
to work intermittently for the agency as copyist and reader. In 1875 the
agency dismissed him for “dishonesty, and for attempting to corrupt
the fidelity of some of his fellow clerks,” according to a circular issued af-
ter the book’s publication.!?”

Meagher’s complaint against the agencies centered on their negative
reports, portrayed in his book as tantamount to a “black list.” One of
Meagher’s stated objectives was to disclose in the book’s appendix the ini-
tials of several thousand allegedly blacklisted merchants, along with their
home towns and cities. Future editions, he promised, would contain more
names.!?8 Meagher’s book could be dismissed as the rantings of a crank, but
R. G. Dun took it seriously and issued a circular disputing Meagher’s claims.
In 1889 Joseph Pulitzer’s New York World published a series of articles on
credit-reporting agencies, essentially repeating Meagher’s arguments.
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The book repeated objections that had been voiced since the 1840s—in
particular, that the agencies violated the privacy of individuals and their
families. Meagher added new twists, such as claiming to know of instances
where businesses had been robbed after disclosing their assets. He criticized
the agencies’ use of new contracts to reduce their liability and presented
R. G. Dun’s attempts to control its information as evidence of malicious in-
tent; credit-reporting firms, Meagher charged, retained ownership of their
reference books to prevent injured parties from using them as evidence in
lawsuits. The firms’ strenuous lobbying against unfriendly acts introduced
in the state legislatures was additional proof of the system’s conspiratorial
bent.!?”

Meagher’s book contained a number of more serious objections—for ex-
ample, that the opinions of subscribers regarding other traders was given
more credence than the opinions of nonsubscribers. Nonsubscribers, more-
over, had no access to reports and so could not know what was being said
of them. Whether these claims had merit, they did point to the inherent
conflict of interest that occurred when businesses were both subscribers to
and subjects of the agencies’ reports. Meagher was on even firmer ground
when he described the information provided by the agencies as vague and
contradictory. Each of their rating keys covered so huge a spread (“worth
$250K-$500K”) as to be meaningless. Comparing the reports of different
agencies showed how far apart were their estimates regarding the same
merchants. The reports were old, and the notification sheets that suppos-
edly kept subscribers up to date, inadequate. Meagher alleged that most
correspondents and clerks were inexperienced, incompetent, untrustwor-
thy men; they were underpaid—and worth no more than their meager
compensation.!30

In 1896 another full-length attack, The Mercantile Agencies against Com-
merce, was published by one William Chinn. Like Meagher, Chinn decried
the agencies’ attempt “to introduce the spy system in every department of
affairs where the element of confidence enters.” Credit reporting consti-
tuted one of “the most gigantic and thorough-going private systems . . .
apart from and above the government, disclaiming responsibility, and rec-
ognizing no law but that of self-interest.” Chinn compared the American
system unfavorably with the trade protection societies of Britain, whose sole
object was “to discover and blacklist the ‘swindlers and sharpers.”” The
British societies” blacklists were prepared by and for the exclusive use of
members for the purpose of mutual protection, and “no pretense is made
of reporting the standing of everybody.” Members selected their officers,
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all expenses were met by a modest subscription, and—most important—
the societies did not sell their reports to everyone willing to pay for the in-
formation. American credit-reporting firms, by contrast, did not confine
themselves to “sharpers” and “swindlers” but instead recognized “no limi-
tations as to whom they report, nor in the number of customers, provided
the price is paid.”!3!

A rambling and bizarre work, The Mercantile Agencies agninst Commerce
nevertheless voiced objections with which the legal system had grappled
during the previous decades. Faced with criticisms from the press and
threatened with lawsuits, credit-reporting agencies had repeatedly stated
that they merely performed, for a fee, what subscribers would have done
for themselves; that is, they merely acted as agents for their subscribers.
Many wholesalers, the agencies pointed out, also tried to check borrowers’
reputations in their hometowns, obtained information from other suppli-
ers, and occasionally sent a clerk or traveling salesman to check the infor-
mation.

Chinn pointed to the absurdity of this claim, which implied that sub-
scribers were both “customers” of the agencies and “principals” (that is, di-
rectly responsible for their “agents”). He compared this arrangement to
the earlier work of Sheldon Church, who was hired by a group of mer-
chants to obtain information on their behalf and who therefore was an
agent in the proper sense of the term. Church’s employers owned the in-
formation, and he could not sell it to other parties. By contrast, subscribers
to credit-reporting agencies did not own the information; it stayed with the
agencies, who sold the findings to whomever they pleased. Neither the cor-
respondents nor the information itself was under the direct control of sub-
scribers; instead, both were under the control of the agencies alone. How,
then, could credit-reporting firms claim merely to be the agents of their
subscribers? If this were true, Chinn reasoned, “the anomaly would be pre-
sented of principals soliciting themselves to buy what was their own.”132

Like Meagher, Chinn addressed the quality of the agencies’ informa-
tion. He described how correspondents and reporters did their work:

The salaried reporter . . . collects the opinions of others, and hearsay
which may be floating around; sometimes he interviews the party in-
quired about, or asks him for a written or verbal statement of his pe-
cuniary circumstances. What he may gather from the party in the way
of a statement is, however, submitted to others for criticism before
the report for circulation is written. Then, on the other hand, the



170 A Culture of Credit

party may be written to for his statement, which if made is submitted
to ‘authorities” in the same way . . . But the vast bulk of this com-
modity is procured from correspondents, who, upon the whole, prac-
tically give merely their opinions, or what they have heard, as also
they pass upon the statements made by those who reside in their ju-
risdictions. 133

Meant to convey the inadequacies of the system, Chinn’s description in
fact did not differ materially from those found in later textbooks on the
subject. In the ensuing decades, the new credit professionals would ac-
knowledge the credit-reporting agencies’ usefulness but chide them for
their shortcomings in this area. Earling, for one, echoed Meagher’s allega-
tions about the agencies’ correspondents, still perceived as the weakest
link in the system. Although Earling’s opinion of the larger agencies and
their paid, full-time reporters was guardedly favorable, he blasted their
continued reliance on corresponding attorneys, warning that these indi-
viduals “perform their labors entirely gratis, and the reports from this
source seldom furnish details, but simply offer opinions that parties are
supposed to be good or otherwise—generally good.”!3*

In the industry’s struggle for legitimacy, the courts, rather than the leg-
islatures, continued to play the most prominent role. During and after the
Panic of 1873, several state legislatures introduced measures that would
have made the agencies responsible for losses to subscribers resulting from
inaccurate information. R. G. Dun mobilized its branch offices to lobby
against bills in Ottawa (Canada), Missouri, and Pennsylvania—further
proof, according to critics, of the agencies’ conspiratorial and malicious
nature. The flurry of measures that accompanied the Panic of 1873 soon
subsided and was never repeated. Lawsuits, however, continued to be
brought against the agencies. Fortunately for them, the courts increas-
ingly broadened the definition of privileged communication. Sixteen years
after Beardsley had determined that credit reports could not be so pro-
tected, Ormsby v. Douglass (1867) resulted in an important rethinking of
the issue. Once again, a libel suit was brought against the Dun agency; but
this time the court accepted the firm’s arguments and stipulated only that
the communication must be made “in good faith.”!3>

Several decisions in the 1870s, including the Gzbson case discussed earlier,
established that the agencies needed only to be “reasonably diligent.”!3¢ In
most cases, the courts rejected the argument that agencies were liable for
losses resulting from reliance on the information they provided. Courts
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also punished individuals who knowingly submitted erroneous financial
statements. These decisions were lauded by the business press as progres-
sive—“in keeping with the advanced ideas of the business community,
which demands telegraphs, telephones, lightning express trains—in fact
everything that will enable them to transact business securely and rapidly,”
gushed the Cincinnati Commercial Gazette.'3”

A survey of court decisions affecting the agencies reported no cases in
which they were sued for sharing information with nonsubscribers.!38 Yet
courts and jurists clearly were troubled by the wide distribution of poten-
tially damaging information. In The Commonwenlth [of Pennsylvania] vs.
Stacey (1870), in which a criminal action for libel was brought against
R. G. Dun’s Philadelphia office, the plaintift’s attorney described credit-
reporting agencies as one of the “mean methods of making money—some
legal, and some contrary to law”—that had proliferated in the nineteenth
century. He resurrected the argument that no organization could possibly
“go into the secret recesses of the hearts of the merchants throughout the
country, and gather information for the purpose of sending out communi-
cations or publishing a book—alleging that they can give the precise stand-
ing of every merchant in the land.” Such methods, “absurd on the face of
it,” frequently ended up ruining innocent merchants.!®

The court sided with Dun, stating that “a communication is privileged,
even though it be defamatory.” However, it added, “We cannot agree with
the position taken by the defendant, that . . . he may communicate to every
person who becomes a subscriber to his agency statements prejudicial to
the business or moral standing of the merchants of the land, whether the
persons to whom the information is sent have an interest in receiving it or
not.” As a safeguard, the court suggested that every subscriber furnish the
agencies with the names of firms with whom they had credit relations so
that the agencies could restrict the scope of their reporting to those firms
alone.'? (The suggestion was never implemented.)

Meanwhile, the agencies refined their contracts with subscribers to in-
clude disclaimers about the accuracy of the information provided (al-
though, of course, the agencies could still be sued for normal negligence).
Nearly all agencies that provided reference books specified that subscribers
must return them, and subscription agreements increasingly made this re-
quirement explicit.!*! Some contracts specified that the reference books
could not be loaned out to others.!*? Dun continually reminded its branch
managers to protect the confidentiality of all the information they handled.
A circular sent out in 1874 warned that even improperly sealed envelopes
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could be cause for concern.'*3 Another reassured subscribers that the no-
tification sheet was not intended “to be hawked about by canvassers and
distributed to non-subscribers as a means of influencing subscriptions . . .
but is used for legitimate purposes only.”'** Dun quickly put a stop to one
branch manager’s practice of using the notification sheets as a ruse to draw
subscribers to his office so that he could extort information from them.
The “question of printing names on the Sheet has never been covered by
a decision in the courts,” warned the head office, and “vague suspicions
and surmises do not justify the insertion of a name on the Sheet.”!*® Prob-
lems with the notification sheets persisted until Dun finally decided to dis-
continue them entirely in 1908, explaining that the sheets had “been
treated more like circulars of no special importance than as confidential
communications.”*¢ At the same time, Dun’s company manuals increas-
ingly discouraged language that explicitly tied opinions about an individ-
ual’s or firm’s prospects to the agency or its reporters. The final decision
to extend credit should be left to the creditor alone.

Methods for determining creditworthiness remained essentially un-
changed in the period 1865-1900, despite the expansion of trade and the
significant structural alterations that occurred within the distribution sec-
tor. Important features that had first emerged during the antebellum pe-
riod continued, including the reliance on character traits as an indication
of a debtor’s ability and willingness to pay. Judith Hilkey argues that the
continuing focus on character by the authors of success manuals was an at-
tempt to legitimate the new corporate order. This is no doubt true, but it
was also the case that business creditors continued to rely on character
traits because they perceived them to be genuinely effective indicators of
creditworthiness. All the new credit-granting manuals, published begin-
ning in 1890 with Peter Earling’s seminal Whom To Trust, devoted signit-
icant sections to the analysis of character traits.

After the Civil War, R. G. Dun and the Bradstreet agency clearly began to
dominate the industry. Increased scale had obvious advantages, including an
enhanced ability to compare requests for information on the same individual
from different areas of the country, making the detection of fraud more
likely.'#” Another advantage was the ability to leverage information-gather-
ing abilities to develop line extensions—such as directories—to the agencies’
core business. Some of these new products and services succeeded; others
did not.

Competition drove the agencies’ experimentation and growth, as nu-
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merous start-ups took advantage of the industry’s relatively low barriers to
entry. Few had staying power, but their existence proved a continuing
source of annoyance and anxiety to the established agencies, which re-
sponded by trying to expand coverage and improve their services. As R. G.
Dun’s circulars and letter books confirm, competition also enhanced the
quality of the information reported.

Notorious instances of fraud and the financial weakness of many start-
ups undermined the public’s trust in the institution of credit reporting.
Gross errors in reporting prompted lawsuits for libel and negligence.
Agency managers no doubt regarded the suits as impediments, but the le-
gal challenges functioned as an important check, forcing the agencies to
curb their worst impulses and continue improving the quality of their re-
ports. Moreover, favorable court decisions affirmed the legitimacy of the
agencies’ activities. Debates in the press and the publication of at least two
book-length attacks on the institution mitigated the lingering suspicions
by bringing them out in the open for public discussion.

Resistance, unorganized and largely sensationalized, continued through-
out the post—Civil War period, but the trend clearly was in the direction of
acceptance. The reports’ greater convenience and uniformity, increased
protection from the courts, the successful lobbying of state legislatures
by the agencies, and the sheer prevalence of their practices succeeded in
embedding the credit-reporting agencies as permanent elements of the
country’s commercial infrastructure. Favorable court decisions and the
industry’s strong growth indicate that by the 1870s an important shift had
occurred: the desire for transparency had by then trumped concerns about
accuracy. However serious some of the agencies’ reporting errors may
have been, the courts declined to declare their methods invalid, and grow-
ing numbers of mercantile creditors began to view the agencies’ services as
essential.

Toward the end of the nineteenth century, the movement toward profes-
sionalization, along with the heightened emphasis on rationality, efficiency,
and order, led to the formation of the National Association of Credit Men.
The organization lobbied strenuously for greater financial transparency and
further solidified the place of credit reporting in the eyes of the business
community.



From Competition to
Cooperation: The Birth of
the Credit Man, 1890-1920

The birth of the “credit man” was intimately tied to the appearance of the
modern business corporation. During the last two decades of the nineteenth
century, these new organizations began to overshadow the traditional,
single-unit firms that had dominated ecarlier. A new class of professionals—
urban, middle class, technically oriented, and committed to the ideals of
efficiency—emerged to take advantage of the opportunities corporations
offered. Corporate managers assumed the function of allocating resources
throughout the economy, a role that previously had been largely the re-
serve of market and price mechanisms. They made the critical decisions af-
fecting the flows of capital, people, and goods among the corporation’s
units and imposed greater control and tighter standards on operations that
had become much larger and more dispersed.!

The movement to professionalize grew from the impulse of this group to
define their status within the new order. It grew, too, from the perceived
excesses of the Gilded Age.? Accountants were among the first to be shaped
by these forces: they were at the forefront of designing more sophisticated
accounting systems for municipalities and the rate-regulated industries, ac-
tions that earned the approval and respect of private and public administra-
tors. The earliest professional accounting organization in the United States,
the Institute of Accounts [sic] of New York, was formed in April 1882. Five
years later the American Association of Public Accountants (a group more
influenced by emigrant British practitioners) was incorporated. New York
passed the first CPA certification law in 1896, and the next generation of
accountants lobbied to pass similar laws in other states.?

Like accounting, credit granting was profoundly affected by the drive
toward greater efficiency and professionalism. Instruments that formalized
book debts, such as the trade acceptance, gradually gained importance.
Trade acceptances forced debtors to adhere more strictly to payment terms,

174
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and this in turn allowed the instruments to circulate and release the value
that would otherwise have been tied up in creditors’ accounts receivable.
The Federal Reserve and the American Trade Acceptance Council strongly
encouraged the use of this instrument, by launching educational cam-
paigns to inform businessmen of its value.*

The development of more-sophisticated credit analysis was another at-
tempt to promote efficiency and order. Pioneering work in this area first
occurred among New York factors in the textile industry and in broker-
ages specializing in single-name paper and accounts receivable.® Large
manufacturers and wholesalers in nearly all industries soon employed
“credit men,” whose sole responsibility was to appraise the creditworthi-
ness of current and prospective customers. Credit work previously done by
owner-managers or traveling salesmen evolved into a separate function,
carried out by men eager to endow their specialized knowledge with
greater prestige and recognition.

As they became more self-conscious of their role in the organization and
in society at large, these individuals sought to place the art of credit assess-
ment on a more “scientific” basis, to complement the heavy reliance on
“personal intuition, impressions and the variations of personal feelings” that
had characterized credit granting in the past.® They also began to emphasize
the centrality of the credit man within the organization, particularly to help
increase sales.” Aspiring credit professionals distinguished themselves from
salesmen, who were driven solely by the desire to sell. In contrast, spokes-
men for the new credit profession emphasized their ability to transform un-
certainty into calculated risk. “Losses come in taking chances—so does
volume of sales,” stated one credit manual. “That credit man excels who,
taking what looks like a long chance, by such mental means and systematic
methods as he possesses shortens the chance and brings it to the point of
safety.”®

The National Association of Credit Men

The persistent and violent business cycles of the nineteenth century provided
an impetus for the reform of credit practices, one that merged seamlessly with
the drive toward professionalization. By the 1890s, creditors and credit men
had banded together into local associations to deal with insolvents and im-
prove the quality and sharing of information. It was the Panic of 1893, how-
ever, that spurred the formation of a national group, and a resolution to do
so was proposed during the World Mercantile Congress sponsored by the
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Chicago World’s Fair that year. Participants later described the meeting as
“poorly attended” and “disappointing.” Nevertheless, it initiated the es-
tablishment of the National Association of Credit Men (NACM), formed
three years later in Toledo, Ohio. Ten existing local associations formed its
nucleus, and ambitious plans were made to organize many more.’

The new organization, incorporated in New York State in 1897, had an
initial membership of six hundred (although fewer than one hundred actu-
ally attended the first convention). Credit-reporting firms and collection at-
torneys eyed the new organization with trepidation, fearing it would set up
services to rival their own. Associations of retailers, who made up the bulk
of mercantile debtors, also expressed concern that a national association of
credit men might work to their disadvantage. Credit men themselves har-
bored doubts about the merit of a national group. Even so, membership in
the NACM rose by more than threefold during the first year, to 1,746 or-
ganizations and 245 individuals. (By 1920 it would claim a membership of
over thirty-three thousand, making the NACM one of the largest com-
mercial organizations in the world.)!°

The committees formed during the association’s first meetings reveal
the precise areas of concern to credit men: legislative; business literature;
credit department methods; improvement of mercantile agency service;
and investigation. Composed of members chosen from local associations,
these committees became the critical mechanisms for articulating and im-
plementing the NACM’s reform agenda.

Some of the association’s earliest concerns revolved around the reform of
payment methods—for example, discouraging debtors’ use of local checks
to pay bills, a costly practice for their out-of-state creditors. The association
also lobbied for state laws to help stop fraudulent “bulk goods” sales (a com-
mon method of defrauding creditors, whereby dishonest individuals bought
goods on credit and sold them to an accomplice or an unwitting buyer be-
fore absconding), fought the repeal of the newly enacted national bank-
ruptcy law, urged uniformity and fairness in state collection laws, and pushed
to scale back state exemption laws. Improving the services provided by
credit-reporting agencies quickly became part of the association’s core mis-
sion. Although they expressed resentment over the organization’s interfer-
ence and criticism, neither R. G. Dun nor Bradstreet resisted the NACM’s
overtures, and reports on the agencies’ progress became a regular feature of
the annual conventions.!!

Members of the NACM published the first manuals on credit manage-
ment and shaped the understanding of that subject during the opening
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decades of the twentieth century. The first, Whom To Trust by Chicago
credit man Peter R. Earling, was published in 1890. (Earling later helped set
up the meeting in Chicago that called for the formation of the NACM.)!?
Credit manuals were part of a larger development that saw the publication
of numerous business books on a wide variety of technical topics. Chicago
businessman Arch W. Shaw, whose company produced a range of business
books and a well-regarded business journal (Systems), was among the most
influential publishers of the genre.!'® Another major publisher, the Alexan-
der Hamilton Institute of New York, issued a series called “Modern Busi-
ness” under editor in chief Joseph French Johnson, Dean of the New York
University School of Commerce, Accounts, and Finance, one of the coun-
try’s first modern business schools. In addition to a volume on the principles
of credit assessment and collections ( Credit and the Credit Man), the series
included titles like Plant Management, Marketing and Merchandising, Ad-
vertising Principles, and Salesmanship and Sales Management. By World
War I, members of the NACM were offering courses on credit granting
through the Young Men’s Christian Association and attempting to estab-
lish them in a number of colleges and universities.'*

The appearance of technical manuals and the establishment of specialized
courses were part of a distinct pattern that could be found wherever new,
self-conscious groups of practitioners aspired to become professionals. Typ-
ically, these groups claimed special status for the technical skills and knowl-
edge of members by demonstrating that their expertise was necessary for
the well-being of society.!® The National Association of Credit Men made
regular, almost ritualistic declarations about its members’ expert attempts
to infuse business practices with a spirit of moral responsibility. In a typical
statement, association president William Prendergast declared that the
NACM “was the first body that ever successfully attempted to accomplish
an improvement in the conditions surrounding credit based upon ethical
and educational purposes.”!® Assertions such as these also appeared in the
forewords of the new credit management textbooks and manuals, some-
times accompanied by “histories” that endowed the occupation with a kind
of pedigree. Credit manuals frequently began by tracing the beginnings of
mercantile credit in the ancient world and then followed its development
through several thousand years before ending with the enlightened and
progressive practices of the author’s own era.

Spokesmen for the new profession portrayed themselves as the instru-
ment of order within a society perpetually rocked by financial disorder.
Credit men “occupy a unique position in industrial society,” according to
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one manual, because “they either induce a healthy moral tone or else are
responsible for practices which result in heavy losses.”!” Prendergast went
further, stating that “commercial credit exerts a greater influence upon the
tendencies of the people than almost any other phase of human activity.
This influence manifests itself in the social as well as the economic depart-
ments of life.”!® By teaching proper credit methods to business owners,
the NACM sought to fulfill its role as the guardian of both economic sta-
bility and the morals of American business. (To be sure, the NACM’s
assertion that its members had a central role in the economy was justi-
fied. From a scholarly standpoint, corporate credit men epitomized Alfred
Chandler’s “visible hand”—the professional administrators whose collec-
tive decisions allocated resources more purposefully than the market.)

The credit men’s claims to professionalism became linked to the idea of
transparency and the accompanying need for cooperation among practi-
tioners. “Selfish” and “secret” practices were equated with the past and
contrasted to more modern, “liberal” attitudes. Asserted repeatedly in the
NACM’s conventions, articles, and pamphlets, the twin goals of trans-
parency and cooperation became the distinctive modernizing mission of
the association.!? Tronically, the cooperative model that was established in
Britain during the late eighteenth century, well before the appearance of
credit-reporting firms in the United States, came to epitomize the more
“progressive” business practices of the new American profession.

In common with other newly professionalized groups, the NACM
looked to the technical and moral education of members as the key to
achieving its goals. The association resolved to compile statistics, by com-
mercial center and line of business, on current payment methods and prac-
tices and to publicize the most effective and innovative practices among
local associations. Findings were printed in pamphlet form for distribution
to the local associations and the trade press. In 1898 a monthly newsletter,
Bulletin of the NACM, was founded to improve communication among
members.2’

Reforming Financial Statements

The waves of corporate mergers during the late nineteenth and early twen-
tieth centuries led to demands for greater “publicity” of corporate finan-
cial information. Responding to the new political climate, Congress in
1898 created the Industrial Commission to hold hearings on whether
trusts were in restraint of trade and competition. The commission met
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regularly until 1902, and in 1900 it published a preliminary report that,
among other recommendations, called for the establishment of an inde-
pendent public accounting profession to prevent corporate abuses such as
stock watering.

Two years later the commission recommended that trusts be required to
publish annual audited reports detailing their profits and losses as well as
assets and liabilities. Although some witnesses argued that dividend pay-
ments provided sufficient information for investors to make decisions,
many who represented the trusts sided with the commission. Their sup-
port stemmed largely from a desire to counter the intense public skepti-
cism triggered by the corporate scandals of the previous two decades. The
Bureau of Corporations, set up in 1902 and lasting until the start of World
War I, further promoted the “efficient publicity” of corporate financial
statements.?!

The NACM went beyond the relatively modest aims of the federal regu-
lators. Its early meetings were devoted to the determined, if halting, at-
tempts to impose transparency on all American businesses, not just the
controversial corporations and trusts. In 1897 the NACM’s Credit De-
partment Methods Committee argued for the necessity of procuring signed
statements from all businesses.?? The NACM soon joined forces with the
American Bankers Association, which in 1908 recommended that audited
financial statements be made more widely available. (Many bankers became
members of the NACM. In 1915, they formed their own subgroup, the
Robert Morris Associates, named for the most important financier and
banker of the American Revolution.) Together, the NACM and the Amer-
ican Bankers Association worked to pass in every state laws punishing
debtors who submitted false statements, whether directly to creditors or
indirectly to credit-reporting agencies. Congress passed a measure (U.S.
Criminal Code, Section 215) making it illegal to send false financial state-
ments through the mail. The new law was more stringent than existing
state laws.?3 Passage of the first federal income tax code in 1913 further in-
creased the demand for statements and encouraged improvements in their
content.*

The NACM pushed for greater uniformity of financial statements, argu-
ing that it would ease the decision-making process for investors and cred-
itors by allowing them to compare businesses more casily. Uniformity was
in keeping with the spirit of Progressive reform, which had begun with ef-
forts to standardize municipal accounts. Federal officials grew enamored
of the idea and tried to expand it into the private sector. (Accountants
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were less enthusiastic, fearing that a system of uniform accounts would re-
duce the need for professional judgment and turn accountants into mere
clerks.)?® To encourage standardization, the NACM developed and sold
“uniform statement blanks.” By its fourth annual convention in 1899, the
NACM counted 133 firms using the forms.?®

Greater availability and uniformity of financial information made possible
the development of more-sophisticated ratios to analyze business perfor-
mance. Simple ratios, such as expenses as a percentage of sales, had been
understood since at least the mid-nineteenth century. In the late 1890s, the
current ratio, or current assets divided by current liabilities, became more
prevalent. (“Current assets” are cash and other assets—notes and accounts
receivable, inventory, and marketable securities—that are expected to be
converted into cash during a firm’s operating cycle, normally within a year.
“Current liabilities” are payments that are due within the year.) Because the
current ratio directly related a firm’s liquid assets to the payments immedi-
ately due to creditors, it marked a significant step in allowing creditors to
predict the likelihood that a firm would meet its payments. Banks began to
rely heavily on this ratio as the only proper foundation for loans. They be-
gan touting the “50 percent rule,” which dictated that a borrower’s current
liabilities should not exceed 50 percent of current assets.?” The NACM’s
Bulletin set out similar guidelines in 1902, and in 1905 James Graham
Cannon, president of the Fourth National Bank of New York and an early
president of the NACM, recommended a set of ratios in a paper to the New
Jersey Bankers Association.?8

Even so, resistance to providing financial statements to mercantile credi-
tors, especially among smaller retail establishments, persisted. Vigorous
competition among suppliers ensured that retailers were constantly wooed
by traveling salesmen, who feared that requests for financial statements
might jeopardize their sales. The salesmen applied pressure on their com-
panies’ credit departments to approve requests for credit quickly, prompt-
ing some credit men to ask for statements only when they had strong
suspicions about the applicant.?? The form issued by the Bradstreet agency
in the 1890s demonstrates the depth of the reluctance to furnish state-
ments. Bradstreet phrased its request for financial information carefully, re-
assuring business owners that it “arises from no unworthy or impertinent
motive, but is intended simply as an act of courtesy and justice to yourself.”
Requests for information gave the debtor the opportunity to “speak in his
own behalf . . . and give such references as have knowledge of his pecuniary
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responsibility, and thus correct any errors [caused by] prejudice or want of
knowledge on the part of those applied t0.”3% A voluntary statement, in
other words, was the best defense against becoming a victim of inaccurate
information provided by others. The NACM argued that complying with
the request for a statement would make the applicant a better merchant be-
cause it obliged him to take an annual inventory and pay more careful at-
tention to the financial condition of his business.3!

Yet R. G. Dun and the Bradstreet agency were themselves skeptical of the
value of statements, even though both intensified their efforts to obtain
statements and distributed pamphlets explaining their benefits. Bradstreet
president Charles Clark told the NACM that his agency began soliciting
statements primarily “to correct an impression [among the business com-
munity] that our information was gathered from secret sources.” The need
to obtain more complete and detailed information was a consideration, but
only a secondary one, because the agency regarded self-reported statements
as frequently inaccurate or overoptimistic. Clark pointed out that even
banks—which, unlike mercantile establishments, were required by federal
law to prepare statements and were subject to government examination and
supervision—often failed unexpectedly. Given this scenario, the value of a
haphazardly prepared statement, especially by a small merchant unschooled
in proper methods, was questionable at best.??

Statistics from the period confirm that the quality of self-reported finan-
cial information continued to be low. A survey of small manufacturers and
traders conducted for the U.S. Bureau of the Census in 1900 found that
the majority of businesses did not keep accurate accounts. As a result, they
could not calculate the extent of their liabilities or assets nor determine
whether their businesses were profitable.3? Credit manuals warned against
taking statements at face value. “Unfortunately, many a small merchant
does not keep books in any real sense,” according to one manual. “You will
find in his store a couple of spindles, on one of which he puts the bills as
they come in, while on the other he puts the bills as he pays them. He may
also have a blotter in which he records the sales he makes on credit.”?* An-
other manual reported that many country traders did not even keep ledger
accounts; instead, they just depended on the bills and statements they re-
ceived to serve as records of their transactions: “The original bill is their
book account, the statement is their reminder, and their own check or the
draft retuned to them by their bank is their voucher receipt.”3®

Expenses like utilities, insurance, taxes, transportation, mailing, office sup-
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plies, and losses from bad debts and theft were not properly recorded. Nei-
ther was depreciation expense. Credit manual writer Peter Wahlstad warned
that “in certain lines, especially those affected by fashion . . . goods may be
worth only a fraction of their original value.”3¢ Robert H. Montgomery,
president of the American Association of Public Accountants, told the
NACM in 1913 that the bad debts incurred through borrowers’ ignorance
“are tremendously greater than are those based on fraudulent statements.”3”
The problem was so widespread that the NACM’s Credit Department Meth-
ods Committee recommended distributing a pamphlet to retailers outlining
a simple method for keeping accurate accounts. Prizes were oftered for the
best essays on simple and effective methods of bookkeeping and accounting
for retailers.®

Serious problems in obtaining accurate financial statements explain why
“character” (indications of the willingness to pay) continued to be so im-
portant to credit assessment. Attempts to put the process on a more sci-
entific basis floundered because of indifference, suspicion, and ignorance
about the basics of bookkeeping among business owners. Whatever the
supposed benefits of making a statement, most business owners believed
that the very fact of having provided one was itself sensitive information.
Both Bradstreet and R. G. Dun refused to comply with requests by the
NACM that the agencies indicate which capital ratings in their reference
books were based on a signed statement. That information, the agencies
argued, had been “entrusted to us to use with discretion.”?’

Interchange of Debtors’ Payment Records

Toward the end of the nineteenth century, a consensus began to emerge
that creditors themselves were the best sources of information on debtors.
Payment records, known as ledger or trade information, increasingly were
seen as more objective indicators of creditworthiness than were character,
past experience, or capital.*® Peter Wahlstad became one of the most vocal
supporters of credit information interchanges (or “bureaus”), arguing that
they were superior to agency reports. “It is now pretty well recognized,” he
claimed, “that the record of a dealer’s purchases and payments, provided it
is sufficiently complete, affords more material for intelligent credit analysis
than the combined testimony of agency ratings and reporters’ opinions.”*!

Local attorneys, banks, and traveling salesmen also began to be seen as
inferior sources of information, although there was disagreement about the
relative merits of each.*? Creditors had long relied on attorneys for infor-
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mation and debt collection, and directories of attorneys willing to provide
these services continued to be widely available. Attorneys paid a yearly fee
for inclusion, and the directories were distributed to wholesale houses, col-
lection agencies, and other interested parties. Some attorneys charged for
their services based on a schedule of fixed rates adopted by county bar as-
sociations. More typically, publishers of the directories used the same sys-
tem as the credit-reporting agencies: they required participating attorneys
to provide free credit reports in return for debt collection work. Publishers
even sold inquiry forms for subscribers to send to the attorneys. Wahlstad
claimed that the system was less extensively used than formerly, but a text-
book on credit practices published until the mid-twentieth century en-
dorsed the use of local attorneys. They were “frequently acquainted with
the personal and family history of local merchants from the time of their
youth,” it explained, “and what the attorney does not know from this ac-
quaintance, he knows from the gossip of other members of the commu-
nity.” Moreover, attorneys were usually adept at valuing the local property
owned by their fellow townspeople.*3

Similar disagreement arose over the merits of banks and traveling sales-
men as sources of information.** Some credit men did not consider banks
reliable allies because bankers were too fearful of violating client confiden-
tiality.*® Entrusting salesmen with the task of collecting information also
was controversial. According to critics, the eagerness of salesmen to close
sales compromised the caution that was necessary to good decision making.
In 1859 the Cyclopaedia of Commerce commended the credit-reporting
agencies precisely because of their greater objectivity compared to travel-
ing salesmen.*® Nearly three decades later the Cincinnati Commercial
Guazette affirmed that “the efforts to secure trade by sending out travelers,
who frequently solicit patronage without regard to the fitness of the sub-
ject for credit, have made mercantile agencies a necessity.”*” Yet salesmen
were in close touch with customers, seeing them anywhere from once a
month to every six months, depending on the type of goods sold.*8 The
salesmen’s intimate knowledge of their customers’ businesses prompted
many suppliers to rely on their judgment.* Manufacturers and whole-
salers with ethnically diverse customer bases depended heavily on salesmen
who belonged to the same ethnic groups as their customers.>°

Compared to these problematic sources, ledger information appeared
much more objective and reliable. Yet it was the single most difficult piece
of information to obtain because creditors had little incentive to share their
records with one another. The systematic interchange of customers’ pay-
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ment records increasingly became an important objective of the NACM. Its
Credit Department Methods Committee produced a directory of members
to stimulate the practice, and local associations were encouraged to appoint
secretaries to administer the exchange of information.! In its first year, the
NACM developed and circulated a standard trade inquiry form. A year later,
over 170 mercantile businesses were using it.?> Among them were the Na-
tional Wholesale Saddlery Dealers Association and the Associated Trades
Credit Exchange, which included lines such as wagons and carriages, and
millinery.3

Even prior to the formation of the NACM, a few local associations had
already established reporting bureaus for the exchange of ledger informa-
tion among merchants in their area. The NACM built on the experiences
of the locals by providing a forum for comparing differences in practice
and approach. Denver, for example, charged all members $35 regardless
of size, while other locals charged on a per-use basis.>* Baltimore reported
not only on late and fraudulent accounts but also on attorneys who gave
unsatisfactory service and employees who ran afoul of their employers.
Nashville’s members could obtain information on how much a debtor
owed in that city, to whom the debt was owed, how much was past due,
whether the debtor had been sued, and whether claims were pending
against him. Its system was reportedly so successful that local businesses
were inspired to apply for membership.5®

Nashville’s experience illustrated how the establishment of a reporting
and collections bureau could stimulate interest among merchants. But
with few exceptions—such as New York and Philadelphia, which regularly
corresponded with one another—the locals rarely exchanged information
on a regular basis.?® Establishing a national interchange system would cor-
rect the flaw, but practitioners’ skepticism about its viability and usefulness
had first to be overcome, a process that proved slow and halting.5”

Compared to merchants in Britain and Germany, those in the United
States were slow to establish mechanisms for sharing information. British
merchants and shopkeepers had begun alerting one another about prob-
lematic debtors in the late eighteenth century (see Chapter 1). By the 1850s,
the country’s local trade protection societies had formed debt collection de-
partments and established funds to provide legal help to members. Soon af-
ter, they formed a national reporting network. Trade protection societies
became a powerful interest group, lobbying Parliament on issues such as the
continuance of imprisonment for debt.?® In Germany, the Union of Credit
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Reform Associations was organized in 1882; it consisted of manufacturers,
merchants, bankers, and other creditors. The association did not request
statements from debtors but instead distributed confidential information,
gathered from its members, on the standing of firms secking credit. It also
collected delinquent debts.> By the late 1890s, the German association re-
portedly consisted of six hundred local offices with correspondents all over
the world. It helped locate absconding debtors, acted as arbitrator in doubt-
ful cases, secured the services of lawyers at reduced fees, and published a
newsletter. Membership totaled forty-seven thousand, and the association
provided over two million answers to members’ inquiries annually.®

In the United States, a few short-lived trade protection societies had
been established earlier in the century, but more permanent ones did not
appear until the late 1870s. Even then, they were local in scope or focused
only on particular lines of trade. In Detroit, a Merchants’ and Manufac-
turers’ Exchange was set up in 1878. In the West Coast, boards of trade
functioned as credit interchanges during the 1880s. Wholesale druggists
exchanged information on a regional basis beginning in the 1890s, and by
the end of the century, exchanges had been set up by national industry
groups such as the Heavy Hardware Credit Bureau and the Clothiers As-
sociation.®! During the 1910s the Iron and Steel Board of Trade, head-
quartered in New York, operated a trade credit interchange service, as did
the jewelry, furniture, shoe and leather, stationery, crockery, lumber, glass,
paints, fruits and produce, electric, and building trades, among others. By
1920 nearly all large manufacturers and distributors reportedly partici-
pated in some kind of interchange.?

Trade protection societies were already beginning to proliferate by the
time the NACM was founded. Yet the association argued that far more in-
formation should be exchanged, and it criticized the credit-reporting
agencies for their deficiency in collecting ledger information.®3 The idea of
establishing its own national interchange occupied the NACM beginning
in 1901, but concerns about the relationship between the national and lo-
cal associations hampered the project. As with all federations, questions
about how power, responsibility, and sovereignty would be divided and
delineated occupied a great deal of the national board’s deliberations. In
the beginning, the NACM found itself relatively powerless, able to do
little more than exhort and cajole the locals into implementing the na-
tional association’s agenda.®* When the New York local proposed that the
NACM itself might establish a clearinghouse, questions immediately arose
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about the national association’s responsibility over such a body.%®> Even the
tame suggestion that a committee be appointed was tabled when an ob-
jection arose that turning the national association into an interchange
would dilute its effectiveness in other areas.®® Credit interchanges, the
Chicago association argued, already existed in many lines of business, and
merchants generally were not interested in lines outside their own. Mem-
bers who were dissatisfied with the service might drop out of the NACM
altogether.%”

Persuading all creditors and credit men of the merits of a national inter-
change remained difficult. Supporters attempted to overcome the resistance
of members by equating the willingness to cooperate with shrewdness: “To-
day he is considered a shrewd and successful credit man who will inspire
confidence among even his competitors by throwing open his ledgers and
his credit records if necessary.” Smart credit men knew that they would re-
ceive “an equally true statement from that same competitor.” Other sup-
porters pointed out that manufacturers cooperated to maintain prices.
Why should not creditors do the same to control and monitor credit?®8

Skepticism arose because of the disincentives common to all such coop-
erative arrangements. For credit men, these included the possibility that
unscrupulous creditors would give favorable recommendations to unload
weak customers onto other suppliers or use the interchange to find out
about and poach a competitor’s good customers.® However exceptional
such actions may have been, they gave rise to mutual suspicions. Reports
reached the NACM that a number of trade associations, including the dry
goods and boots and shoe dealers in Minneapolis, resisted sharing trade
information with one another. Indianapolis creditors feared that being
drawn into correspondence with other cities would result in more compe-
tition, without any offsetting benefits. Trade creditors also resented re-
ceiving inquiries from fellow suppliers who were simply updating their
records.”® In 1902 the NACM’s Credit Department Methods Committee
confirmed that the sentiment toward interchanges was generally unfavor-
able in large cities.”!

Similar obstacles also were apparent at the local level. One NACM mem-
ber recounted how a local business with eight thousand to ten thousand ac-
counts found itself overrun with requests for information, mostly from
small suppliers who had little to offer in return. The requests so over-
whelmed the clerk in charge that the business had to withdraw from the
bureau.”> The Nashville association reported other problems. One of its
members regularly requested information but refused to provide precise
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figures himself, and there was no way to force him to cooperate. Some city
members refused to admit merchants from the surrounding countryside,
despite the obvious benefits of an enlarged membership.”® The problems
were not easily overcome. “Each creditor has sat mute and isolated, hermit-
like and dignified,” complained one credit manual, “refusing to be drawn
into a discussion of any account on his books.””*

At least one entrepreneurial concern, Credit Clearing House (CCH),
capitalized with some success on the mercantile agencies’ shortcomings in
reporting ledger information. Founded in Saint Paul, Minnesota, in 1888,
Credit Clearing House was set up along the lines of a trade protection so-
ciety, but it was run for profit, with members as stockholders. (The firm
left no records, so it is not possible to determine exactly how it made prof-
its. Some of its revenues appear to have come from ancillary services such
as debt collection.) In 1892 the organization expanded into Chicago, and
in subsequent years it opened branches in Saint Louis, Louisville, and
Cincinnati. As of 1902, Credit Clearing House had offices in twenty-two
cities, and by 1916 it covered a reported five hundred thousand retail mer-
chants in some thirty lines of trade.”

Although run for profit, Credit Clearing House differed from the older
credit-reporting agencies in a number of ways. Like the agencies, the firm
tried to obtain financial statements from borrowers, but the bulk of its in-
formation came from creditors, the organization’s stockholder-members.”¢
Members were required to register the names of all customers and to alert
the company whenever any came under investigation. The reports were then
distributed to all interested members. Credit Clearing House also flagged
slow payments and unusually high requests for new credit.”” Unlike the ex-
isting credit interchange bureaus, which confined themselves to specific
trades and localities, Credit Clearing House covered merchants and manu-
facturers in every line of trade, local and national.”® It presented its findings
in statistical form (“25 payment experiences, 40 per cent. slow”), further
imbuing the information with an aura of scientific objectivity.”®

Credit men were intrigued by the benefits offered by Credit Clearing
House.3? Problems with the service, however, prevented their unreserved
endorsement. A number of NACM members noted that the service was
expensive and slow, and the information was often incomplete or inaccu-
rate. Credit Clearing House was not immune to the disincentives that
plagued trade protection societies: its larger member-stockholders, in par-
ticular, felt they did not get a fair return for the information they supplied.
Whatever their size, members frequently complained that responding to
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requests was cumbersome, and the forms required too much detail. Para-
doxically, they also groused that Credit Clearing House lacked a sufficient
number of subscribers, which limited the network’s usefulness. Many credit
men also were leery of opening their ledgers to an organization that they
did not control.3!

Credit Clearing House responded to the concerns and criticisms in the
NACM’s annual conventions and in the pages of the Bulletin. To the com-
plaint that its fees were too steep, the firm answered that there were no
economies of scale in an interchange system: expenses rose in proportion
to the number of branch offices it established, so fees had to be raised and
the number of inquiries per member limited.8? Credit Clearing House
readily admitted that its membership base was insufficient. As for com-
plaints that responding to requests for information was cumbersome, the
firm pointed out that there was no way to make an interchange system as
“simple” as a general reporting system—presumably referring to the by
then well-established credit-reporting agencies. Credit Clearing House
could do little except urge members to answer requests more promptly,
and point out that the average number of requests made upon each mem-
ber was only three per day. (Larger businesses, though, undoubtedly re-
ceived significantly more. )83

Not surprisingly, Credit Clearing House recommended against the
NACM setting up its own interchange. The initial investment would be high;
Credit Clearing House itself had spent some $300,000 between 1888 and
1902 to develop its infrastructure, an amount that the NACM would find
difficult to match. Duplication, moreover, was inefficient: “There is room for
but one,” the firm argued, “because the information . . . contributed by the
same house to two or more sources would not increase its value one iota.” In-
stead, Credit Clearing House proposed that two members of the NACM join
its directorate and that each local association establish an advisory committee
to confer with the firm’s branch office in their city.3*

The reluctance to form interchanges highlighted an inherent paradox:
interchanges must have a high rate of participation but cannot be so large
as to make it impossible for individual members to answer all inquiries.
Greater scale led not to economies but to increased usage per member. One
credit man likened the interchange to telephone companies, which gave
good service in small towns for a relatively low rate. In larger towns, how-
ever, the number of calls made per household “seems to increase in geo-
metrical ratio,” forcing telephone companies to raise prices substantially.8?



From Competition to Cooperation 189

Peter Wahlstad argued that a point would inevitably be reached at which
the work demanded of each member would far surpass any perceived ben-
efits. He believed, however, that the system naturally achieved equilibrium
because membership would automatically be reduced to a point where in-
terchange once more became workable. This “automatic limitation” meant
that the system could not attain universal application and would function
only when restricted to particular markets. One way to lighten the work-
load, Wahlstad suggested, was to restrict the reporting to “abnormal” ex-
periences, such as requests for new credit, substantial jumps in request for
credit, or slow payments. He estimated that eliminating the “normal” ex-
periences would reduce the burden on credit departments by more than
95 percent.8® Other manuals suggested that establishing a central bureau
run by full-time administrators or clerks might also mitigate the problem,
although the initial outlay and maintenance costs could be high.8”

In 1904 the NACM again rejected the idea of a national interchange as
too costly and unwieldy.3® It formed the special Committee on Credit Co-
operation the following year, but subsequent conventions continued to reject
a national interchange because the cost was prohibitively high. Supporters
continued to be disappointed by the low levels of cooperation among lo-
cal associations. A survey conducted by the NACM in 1910 found that of
the thirty locals that responded, seventeen conducted a credit bureau, but
only thirteen indicated a willingness to share ledger information with
other locals.®

The NACM struggled for years to persuade locals even to establish a bu-
reau, let alone share ledger information with one another. In 1918 still only
about 30 percent of the total membership participated in an interchange.
With the end of the Great War imminent, E. E. Pratt, chief of the U.S.
Bureau of Foreign and Domestic Commerce, recommended to the annual
convention that the interchange of ledger information proceed on an inter-
national basis. A “movement is on foot among the firms interested in doing
a permanent export trade, to exchange credit information concerning their
customers in foreign countries,” Pratt stated, adding that NACM members
“will need to cooperate with each other, with your banks, with our merchant
marine that is to be, and with your government.”® American credit men
were forced to acknowledge the superiority of European mechanisms and in-
stitutions for conducting international trade. Europeans routinely relied on
trade acceptances, and they had established far-superior sources of informa-
tion in regions like Latin America.”!
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At war’s end, the prospect of increased foreign and domestic trade pro-
vided the NACM with the leverage to complete two projects that had
been stymied for years. In September 1919, the association established the
Foreign Credit Interchange Bureau (FCIB), a clearinghouse for American
exporters who did large amounts of business with foreign firms. The new
bureau handled over 5,500 requests for information in its first few months
alone. Long a project of the NACM’s Foreign Credits Committee, the es-
tablishment of the FCIB had been resisted as unnecessary by some mem-
bers.”?> Considerable progress also was achieved in the domestic credit
bureaus. In 1920 the NACM reported that more than 60 percent of the
local associations had established them, a substantial increase from only
two years previous.”®> The NACM’s Credit Interchange Burcau System
was finally made national in scope with the establishment of a Central Bu-
reau in Saint Louis in 1919. It acted as a clearinghouse but left the actual
production of reports to the local associations.*

As for Credit Clearing House—it did not succeed in overcoming the
challenges of a for-profit interchange model. After about 1920, references
to the company all but disappeared from the speeches and literature of the
NACM.

Attempts to establish credit interchanges, the vast majority of them still
restricted to particular localities or lines of trade, continued to accelerate.”®
In 1920 William Prendergast remarked on the interchanges’ lack of unifor-
mity, which came about because each “system has had to depend for its
development upon the sporadic attempts of its followers to cultivate its
popularity among credit men.”® One credit manual, however, emphasized
the progress made. Despite continuing disagreement, “the feeling on this
broadminded practice, previously regarded with considerable prejudice,
has now practically disappeared.””

Improving the Credit-Reporting Agencies

In speeches and reports, credit men typically referred to “both” credit-
reporting agencies, indicating that R. G. Dun and the Bradstreet agency
now dominated the field. Both firms also expanded rapidly abroad: of the
115 new offices R. G. Dun opened between 1891 and 1916, 83 were lo-
cated outside the United States.”® Observers believed that the size and
reach of the two agencies were a barrier to competition. They “are now so
large and so well-established,” wrote Peter Wahlstad, “that it is more than
doubtful that a rival institution could be established.” Attempts to do so,
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even when backed with large capital, invariably failed.”® Yet the large scale
of the two agencies did not necessarily translate into a duopoly because
Bradstreet and Dun faced competition from at least three sources: smaller,
more specialized credit-reporting firms; credit interchanges; and special
agents hired by larger banks and wholesale houses to conduct proprietary
credit investigations.!00

Even critics conceded that growing scale and accumulated experience had
allowed Bradstreet and Dun to improve their services. In large commercial
cities, reporters now specialized in particular trades, and some veterans could
boast twenty, even thirty, years’ experience. Paid representatives in major
courthouses throughout the United States telegraphed data on suits, judg-
ments, chattel mortgages, and liens of all kinds. The rapid transmission of
these items was reflected in the agencies’ published reference books: Brad-
street’s volume for the first six months of 1903 underwent over 489,000
changes, or an average of 3,239 for each business day.!%!

Yet many of the agencies’ methods and practices had remained essen-
tially unchanged since the 1840s. Full-time reporters covered the more
densely populated areas of the United States, but in localities where they
made only periodic visits, the agencies still depended on local attorneys,
postmasters, bank cashiers, and merchants for the bulk of their informa-
tion. Despite the enthusiasm for more-objective items such as payment
records, rumors and reporters’ impressions continued to play an impor-
tant role.!92 The agencies, moreover, continued to emphasize the narrative
of a borrower’s business life. When the NACM suggested that Dun and
Bradstreet standardize their reports to make them quicker to read, both
agencies declined, insisting that reports had to be read in their entirety and
that reporters should retain the freedom to write up their findings as they
saw fit.103

By the beginning of the twentieth century, nearly all manufacturers and
wholesalers used the information furnished by the credit-reporting firms.
The National Association of Credit Men estimated that some 70 percent
of all orders were shipped based on agency reports. Trade, the NACM
stated, was “largely dependent for its development, security, and perpetu-
ity upon mercantile agencies,” and dependence upon them “for full and
accurate knowledge of a merchant’s standing is the most practical and
convenient method for both debtor and creditor.”!%* Manuals regarded
the agencies positively, and the NACM’s Bulletin regularly featured letters
from credit men expressing confidence in the general usefulness of the ser-
vice.!% Along with the usual admonitions not to rely solely on data pro-
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vided by the agencies, manuals typically recommended that credit men use
them to secure fresh special reports and urged credit men to provide the
agencies with the names of businesses in which they had an ongoing in-
terest. Moreover, the agencies allowed credit men to avoid asking cus-
tomers directly for financial statements, which might cause offense.!

Even so, complaints abounded that the information provided by the
agencies still lacked accuracy and freshness. Nor did the agencies try hard
enough to obtain ledger information. “Their reports are not guaranteed
correct,” admitted F. G. Helmbold, a former manager of Bradstreet’s
Philadelphia office, “and should only be used to supplement the work of the
credit man to arrive at conclusions.” E. F. Morgan of the National Furniture
Company of Atlanta, who was also the president of that city’s NACM chap-
ter, made an even more frank assessment: “No agency of which I have any
knowledge, approaches a perfect or even satisfactory service to its patrons—
not even the special agencies which have put in new features and have made
some progress in that direction.” Even the best service was “subject to crit-
icisms for inaccuracies in ratings and special reports, so serious as to make
the credit man feel constantly that he is taking great risks in extending
credit on any such so-called information.”'%” The agencies” methods struck
some credit men as overly impressionistic, and they continued to question
the competence and integrity of reporters and correspondents.!® Accord-
ing to the NACM, the agencies did not expend enough effort researching
public records, including confirming the ownership of real estate.!?” Re-
ports were plagued by errors; one NACM report ventured that 30 percent
of losses could be directly attributed to the agencies’ inaccuracies.!1?

In hindsight, monitoring the agencies should have seemed an obvious
part of the NACM’s agenda. Yet it was apparently not until Ernst Troy of
the Cincinnati association suggested it that a committee was formed, with
Troy as its first chairman. Questions about the NACM’s official relationship
to credit-reporting firms once again brought up the issue of the associa-
tion’s perceived independence. Should a resolution be passed clearly stating
that the NACM was not allied with any firms? Should credit-reporting
agencies be able to sell their stock to members of the NACM, and should
members be allowed to sit on the firms’ boards?!!! Was it a responsibility of
the association to apprise its membership about new agencies? Given the
difficulty of obtaining good information on new agencies and services,
some members believed that the NACM should function as a clearinghouse
for such information. Others, however, worried that the mere mention of
an agency compromised the association’s strict neutrality.!1?
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Initially, the NACM passed only a few modest resolutions: that the agen-
cies be encouraged to price their reports according to the amount and qual-
ity of information contained in them; that they not assign a capital rating
unless a merchant had submitted a signed statement within the previous
year; and that the NACM keep records of R. G. Dun and the Bradstreet
agency to determine which offered better services. (Credit men generally
believed that the quality of service offered by the two firms was roughly the
same, varying mainly with the competency of individual branch managers.)
Although it was agreed that the agencies had not done enough to meet re-
quests for improved services, the NACM opted to monitor and cooperate
with them rather than insist too forcefully on reforms. For their part, Brad-
street and Dun had initially feared that the NACM would establish rival ser-
vices, and they often responded testily to the association’s recommendations.
In general, however, both firms indicated a willingness to cooperate. Cer-
tainly, they had a strong financial incentive to do so: NACM members pur-
chased some 1 million dollars” worth of credit reports from agencies every
year. In 1897 the NACM invited the heads of Bradstreet and Dun to attend
its annual convention. Although neither man accepted the invitation, both
sent representatives to address the association’s concerns.!!3

The NACM believed that the problems could be traced to the agencies’
difficulties in obtaining financial statements. A sampling of agency reports
analyzed by the NACM in 1897, revealed that only 10 percent contained
information based on signed statements, and a further 8 percent had in-
formation based on verbal statements only. In other words, a full 82 per-
cent of all reports were not based on any financial statements whatsoever.
The agencies responded that statements from individuals such as black-
smiths, builders, physicians, and barbers were not worth procuring. “I
have found not to exceed cighteen to twenty percent of the merchants
throughout the country in a position to make a statement,” a representa-
tive of the Bradstreet agency told the association, because they “keep no
books.” He recounted receiving a letter from a business owner who ad-
mitted that “he hadn’t taken stock for twenty-six years and didn’t know
how to make a statement.”!1*

An investigation conducted by the NACM five years later found some
improvement: this time, 37.5 percent of the agency reports contained fi-
nancial statement information less than one year old. But it was still not
good enough, according to the association. The agencies again defended
their record, asserting that business owners often responded to requests
for updated statements by declaring that their financial position had not
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changed at all. “Some of them resented it as a reflection on themselves,” ac-
cording to the Dun representative, “and asked of the reporter whether
their word could not be believed, and if not, would the signed state-
ment?”!% (The problem was shared by members of the NACM, who
themselves were hard pressed to obtain statements, especially from small
businesses.)!1¢ Bradstreet and Dun rejected the NACM’s recommendation
that they push harder for additional information, such as a firm’s annual ex-
penses. Doing so, the agencies believed, would further discourage business
owners from submitting any statement at all.''” Asking for statements in
person and checking the real estate ownership records of every individual
and firm once a year also were beyond the agencies’ means.!!8

The NACM continued to insist on the critical importance of financial
statements, even going so far as to recommend that the agencies withhold
capital ratings from businesses that refused to submit them. The associa-
tion offered to provide an official endorsement of such requests, to be
printed by the agencies on their request forms.!'? Yet at times, ironically,
credit men themselves were the problem because they refused to provide
the agencies with information on their own companies.!?? A Bradstreet rep-
resentative told the 1897 convention, “I don’t believe that the agencies . . .
receive from the houses represented by the men here fifty per cent of their
statements signed, and a great many of them prefer not to give a statement
because they don’t want their competitor to see it.” Credit men, he con-
cluded, gave financial statements reluctantly, “and yet they expect it from
the small men who keep no books.”1?!

As emphasis on debtors’ payment records intensified, credit men began
to complain that the agencies did not systematically collect the informa-
tion.'?2 Aware of the criticisms, the agencies tried from time to time to im-
prove this aspect of their service. Again, though, they were frequently
stymied by members of the NACM itself. Although the association ac-
knowledged that credit men must share information with the agencies—
and regularly offered resolutions to that effect in its conventions—in
reality, members disagreed about the wisdom of giving ledger information
to any organization over which they had no direct control and for which
they received no reciprocal benefits. “Why should we give an agency our
inside ledger facts,” demanded one credit man, “that they may sell it to
the world to offer us competition [for] desirable [customers]?”!?3 Some
local associations refused to give information to anyone, including credit-
reporting agencies, who were not bona fide members.!?* The irony was
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not lost on the agencies, who chided the NACM for demanding informa-
tion its own members were loath to provide. “We have made application
for statements . . . from some who have championed the desire and effort
to obtain through us this class of information,” reported R. G. Dun, “and
we have met from these same parties, not only refusal, but in several cases
indignation was expressed. To us, it looks very much like a case of ‘do as I
say, not as [ do.””12°

Pointing out the agencies’ errors and encouraging competition between
them by publicly commending the better firm became the primary strate-
gies employed by the NACM.!26 In 1902 it published an analysis compar-
ing Dun and Bradstreet, which revealed that they were fairly close in certain
performance measures:

Quality and Timeliness of Reports: Dun vs. Bradstreet

Dun Bradstreet
No. of days between request and receipt
of report 4.15 4.8
Age of [most recent] report 3.18 months  2.92 months
Reports with statements not more than
one-year old 38.6% 35.5%
Reports without statements, or with
statements older than one year 61.3% 65.4%

Source: Compiled from Bulletin of the NACM 2 (July 5, 1902), p. 35.

The NACM was careful to temper any criticism with expressions of mutual
interests, and it encouraged the local associations to form closer relationships
with the agencies’ branch managers in their districts.!?” Cooperation was
aided by many NACM members who had worked as reporters or corre-
spondents for the credit-reporting firms, and who could therefore provide
perspective on the reasonableness of the association’s demands.'?8 The
largest agencies, for their part, dutifully responded to the NACM’s ques-
tions and suggestions and became regular participants in the annual con-
ventions. Tensions between the two institutions continued, but most
NACM members and agency representatives recognized that they had
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more in common than not. As one agency representative reminded the as-
sociation, “the Mercantile Agency business gave [birth] to your work. It
made the question of credit a study and a science, and brought into exis-

tence enterprises such as yours.” !

Bankrupt Estates and Fraud

Encouraging cooperation among the creditors of bankrupt estates consti-
tuted another area of interest for the NACM. State laws had long been
known to be deficient in this area because they practically encouraged the
first or most aggressive creditor on the scene to wring everything out of
the debtor, leaving little or nothing for other creditors. Fearful of being
preempted, creditors instigated action against an insolvent earlier than was
strictly necessary. As one dry goods manual remarked, the state collection
laws “are such as to put each jobber in fear of every other; a first attach-
ment taking all the property, if the debt be large enough.”!3? Insolvency
frequently put into motion a series of events that, as described by credit
manual authors R. T. Ettinger and D. E. Golieb, resembled a comic opera:

If one creditor had suspicion that a debtor was about to fail, immediately
such creditor would rush to court and levy an attachment or execution.
Then would begin a mad race for precedence between executions, at-
tachments, etc.,—between the sheriff, receiver, assignee and mort-
gagee—to see which one would get possession of the debtor’s
property first, the receiver frequently finding upon arrival that he was
forestalled by the sheriff under a levy or by some preferred mortgagee
or assignee placed in possession by the debtor . . . Each creditor was
eyeing the others, ready at a moment’s notice to rush in ahead of
them. It was the unmitigated right of the “Survival of the Fittest.”!3!

Working together would have made the process more equitable and given
debtors a greater chance to recover, but there was little incentive for cred-
itors to cooperate.!'3?

By the late nineteenth century, “adjustment bureaus” had formed in
nearly all major cities to apportion assets more equitably among creditors.!33
Among the oldest was the Merchants’ Protective Union of Portland, Ore-
gon, an association of jobbers established in 1878. Its “stockholders’ agree-
ment” stipulated that members “will not in any case resort to any act, device,
secret understanding, connivance or collusion whereby we may obtain,
claim or seek to obtain, any preference or advantage over each other.” A
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board consisting of the secretary and three appointed members took charge
of the insolvent’s estate.!3*

The bureaus took many legal forms: some were incorporated, some
were partnerships, and some focused exclusively on liquidations or collec-
tions, or a combination of the two, while also providing credit-reporting

135 Trade groups, including jewelry manufacturers and whole-

services.
salers, dealers of boots and shoes, crockery, stationery, furniture, hard-
ware, carpet, clothing, and many other lines, operated boards of trade
similar to adjustment bureaus.!3® The NACM strongly encouraged the
formation of these bureaus by the local associations.!?” It promised to al-
low as much autonomy as possible and to appoint an assistant to the
NACM national secretary to act as an advisor.!38

Adjustment bureaus remained in use even after passage of the National
Bankruptcy Act of 1898 because they were relatively cheap and efficient
compared to bankruptcy proceedings. According to the president of the San
Francisco Board of Trade, outside creditors requested the board’s assistance
because “they found it was better than turning [the cases] over to lawyers.”
He reported that the average recoveries in 1915 through the board of trade
were 52 percent, compared to 16 percent in bankruptcy courts. Administra-
tive expenses through the board averaged only 7 percent; in bankruptcy
court, they were 45 percent. Many also believed that such associations, run
“by the creditors for the creditors,” prevented debtors from obtaining a
too-easy discharge from bankruptcy courts, which had become “a refuge
for perjurers and deadbeats.”'®® Even in cases where bankruptey proceed-
ings were initiated, the bureaus often got involved to help ensure effi-
ciency and fairness.

Yet even bankruptcies that were clearly fraudulent failed to inspire full co-
operation among creditors. (Bradstreet’s statistics, generally considered reli-
able, showed that between 10 and 12 percent of all failures were attributable
to fraud.)!*? Strong disincentives prevented creditors from prosecuting to
the full extent of the law, including the fear that such actions would destroy
any chance of recovering at least a partial amount from the debtor.!*! Free-
rider problems also were to blame: when one creditor took the initiative to
uncover fraud, the other creditors usually withdrew. More often than not,
the creditor trying to uncover the fraud concluded he was bearing a dis-
proportionate amount of the enforcement costs and gave up the fight, al-
lowing the debtor to escape. Fraud also occurred because debtors and
creditors compromised too quickly, almost always to the benefit of the
debtor. 142
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In its first meeting, the Board of Administration of the NACM resolved
to select legal attorneys throughout the country to act in connection with a
reputable detective agency to investigate suspicious failures. Officers of the
local associations were urged to work with the NACM’s Investigations
Committee to bring fraudulent failures to light.'*3 Article IT of the associa-
tion’s constitution provided for the establishment of a national fund for
prosecuting fraudulent failures. The fund was raised by subscription among
the general membership, and local associations were urged to establish their
own funds.!** Cases of fraud that had been successfully prosecuted appeared
as a regular feature in the NACM’s monthly Bulletin, and members were en-
couraged to publicize fraudulent cases in the association’s publications.!4?

The National Association of Credit Men promoted the controversial idea,
first introduced by credit-reporting firms, that all business owners should
make their financial standing and past business behaviors available for
scrutiny. The NACM also sought to break down the distrust among credit
men and to increase cooperation between them and the credit-reporting
firms. These two ideas—transparency for all businesses and cooperation
among creditors and the credit-reporting firms—became synonymous in
the NACM literature with modernity and progress.

The minutes of the NACM’s earliest meetings reveal that its agenda did
not emerge fully formed. Members voiced disagreement over issues such
as the precise relationship of the NACM with the local associations, the
credit-reporting agencies, and new organizations like the Credit Clearing
House. Credit men initially expressed doubts about the desirability of co-
operating with one another, and they balked at sharing their debtors’ pay-
ment records. Gradually, however, members reached a consensus on this
issue, and the NACM grew to support the interchange of ledger informa-
tion among creditors, even though many members continued to act con-
trary to NACM’s pronouncements. (A controversial idea at the time, the
reliance on debtors’ payment histories today, forms the basis for nearly all
consumer lending in the United States and is among the most important
considerations in business credit reports.) Immediately after the end of
World War I, the NACM set up the Foreign Credit Interchange Bureau
and finally succeeded in establishing a national interchange office in Saint
Louis. Based on cooperation rather than competition, credit interchange
bureaus were similar to the trade protection societies that had first ap-
peared in England a full century earlier. In the United States, these bu-
reaus existed alongside the older, for-profit credit-reporting agencies.
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Monitoring the agencies became a critical component of the NACM’s
mission. In its public utterances and in the manuals written by members,
the National Association of Credit Men affirmed the usefulness of the
agencies’ services while simultaneously exhorting them to do better. Per-
haps paradoxically, encouraging debate and soliciting complaints did not
discredit the agencies. Instead, the NACM’s actions enhanced the legiti-
macy of for-profit credit reporting and embedded the institution even
more deeply into American business culture.

Although credit men worked to put credit granting on a more objective
and scientific basis, character persisted as an important indication of credit-
worthiness. Few credit men believed that a purely statistical approach
should supplant the ability to judge “human nature.” Instead, the vast ma-
jority accepted that the two approaches were naturally intertwined, a be-
lief encapsulated by the axiom that creditworthiness was determined by
the “three C’s”: character, capacity, and capital. In common with their ante-
bellum forebears, the newly professional credit men insisted that the char-
acter of a firm’s owners superseded even the information found in its
statements—or at the very least, that character was the foundation for the
reliability of those statements.!*¢ A record of honest behavior mattered be-
cause numerous temptations and opportunities existed to falsify accounts.
Transferring assets to spouses and other family members prior to failing
continued to be an important issue, as did perceived abuses under the state
exemption laws.!*” The National Bankruptcy Act of 1898, the first perma-
nent law of its kind, was only partially successtul at ending these practices.

The National Association of Credit Men endorsed the idea, already cur-
rent during the antebellum period, that debtor and creditor were partners
and that honest failures deserved lenient treatment. Most credit men agreed
with marketing professor James Hagerty that “in event of failure [the
lender] willingly accepts a cancellation of a portion of the debt, providing
that there has been no fraudulent conversion of the assets . . . The debtor
who failed honestly should be considered simply an unfortunate in-
vestor.”*8 R. T. Ettinger and D. E. Golieb, authors of a popular credit text-
book first published in 1917, alluded to “humanitarian motives,” which
“should prompt the credit man to act with the utmost care, even hesitancy,
before resorting to any drastic action which would bring about the bank-
ruptcy of an honest debtor.” Business losses were inevitable, and honest
failures were “entitled to the moral support and active assistance of their
creditors, who, over the years, have made profits out of their business rela-
tions with the now unfortunate debtor.”** The NACM’s “Property State-
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ment Blank” for the 1910s made the viability of this unique relationship
contingent on financial transparency: “The giver of credit is the contribu-
tor of capital, and becomes, in a certain sense, a partner of the debtor, and,
as such, has a perfect right to complete information of the debtor’s condi-
tion at all times.”1%0

Despite occasional dissent, by 1920 the preference for transparency was
firmly established in American business culture. The Truth in Securities
Act, passed in 1933 as part of the New Deal reform of the securities in-
dustry, is rightly seen as a watershed in the history of financial transparency
and a boon to investors and regulators. For a century prior to its passage,
however, a struggle to establish the creditor’s “perfect right to complete
information of the debtor’s condition at all times” had occurred in the
area of mercantile credit.

In the ensuing decades, more information on debtors became available
to American mercantile and bank creditors. After the Cold War ended, the
idea of business transparency assumed ideological force when powerful en-
tities like the World Bank began to view credit reporting as an important
institution for enhancing markets in the world’s poorest countries. With
the spread of freer markets, local entrepreneurs in countries like China and
the former Soviet bloc began exploiting outsiders’ need for information
on potential trading partners, by establishing credit-reporting firms mod-
eled after those in the developed world. In addition to legal and structural
obstacles, these firms faced cultural resistance to an unfamiliar way of do-
ing business.



Epilogue:
Business Credit Reporting in
the Twenty-First Century

The use of trade credit in the United States continued on a massive scale:
at the end of the twentieth century, it constituted the single largest source
of business financing, exceeding even the volume of bank loans.! The
growing magnitude of trade credit could be seen in the Federal Reserve’s
flow of funds report, which compiled aggregate statistics on trade payables
(the amount owed by businesses to other businesses). As of the last quar-
ter of 2005, receivables outstanding for nonfarm, nonfinancial corporate
businesses was a torrential $2.0 trillion, only slightly smaller than the $2.2
trillion of household consumer debt outstanding for the period.?

The industry pioneers who struggled to establish the legitimacy of business
credit reporting in the United States would have marveled at how the insti-
tution became so tightly woven into the fabric of the country’s business cul-
ture. In 1933 R. G. Dun and the Bradstreet Company merged, becoming the
undisputed worldwide leader of the industry. With 2000 revenues of some
$1.4 billion, Dun and Bradstreet had become the world’s largest provider of
business credit information.? It operated wholly or majority-owned firms in
dozens of countries and had minority interests in several more. The firm
continued to serve as a major source of official data on national failure rates,
and its proprietary numbering system for businesses, called the D-U-N-§,
was used as a global standard by the United Nations, the federal govern-
ment, and over fifty industry and trade associations worldwide. Dun and
Bradstreet covered some 54 million businesses around the globe, about 26
million of them in the United States. The vast majority were privately held
firms. (Only a minuscule fraction of the world’s businesses is publicly listed:
0.16 percent of all registered firms in developing countries and 0.55 per-
cent in industrial countries, according to one survey.) Many were tiny: in
the United States, for example, nearly 40 percent of the firms covered had
only twenty or fewer employees.* Size and longevity had at least one un-
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anticipated drawback. In the late 1990s, Dun and Bradstreet acknowledged
that the public perceived it to be “conventional” and “old fashioned,” an
unfortunate side effect of being one of the world’s most trusted and recog-
nized brand names.®

Credit professionals, too, became a fixture in American business, and
the influence of the National Association of Credit Men grew accordingly.
The association lobbied strenuously for the rights of mercantile creditors,
especially in amendments to the national bankruptcy law, and pushed for
more stringent antifraud legislation. In 1958 the National Association of
Credit Men changed its name to the National Association of Credit Man-
agement (NACM), to “reflect the growing stature of the credit profes-
sion,” according to an association brochure. (Gender concerns apparently
did not figure into the name change, although women were becoming
more active in the organization. By the early 1920s, Los Angeles, New
York, Philadelphia, and Saint Louis had separate women’s credit groups. )®
At the end of the twentieth century, the NACM provided numerous
credit, collection, bankruptcy, and educational services. Its Foreign Credit
Interchange Bureau was renamed the Finance, Credit, and International
Business subsidiary. Like the original FCIB, the new organization served
exporters—to over thirty countries by the end of the twentieth century.”

In the United States, institutional arrangements for making credit deci-
sions continued to be transformed by improvements in the availability and
quality of information. Nearly all large commercial banks and finance
companies now relied primarily on the financial statements of the large
and midsized firms that were their main constituency. Associations formed
for the sharing of customers’ payment records became more prevalent,
and both Dun and Bradstreet and the NACM hosted many of the indus-
try groups formed for this purpose.?

Innovative technologies for gathering and disseminating information
further altered credit practices. Credit-reporting firms began delivering
data via the Internet. New software programs allowed them to tailor their
services to the needs of their subscribers, who could now purchase individ-
ual data elements to put into their own programs. Academics and credit-
reporting firms developed new scoring techniques to predict whether an
applicant would likely pay bills on time, late, or not at all, allowing lenders
to flag accounts that needed attention and identify customers who were
candidates for bankruptcy. Much credit granting became standardized and
automated, especially in the consumer loan sector, whose scoring methods
were adapted to small business loans by some creditors. Far from making
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credit analysis obsolete, scoring freed creditors to concentrate on prob-
lematic cases requiring human judgment.

Dun and Bradstreet helped develop some of the industry’s most impor-
tant credit-scoring models. Its subscribers, still consisting primarily of sup-
pliers and factors, typically extended credit ranging from $3,000 to
$100,000. (The amounts could be substantial but still too small to justify
spending more on investigation.) Financial information on small firms was
included if it was publicly available or if the business agreed to submit a
statement. But, as had been the case throughout the previous 150 years,
many did not voluntarily do so, and banks were reluctant to share infor-
mation on their small business borrowers. The problem was particularly
acute in highly fragmented industries like construction. As a result, Dun
and Bradstreets reports on new or small firms often had very little infor-
mation aside from basic items such as the owners’ names, the company’s
address, its standard industrial classification (SIC) code, and the number
of years it had been in business.

Due to the increased willingness of trade creditors to share their cus-
tomers’ payment records, Dun and Bradstreet was able to provide substan-
tially more information in this area than was the case during the previous
century. The firm developed a proprietary “Paydex” measure, a composite
statistic that allowed creditors to compare borrowers’ records with up to
two years’ worth of aggregated and weighted data on hundreds of other
borrowers in the same industry. Dun and Bradstreet also accessed infor-
mation on suits, liens, and judgments from the federal and state bank-
ruptcy courts. Other sources included the offices of the states’ attorneys
general, insurance commissioners, and secretaries of state; daily news-
papers, publications, and electronic news services; the U.S. Postal Service;
and utility companies.’

The firm’s long history and exceptional dominance of its industry made
Dun and Bradstreet a unique case study of how scale efficiencies can work
in the credit-reporting business. At the same time, its unmatched scale
raised questions about the extent to which market power was concen-
trated. Evidence suggested that a number of factors restricted the power
that Dun and Bradstreet, or any business-credit-reporting firm, could po-
tentially wield.!® For one, Dun and Bradstreet’s position was continually
challenged by smaller, local and industry-specific agencies and associa-
tions. Competition, particularly from local and regional firms and Internet
start-ups, remained brisk; throughout the world, rivals sought to fill niches
not adequately served by the large international credit-reporting firms.!!
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Dun and Bradstreet itself openly acknowledged the limits of its authority, a
stance motivated by the threat of lawsuits. Despite the much-improved quan-
titative methods available, Dun and Bradstreet analysts regularly stressed that
models must be supplemented by the judgment of creditors. The claim
has been accepted by most credit practitioners; one practitioner has char-
acterized the granting of trade credit as similar to medicine, in that it is an
“inexact exact science.”!? The authority of credit-reporting firms was de-
bated constantly and publicly by those who relied on their services. In-
accuracies were discussed in trade publications like Business Credit, and
investigative journalists tested the value of reports simply by obtaining sev-
eral different ones on the same company, comparing the information, and
then reporting their findings.!?

Beginning in the 1960s, regulatory developments began to check the
power of trade creditors to a greater degree than previously. A series of fed-
eral laws was passed, aimed at the consumer rather than the business credit
sector. (Consumer credit and consumer credit bureaus proliferated during
the twentieth century, especially after World War 11.)!* Although the line
separating consumer and business credit historically has been clearer in the
United States than in other countries, that line could sometimes blur, par-
ticularly for small business borrowers. In 1990 the Equal Credit Opportu-
nity Act (ECOA), originally enacted in 1974 to regulate consumer creditors,
became mandatory for business creditors. (The ECOA was passed primarily
to address gender concerns but subsequently was widened to include race,
color, religion, national origin, and age.) The act stipulated that business
creditors provide notice within thirty days to applicants who were denied
credit and that applicants’ records be kept for sixty days after notification.
If the applicant requested in writing the reasons for the credit decision, the
creditor was required to keep the records for at least twelve months.!®

In 1997 Congress reauthorized the Fair Credit Reporting Act (FCRA,
first passed in 1971), which was followed by the drafting of new regulations
by the Federal Trade Commission. The FCRA limited the information con-
tained in consumer credit reports to the following: the consumer’s name,
address, Social Security number, place of employment, and spouse’s name;
open credit lines, outstanding credit balances, credit limits, history of
timeliness of payments, and amount of last payment; and bankruptcies,
liens, and public judgments against the consumer. Reports could not in-
clude information about a person’s lifestyle, religion, political affiliation,
driving record, or medical history. Aimed at enhancing the protection of
consumer credit borrowers, the new restrictions affected creditors’ access
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to information on business borrowers, especially sole proprietors, because
only those with a “permissible purpose” could purchase the reports. The
National Association of Credit Managers objected to the new regulations,
arguing that they should not apply to transactions between businesses (as
opposed to those between businesses and consumers.)'¢

Although they had become more restrictive, American laws remained
laxer than those of Europe, Australia, and many other countries. In Portu-
gal, for example, credit bureaus needed to have a person’s consent before
they could collect or sell any credit data, and the permission could be with-
drawn at any time. Australian bureaus reported only negative information;
creditors did not have access to the files of individuals with positive records.
These laws frequently resulted from lobbying not by consumer protection
advocates but by lenders wishing to limit competition. Despite the more-
stringent laws, businesses in the United States were left with the responsi-
bility of developing their own privacy policies and communicating them
to customers. Many businesses voluntarily refrained from using certain
criteria—such as the geographic location of debtors—to determine credit-
worthiness because they feared a public relations backlash. Like many
other countries, the United States did not grant its citizens the right to ac-
cess data in every public or private database, even though international
guidelines increasingly considered this a fundamental right.!”

Credit Reporting Worldwide

Credit-reporting agencies and bureaus became entrenched in the world’s
developed countries during the twentieth century; from the 1980s onward,
they also began appearing in nearly every developing one. In these coun-
tries, trade credit was often used prior to other kinds of funding, such as
debt and equity finance (that is, borrowing from banks or issuing shares in
an enterprise).!® Development organizations such as the World Bank began
to place increased emphasis on the establishment of credit-reporting sys-
tems to enhance market activity. Such systems, World Bank economists ar-
gued, should strengthen borrower discipline and reduce moral hazard
because borrowers who default in their payment to one institution will
face sanctions from others. The wide availability of credit reports would
allow poor borrowers to build reputation collateral, which can be par-
ticularly important among people who own few or no physical assets.
Lenders benefit because reputation collateral provides an incentive for
debtors to meet commitments in much the same way as does a pledge of
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physical collateral. Good borrowers, who typically do not have the re-
sources to broadcast their good records, also would gain because lenders
would compete for them. The bank hoped that credit reporting would
help democratize the financial systems of developing countries, where as-
sets tend to be more concentrated. !’

Between 1999 and 2001 the World Bank conducted the first worldwide
surveys of credit registries (or “bureaus.”) It determined that at least forty-
one countries operated public credit bureaus, and at least forty-four had
private ones. In Latin America, approximately one-half of private credit bu-
reaus began operating only since 1989. According to information available
from Creditworthy, a private organization, credit-reporting agencies had
been present in Central and South America for several decades but became
more common in Asia and eastern Europe in the mid-1980s.2° As was true
in the United States, government initiatives did not play a direct role in es-
tablishing the private firms and bureaus. Instead, they were set up by en-
trepreneurs trying to exploit the growing demand for reliable information
on local businesses.

A number of governments, however, encouraged the establishment of
public credit bureaus, to supervise and monitor bank lending activity
rather than trade credit. The institution originated in Europe, first in Ger-
many (1934) and then in Finland (1961) and Italy (1964). During the
1990s, public credit bureaus expanded most rapidly in Latin America,
with the exception of the small island economies in the Caribbean. Al-
though members consisted of commercial banks rather than trade credi-
tors, the bureaus operated somewhat like trade protection societies, in that
their ethos was one of reciprocal sharing of information rather than profit
making. They collected information on both business and consumer loans
(although in Europe finance and credit card companies generally were not
included).?!

Public credit bureaus had several shortcomings, according to the World
Bank. Because they were quasi-official entities, they did not face competi-
tive pressure and had little incentive to respond to users. The biggest
drawback, however, was that they did not collect information on trade
credit. Some World Bank economists therefore cautioned that public
credit bureaus should not be expected to substitute fully for private ones
because their objectives varied too widely for significant overlap to occur.

Financial crises as well as market opportunities drove the spread of
credit-reporting firms into developing countries. After the 1998 crisis in
Asia, Dun and Bradstreet took advantage of the desire of Asia-based com-
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panies to appear more credible to lenders. Chinese business leaders sought
Dun and Bradstreet’s help to learn how to manage their credit depart-
ments, prompting the firm to enlarge significantly its databases on compa-
nies in China, Singapore, and Malaysia.?? The financial crisis also inspired
the formation of a large number of local start-ups. Some one hundred
large and small credit-reporting agencies were operating in China in 2000,
almost ten times the number of five years before.?3

Yet the worldwide credit-reporting industry could not simply be char-
acterized as one of unfettered competition; instead, it was a mixture of
competition and cooperation. Increased cross-border trading compelled
credit-reporting firms, whether large or small, international or local, to ally
with one another to provide better coverage—circumstances that compli-
cate attempts to gauge the degree of concentration within this industry.
Networks included ALIAC (Latin American Business Credit Reporting
Association), TCM Group International (headquartered in Australia),
American Business Information Association (based in New York City),
and Eurogate, among many others. Industry giants Dun and Bradstreet,
Experian, and Equifax formed alliances with or bought information from
foreign agencies, and they opened additional foreign branches.?*

Credit-reporting firms in developing countries typically served both for-
eign and local business creditors. Clients included exporters and importers,
insurance companies, banks and other financial institutions, lawyers, man-
ufacturers, construction companies, consulates and trade organizations,
collection agencies, chambers of commerce, embassies and foreign diplo-
matic missions, other credit-reporting agencies, and information resellers.
Subscribers were offered services ranging from a simple company profile
to a thorough investigation that might include personal interviews with a
company’s management. Some credit-reporting firms produced original
reports; some simply gathered the information prepared by others. Gener-
ally, the agencies attempted to provide the kind of credit reports that the
older, U.S.-based firms had made standard.?® Firms in developing coun-
tries also offered services that took advantage of their local presence and
ability to provide firsthand knowledge and information. These services in-
cluded market and consumer research, real estate investigations and ap-
praisals, and aid to outsiders searching for local business opportunities.®

Accessing the types of information that U.S. creditors take for granted
was difficult for these firms. Official data sources existed but were often in-
adequate. Many countries limited access to particular kinds of data; for ex-
ample, Latin American countries like Costa Rica, Ecuador, and Guatemala
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prevented banks from sharing information on their customers’ accounts.
Privacy laws further restricted the type of information that could be ob-
tained and reported.?” Irregular business practices, such as tax evasion and
the lack of generally accepted accounting practices (GAAP), threw into
question the reliability of financial statements.?® The credit-reporting firms
and bureaus used a variety of methods to correct for inaccurate informa-
tion. These included requesting a review from the reporting institutions
when data problems arose, suspending access to the data by institutions
with recurrent data problems, and providing consumers with a free copy
to encourage review of the data. The methods have not been systemati-
cally studied, so their effectiveness remains unknown.?’

The globalization trend that began in the late twentieth century accel-
erated the establishment of public and private information-sharing mech-
anisms in nearly all parts of the world. Foreign investment and alliances by
the largest U.S. and European private credit-reporting firms increased, as
did local investment. New locally based firms and bureaus helped establish
standards of transparency where they had not previously existed, in much
the same way that R. G. Dun, the Bradstreet agency, and their competitors
had transmitted the values of the large commercial centers of the United
States throughout the rest of the country. Collectively, credit-reporting
firms and bureaus helped bring about a globally consistent set of criteria
for assessing creditworthiness.
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