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

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

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

1811, and concluded that American ‘conciliation’ over the past several years had given Britain a 

false impression that she could continue aggressive behavior with relative impunity.  ‘Our 

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

enlarge pretensions.’
1
 Madison’s address signaled the formal end of a seemingly interminable 

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

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

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

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

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

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

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

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

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

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

hawkish American argument for war.
2
  Ironically, even though matters related to the country’s 

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

remained financially unprepared to defend its commercial honor.
3
 

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

discussion about the condition of United States’ readiness. Perhaps he felt that his general 

recommendations for preparation, given to Congress in November 1811as a portion of his third 
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annual message, were adequate. Beyond the president’s brief 1811 summary of need, another 

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

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

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

this perspective when he stated: ‘the acquisition of Canada…[would be] a mere matter of 

marching’, and would be nothing less than the ‘final expulsion of England from the American 

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

as a ‘war feast’. The plan to capture and rely on Canadian resources explains to a great degree 

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

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

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

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

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

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

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

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

global economy.
5
 Madison’s authorization of war moved the country in a new and uncertain 

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

with Jeffersonian arguments while debating the practicalities necessary to alleviate financial 

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

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

the entire war effort. 



 3 

Treasury Secretary Albert Gallatin was Madison’s most trusted advisor and a central 

figure in the executive planning process for war. His approach to managing the financial 

condition of the country in the event of war was founded on a sense of underlying optimism. A 

native of Switzerland, Gallatin was personally selected by Thomas Jefferson to be the spokesman 

for Republican finance while still a congressman from the state of Pennsylvania in the 1790s. 

Gallatin understood “the new science of finance” and could speak the language of Alexander 

Hamilton, Jefferson’s rival.
7
 Serving as both Jefferson’s and Madison’s secretary of treasury 

from 1801-1813, Gallatin succeeded in reducing the federal debt and advocated for a functioning 

banking system. When, as president, Madison encountered great difficulty appointing capable 

leaders in cabinet posts, Gallatin became even more indispensable.
8
  

If judged by the Republican criteria of debt reduction and limited national government, 

the esteemed treasury secretary certainly had moved forward his party’s goals. Under his 

purview, the debt levels of the federal government had declined from over $85 million in 1804 to 

$45 million in 1812.
9
 Interestingly, Gallatin saw this action, not financial preparation for 

looming conflict, as his raison d’etre. In a telling 1809 letter to Jefferson, Gallatin stated that he 

had fulfilled the principal purpose for which he took office—debt reduction.
10

 Because of this 

success, Gallatin was convinced of the strength of American financial capabilities during 

peacetime. His experiences as the treasury secretary during both the Jefferson and Madison 

administrations supported a basic belief that the United States could finance the war as necessary 

in the short run, and pay off the debt once peace returned.
11

   

It is important to note that active planning of wartime financial and military strategy at 

the executive level occurred in 1807 in response to the Chesapeake-Leopard incident. It was then 
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that war appeared most immediate and, in a July letter to his father-in-law and prominent New 

Yorker Joseph H. Nicholson, Gallatin earnestly considered the nation’s resources.  

We will be poorer, both as a nation and as a government, our debt and taxes will increase and our progress 

in every respect will be interrupted…Money we will want to carry on the war; our revenue will be cut up; 

new and internal taxes will be slow and not sufficiently productive; we must necessarily borrow.  

At that time, he estimated that the country would need to borrow approximately $10 million for 

each year of the war. Gallatin noted the importance of the financial system for the 

implementation of his plans and did not expect that banks and their personnel would subscribe to 

loans from altruistic or patriotic motivations. He realized that careful pricing would be necessary 

in order to offer a transaction attractive to the market. The details of Gallatin’s basic plan in 1807 

became the strategy as war began in 1812.
12

  

In another document from 1807, Gallatin’s annual report to Congress, he expressed a real 

sense of urgency and outlined his rationale for financing a certain war with Britain. Gallatin 

described a nation in a relatively good financial position with immediate access to $11 million. 

To increase revenue, the secretary advocated an increase in duties should war be declared in 

actuality. Further, Gallatin examined the possibility of war taxes, concluding that taxation was 

not the best option for the United States.
13

  Again, the secretary’s plans assumed the relative ease 

of borrowing funds during conflict, followed by efficient reduction of debt during peacetime. 

This strategy was predicated on the existence of a functional banking system empowered by a 

central banking institution.
14

 

Even though summer and fall of 1807 passed without the outbreak of hostilities with 

Britain, Gallatin continued to examine the possibility of war, and he applied 1807 planning 

considerations to the national finances within his 1808 and 1809 annual reports. Remarkably, the 

1810 annual report neglected the topic. By fall 1811, however, the political environment had 
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once again shifted towards the likelihood of conflict with Britain. Gallatin’s 1811 “State of 

Finances” report reflected the nation’s changing mood towards war.
15

 

Projections for year 1812 were included in the secretary of treasury’s November 1811 

report. The 1811 report documented an increase in actual revenue from trade and other sources 

reaching $13.5 million from approximately $8.7 in 1810.  The treasury had benefited from 

borrowing funds during 1811 due to a temporary loan of $2.75 million approved by Congress in 

December of 1810. In total, receipts (combining actual revenue sources with the temporary loan) 

amounted to more than $16 million, and when added to the balance in the treasury of $3.5 

million, gave the United States government access to $19.75 million for the fiscal year 1811.  

Relative to previous years, this amount appeared to be a reasonable sum, and at the cusp of 1812 

Gallatin still believed that the cost of war would be manageable.
16

  

 As Gallatin compared annual revenue to annual expense, he again expressed confidence 

about the financial condition of the country.  Army and naval expenditures were approximately 

$2.1 million each, with minimal funds dedicated to Indian issues.  The largest expenditures 

remained public debt payments on interest and principal, which amounted to around $8 million.  

Total expenditures, at $15.8 million, were less than receipts, although expenses were more than 

revenue if considered separately from extant deposits and loaned funds.
17

 

 Gallatin’s estimate of expenses for 1812 did involve a lower revenue expectation of $8.2 

million, but he anticipated only a small increase in military establishment expenses, from $2.1 

million in 1811 to $2.5 million in 1812.  Fundamentally, Gallatin’s expectations did not involve 

a substantial increase in expenditures, war or no war. With projected expenses of $9.4 million 

and estimated revenue of $8.2 million, Gallatin was prepared to finance a deficit of $1.2 million 
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for the year, and he seemed to believe that he could keep the deficit at minimal levels throughout 

a conflict. 

 The November 1811 report implied that the difficulties associated with finance during 

time of war were not insurmountable and that the United States could borrow to make up the 

difference for deficit spending. From this calm vantage point, Gallatin ended the report with four 

major points for consideration. First, he noted that the United States required a fixed revenue of 

approximately $9 million, apart from any item of war.  Second, internal taxation would not 

become necessary to answer the demand for increased revenue.  An increase in duties could 

solve that problem.  Third, Gallatin stated the essential premise of his wartime finance strategy: 

‘…a just reliance may be placed on obtaining loans, to a considerable amount, for defraying the 

extraordinary expenses which may be incurred beyond the revenue stated…’  Finally, he asserted 

that the financial exertions of war would be remedied after the war’s end when the nation 

returned to peacetime expenditures. Gallatin expressed little alarm related to impending 

hostilities with England, and no real consideration for the potential of American economic 

distress. Revisiting conclusions reached in 1807 seemed to give national leaders a false sense of 

security.
18

 

If Gallatin provided the rationale for financial strategy, then it was up to a politically 

fragmented Congress to enact financial policy. Ezekiel Bacon played an important role as a 

congressional liaison for the executive branch and mouthpiece of Gallatin’s ideas during the year 

1812. An example of communication between the executive and legislative branches, the 

Committee on Ways and Means, under the leadership of Rep. Bacon, sent a letter of inquiry to 

Secretary Gallatin dated December 9, 1811, regarding the financial health of the government in 

case of war.  Mr. Bacon wanted to discuss the interest on a proposed temporary loan and the 
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payment arrangements to be made, and the committee asked Gallatin to identify additional 

revenue sources.  Further, the committee requested Gallatin’s recommendations for the 

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

 

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

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

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

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

funding from duties was pure ‘conjecture’ and listed the difficulties of trade within a hostile 

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

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

ease.
20

 

Gallatin’s response revealed an important evolution of perspective that must have 

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

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

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

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

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

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

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

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

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

country’s financial concerns.  Additionally, Gallatin was convinced that if the bank had been 

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

have been necessary.  At this point, the treasury secretary began to contemplate the implications 
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of the United States government’s ‘diminished ability to borrow’ and suggested that taxation 

could become unavoidable.
21

  

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

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

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

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

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

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

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

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

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

suggestions emphasized a strategy of deficit finance while underscoring a Gallatonian theme: ‘it 

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

within a reasonable period, the loans obtained during the war…’
22

  

At the time of Gallatin’s interchange with the Committee on Ways and Means, not 

everyone in Congress agreed with the secretary’s cautiously optimistic perspective and a vocal 

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

New Jersey, expressed one of the strongest statements concerning the nation’s finances:  

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

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

  

At the beginning of 1812, Daniel Sheffey, Federalist of Virginia, strongly advised more time for 

reflection, stating that Congress needed to accurately calculate expenses and account for 

resources.
24

 One of the most pointed statements in the months before war, however, came from 

Harmanus Bleecker, a Federalist of New York. In no uncertain terms, he conveyed his 
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reservations while attempting to introduce a petition signed by 800 of his state’s citizens who 

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

opportunity to pose important questions regarding the nation’s state of preparedness and point 

out the fierce economic effect of hostilities:  

Sir, we cannot go to war within sixty days…it is impossible that we can go to war at the expiration of the 

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

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

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

money…’
25

  

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

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

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

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

North Carolina loudly mocked those legislators who articulated concerns for the nation’s 

financial capacity.
26

 They were not alone. Other congressmen also dismissed any discussion of 

practical matters related to finance. ‘We are told that war will be very expensive…What is 

money?’ William Widgery of Massachusetts, asked.
27

 William Lowndes of South Carolina stated 

‘no rule of arithmetic will give you the answer as to the expense at which they may be worth 

defending.’ D.R. Williams also of South Carolina maintained that ‘cost [was] out of the 

question.’
28

 Adam Seybert of Pennsylvania spoke of the impending conflict as no less than an 

‘appendage of the war for independence.’ As such, he believed that considerations of expense 

should hold no influence.
29

 Another, Samuel Mitchill of New York, stated that American 

resources were ‘amply competent’ and ‘the means [were] easy,’ despite evidence to the contrary. 
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These types of pronouncements justified the fever for war and greatly influenced Congress as a 

decision-making body.
30

  

In this combative political environment, Congress considered commercially restrictive 

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

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

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

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

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

Grundy, Republican of Tennessee, alluded to multiple discussions regarding the possibility of ‘a 

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

was not yet voting for or against war.
31

 To regain control over a congressional discussion 

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

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

 Even Madison voiced some 

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

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

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

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

 As 

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

 

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

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

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

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

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

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

just before the war declaration in June.
35

  

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

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

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

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

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

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

…the people…were told that virtue, morality, and religion would be driven from the land; that all public 

and private confidence would be destroyed; that the Bibles would be committed to the flames…none of 

these things came to pass.  

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

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

complicated with present arguments enmeshed in past controversies. 

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

to the practical needs surrounding the issue of treasury notes when he said:  ‘war cannot be 

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

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

and crucially necessary.
37

  Asking whether Congress intended ‘efficient war, with a sagacious 

enemy, without revenue, without taxes,’ Thomas R. Gold, Federalist from New York, expressed 

the composite views of those who opposed the treasury note issue.  He found it alarming that the 

country had initiated a war that already required loans and emphasized to his peers the need for 

other revenue sources.  Gold argued for the imposition of taxes and urged fellow congressmen to 
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contemplate the problematic nature of passing loan measures apart from considerations of 

repayment.
38

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

on June 30, 1812.
39

   

To regain management of the financial situation, in late June, the House also considered 

raising duties on imported goods by a staggering 100 percent.  Echoes of the treasury note debate 

reemerged within this new context when Abijah Bigelow, Federalist of Massachusetts, asserted 

that the country would be ‘deluged’ with treasury notes. He believed that the increase in duties 

was an inadequate measure to address the financial needs of the country.  In the same vein as Mr. 

Gold’s remarks, Bigelow asked for a more comprehensive plan of taxation, a revenue source that 

would allow for the appropriate repayment of borrowed funds.
40

  Bigelow’s colleague from the 

same state and with the same party affiliation, Elijah Brigham, offered a slightly different 

viewpoint when expressing his opposition to raising duty levels. He mentioned that higher duty 

rates would become a disincentive to foreign trade and would reduce, instead of increase, 

revenue. He also noted that the ‘restrictive system’ had already taken a toll on commerce and 

manufactures and suspected that additional duties of the proposed magnitude would destroy the 

morale of the public, particularly in the east.  Another congressman, Elisha Potter, Federalist 

from Rhode Island, opposed the measure citing the impact of higher prices on consumers.  As 

fierce debate concluded, this measure was also enacted on July 1.
41

 

Taxation was a difficult subject, but much attention was given to it throughout the spring 

session. Chairman Bacon advocated a comprehensive financial program to ensure the availability 

of funds for the war effort, and as early as February 13, he had focused legislative discussion on 

Gallatin’s recommendations for increasing the revenue. After much deliberation, Bacon 

submitted a total of thirteen bills to his colleagues for debate and passage on June 26.  



 13 

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

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

state of revenue.
42

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

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

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

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

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

 Roberts presented a 

resolution to delay discussion on each of Bacon’s thirteen bills.  After some debate, the House 

concluded that ‘no great evil would ensue from postponement,’ and believing the issue of 

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

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

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

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

the fall campaign.
44

 

Almost four months passed without congressional action related to the nation’s finances, 

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

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

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

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

taxation were not again discussed until 1813.
45

 

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

presidential election exacerbated political divisions, while simultaneously, policymakers 

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

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

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

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

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

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

financial duress.  

For all of Madison’s sagacity, he was remarkably silent regarding the financial 

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

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

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

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

Congress. Many legislators were dismissive of Gallatin’s skills and actively sought to undermine 

his ability to lead.
47

 

Perhaps Madison was simply too preoccupied with urgent concerns and incompetent 

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

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

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

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

and resulted in wasted resources.
48

   

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

on Madison’s leadership after observing the first six months of war.  In a letter to Caesar A. 

Rodney, Madison’s Attorney General until 1811, Clay bluntly stated ‘…Mr. Madison is wholly 

unfit for the storms of War…he is not fit for the rough and rude blasts which the conflict of 
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Nations generate.’  Clay continued by saying that officials filling positions in Madison’s 

administration would be particularly important because of the president’s inadequacies.  The 

Speaker did not express much hope for the successful filling of posts, believing that Madison 

could not be decisive in that realm either. Writing in late December 1812, Clay believed that the 

Twelfth Congress was capable of prosecuting the war, despite the ‘incompetence’ shown by the 

army and the fact that Madison could not decide on the secretary of war position.
49

 

By the end of 1812, Gallatin was at a loss. He better understood the extent of the military 

challenge facing the nation as well as the quandary of financing war in the midst of a crisis of 

confidence, but could find no way to solve the problems. Expressing his extreme dissatisfaction, 

Gallatin wrote to Jefferson on December 18, 1812 stating: ‘the series of misfortunes experienced 

this year in our military land operations exceeds all anticipation…’.
50

 In January 1813, Gallatin 

revealed his anxiety to President Madison, volunteering to move from the treasury department to 

take over the war department ‘with all its horrors and perils.’  Further, his 1812 ‘State of the 

Finances’ annual report revealed that between expected revenue sources, loans, and the balance 

in the treasury, the government had $20 million at its disposal, and expenses for the army and 

naval departments amounted to around $11.1 million.  Receipts were deceiving, however, since 

revenue apart from borrowed funds totaled only $10.9 million; without loans, the United States 

government could not cover even the army and naval expenses.  As horrifying as he found 

developments throughout 1812, Gallatin’s expectations for 1813 were truly shocking.
51

  

Projections for 1813 involved an increase in military expenditures to at least $21.9 

million with receipts remaining relatively stable at $12 million.  This difference was quite a 

discrepancy, and with total expenses expected to rise to $31.925 million, more than $19 million 

in loans or other borrowed funds would be needed, not including debt payments.
52

  After six 
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months of fighting and American defeat, Gallatin fully realized that his formerly sanguine 

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

 

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

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

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

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

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

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

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

remaining at the treasury department.
54

  

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

obfuscated causes, strange timing, and the war’s seeming insignificance and outcome.
55

 It does 

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

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

that “this business [of war had] become more puzzling” and questioned whether war with 

England or France was more appropriate.
56

 While the state of American finance reflected this 

confusion, analysis of the era’s financial history also points to the overall significance of the War 

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

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

related to national finance sheds light on the power of Jefferson’s influence at the beginning of 

the war effort, while the experience of war fundamentally altered the views of key Republican 

leaders such as Gallatin, Madison and Clay.
57

 The inability of the national government to 

effectively fund the war brought attention to the importance of a functioning central bank, an 
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essential component of a modern financial system.
58

 In the final analysis, the war became a 

fulcrum through which national leadership appreciated anew the dichotomy between ideological 

rhetoric and practical necessity.  

Representative Abijah Bigelow expressed what Gallatin was surely at least partially 

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

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

statement: ‘An empty Treasury to be replenished by naked loans is but an ill omen of success.’
59

  

Although he offered a succinct and apt summary of the financial situation, neither he nor his 

colleagues helped the embattled treasury secretary avert the coming financial crisis.  Gallatin 

would face the start of the pivotal year 1813 alone, attempting to reason with a divided Congress, 

and with few resources to see the country through the war.  
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