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ABSTRACT
While there were no formal stock exchanges in London, Paris, or Amsterdam to handle the increase in transactions that accompanied the Mississippi and South Sea bubbles of 1720, the Beurs in Amsterdam and Exchange Alley in London were already the sites where trading took place in financial securities of all descriptions.  When John Law attempted to combine the best features of the Dutch and British financial systems in France from 1715 to 1720, he placed extraordinary pressures on these informal market structures, as well as destroying the possibility for successful imitation in France.  The differences among the British, Dutch, and French approaches to the collapse of their stock market bubbles laid the basis for the growth of trading in British government securities over the intervening century in contrast to the financial difficulties encountered repeatedly by the French monarchy.

Introduction 
By the end of the seventeenth century, secondary markets for shares in joint stock corporations were well established in Amsterdam, London, and Paris.  Starting in 1719, however, the participants in these early emerging markets were caught up in the rise and demise of John Law’s System in Paris, then the South Sea Company’s scheme to imitate the French success in refinancing government debt by issuing new equity stock, and finally some belated attempts by various Dutch cities and provinces to imitate the apparent successes of the French and British experiments.  By this time, the wealth derived from the burgeoning commercial activities in the Atlantic port cities of Europe was sufficiently dispersed to allow capital market access to those well down the social hierarchy, not just to those in the nobility or peerage but to merchants and tradesmen, widows and spinsters (Earle, 1989; Grassby, 2001; Zahadieh, 1994).  Although most individuals active in the markets in 1720 lived in the immediate metropolitan regions of Amsterdam, London, and Paris, participation was not limited to these regions.  Indeed, all three markets were dedicated to encouraging investors from other parts of the Netherlands, Britain, France and the rest of Europe.  Many of them responded by using trusted agents in Amsterdam, London, and Paris. (Gelderblom and Jonker (2004, 2009) for Amsterdam; Carlos and Neal (2006), for London; and Velde (2009) for Paris.)  

The “Big Bang” of Financial Capitalism
The Mississippi and South Sea bubbles during the years 1719 and 1720 were the original “Big Bang” of financial capitalism.  Across Europe, governments whose finances had been exhausted by the demands of large-scale warfare fought nearly continuously over the previous century sought to refinance their accumulated debts by resorting to a variety of financial innovations.  The most thoroughgoing innovations, foreshadowing in many ways the financial techniques that created a global financial market at the end of the twentieth century, were the product of John Law’s implementation in France of his theories of finance-led growth.  The speculative fervor exhibited in response to the issues of new stock in his Compagnie des Indes and then to the new issues of stock in the South Sea Company in London amazed contemporaries.  The collapse of the speculative bubbles that arose in 1719-20 generated an alternative literature at the time that argued that stock markets were essentially useless diversions from productive labor, merely pretending to add value through securitization of projected schemes.  By luring in innocent and ignorant investors, the prices of the new securities were subject to “the madness of crowds,” which inevitably led to collapse of prices, disillusion of the masses, and general economic distress.  Nevertheless, scholars in recent years have examined the quantitative evidence left in the price currents and in occasional business accounts of early times and found that even these early, informal, unregulated, and ill-organized securities markets performed their job of “price discovery” in a reasonable fashion.
  

Somehow, financial markets did recover in Europe then as they have eventually after each major financial crisis since.  Further, economic progress in the form of greatly expanded international trade and industrialization accompanied by technological advances across the entire spectrum of human endeavors has accompanied each recovery in financial markets since 1720.  Perhaps some confidence in our collective future may be restored by examining more closely how these early markets all collapsed, but then recovered in different ways thanks to the different policies pursued by each government.  

The emerging stock markets of Europe in 1715
There was no doubt in the minds of contemporaries when the bubbles collapsed in 1720 that the trouble had begun with the financial innovations of John Law in his efforts to reshape the public finances of France.  The South Sea bubble in England that followed was seen as a response to the apparent success of Law’s System by the end of 1719. Minor ripples of proposed projects throughout the provinces of the Netherlands followed in response to the early successes of the Mississippi and South Sea Companies.  John Law was unique among contemporaries in his first-hand observation of the operation of financial markets in Europe.  The oldest son of an established goldsmith-banker in Edinburgh, he traveled with his paternal inheritance to London shortly after the “glorious revolution” that brought William III and Mary to the throne of England, Scotland, and Ireland in 1688.  War finance and overseas mercantile adventures were the main concerns of his contemporaries in both Edinburgh and London, as the military enterprises of William III quickly exhausted the treasuries of both capitals.  William was forced to rely increasingly upon his Dutch financiers that he had brought with him from Holland, finding ways to ship silver from London to Amsterdam where it could be used to finance his armies waging war against Louis XIV.  Law was aware of the many proposals for reorganizing British finances, both in England when the Bank of England was chartered in 1694 and in Scotland where the Bank of Scotland was formed in 1695.  His ideas for stimulating the economy of Scotland by issuing banknotes backed not by a horde of silver or gold, but by real assets earning a stream of income were being formed at the time.  His classic work, Money and Trade Considered (1705), made his reputation as a theorist of first rank; his personal ventures in subscribing to the South Sea Company shares in London, organizing lotteries in Amsterdam, and dealing in foreign exchange in Genoa, made him respected by the leading moneymen of those financial centers.  When he arrived in Paris in the summer of 1715, offering his services to the French authorities for curing their financial difficulties created by the War of the Spanish Succession, his authority on financial issues, both in theory and practice, were unquestioned.

In terms of “manufacturing a market” in securities, Law had observed the importance of a large and varied base of customers, most of whom hold one or two of the chief securities available for trade; then providing access to the market directly through financial intermediaries; and maintaining monitor information about their investments indirectly through print media and personal networks.  The three stock markets of Amsterdam, Paris, and London varied considerably in terms of these three ingredients, but each had a reasonable customer base, a sizeable stock of tradable securities, and knowledgeable intermediaries.  This was due mostly to the large-scale issuance of various forms of debt by each government to finance their nearly constant warfare during the previous century. 

Amsterdam
Amsterdam had the oldest tradition of active stock trading, primarily in the shares of the largest joint-stock company in the world at the time, the Vereenigde Oost-Indische Compagnie (VOC hereafter), created in 1602.  Unlike its precursors in the Dutch trade with Asia, the VOC did not pay off its shares from the returns of each voyage.  Instead, shareholders had to be content with either the dividends that the company might, or might not, declare and the willingness of someone else to purchase the shares in turn.  As the company became increasingly profitable over the course of the seventeenth century, dividends became regular and generous, stimulating competing companies in the rest of Europe, especially England and France.  (Gelderblom and Jonker, 2004)  In addition, each city and province in the Netherlands found it necessary to issue new bonds with each war, leading to an active secondary market in these various securities at a local level.  (Gelderblom and Jonker, 2009) 

As the most important port for transshipments of products between northern and southern Europe by the beginning of the 17th century, Amsterdam was also the main source of mercantile information.
  The Dutch regularly published price currents that focused on wholesale prices of the major commodities that flowed through the Amsterdam markets.  The price currents included current exchange rates on the major cities in Europe and occasionally the prices of shares in the major Dutch corporations, the Dutch East Indies Company and later the West Indies Company. (McCusker and Gravesteijn) One suspects that there were daily or at least twice-weekly ephemera published in Amsterdam that gave exchange rates and forward prices of the major Holland securities.  While only occasional copies have been found in personal archives, the gazettes in other Dutch cities such as Utrecht, Leuven, and Delft did publish securities prices from the Amsterdam Beurs by the end of the 17th century.
  As ephemera, the various price currents were regularly included in correspondence among European merchants and bankers to verify the legitimacy of the prices at which transactions had been completed for their principals.  The gazettes were included in the regular mails carried on packet boats between Amsterdam (Hook of Holland) and London (Harwich) and by express coach between Amsterdam and Paris.

To provide a central place where customers could find willing intermediaries to advise them and then execute their trades, Amsterdam’s Beurs contained a section where dealers in securities could ply their trade.  During periods of financial speculation when the crowds grew so large and boisterous that they interfered with the commodity traders who occupied most of the Beurs, the stockjobbers (actionistes) moved sometimes to a bridge connecting the Beurs to Kalverstraat and from there in the coffee houses along Kalverstraat.  Josef de la Vega’s classic work, Confusion de Confusiones, first published in Spanish in Amsterdam in 1689, presumably for the edification of wealthy Sephardic Jewish patrons, describes in vivid detail the operations of the various investors, speculators, and their intermediaries.  These included options and occasional bear and bull operations, much as in modern markets.
While de la Vega’s work described various categories of actionistes, according to whether they were men of substance acting as market makers or brokers relying on commissions to make their income, recent work on the early trading of shares in the VOC indicates that a competent core of active professionals trading in the Dutch securities was difficult to detect, at least in the early seventeenth century.  Part of the reason was the uncertainty over enforcement of forward contracts, when the original seller did not maintain ownership of the security during the period of the contract.  (Frehen, 2009)  By 1715, it is doubtful the situation was much better for outsiders wishing to initiate trading in the Amsterdam Beurs.  An eyewitness report to Lord Londonderry, whose experiences with John Law and each of the major stock exchanges emerging in Europe in 1720 are described below, indicated that Amsterdam lay well behind both London and Paris in terms of public accessibility.

London
By all accounts, London’s secondary market for government bonds and corporate securities was the most advanced in Europe, possibly the world, by 1715.  While the Royal Exchange was a deliberate imitation of the Amsterdam Beurs, it appears that little of the actual trading of government debt took place there.  Rather, when the Bank of England was established in 1694 to handle the government’s finances, an important part of its duties was to pay out the annual or semi-annual dividends owed to the government’s creditors.  As a result, its facilities became an important meeting place where actual transfers of ownership of securities recorded in the stock ledgers maintained by the bank could take place.  The various coffee shops and company offices nearby in Exchange Alley provided meeting places between potential customers and the active stock jobbers and brokers.

In his Collection for Improvement of Husbandry and Trade (1692-1703), John Houghton described the mechanics of the emerging stock market in London for the new investor as well as how s/he could access the market and learn the prices of the various securities on offer.  He explained that securities could be purchased either by going directly to someone who wanted to sell or by using a broker who would help guide the new investors through the process.  Houghton noted that an investor could find out “what Prices the Actions bear for most of the Companies trading Joynt-stocks” at Garraways and two years later he noted that “brokers as being ‘chiefly upon the Exchange, and at Jonathan’s Coffee-house, sometimes at Garaways’s and at some other Coffee-Houses” clustered around Exchange Alley behind the Royal Exchange.  (Figure 1)  These ‘brokers’ provided both expertise and information about the market, but generally were not regarded as useful professionals in Houghton’s time.  Some of the antipathy might have come from the threat to the social order and status quo possible from the very anonymity of the impersonal market. (Dickson, 490).

In London, printers were allowed general freedom with the accession of William of Orange to the throne of England in 1688/9 so a number of print sources emerged to keep potential investors informed of developments in its emerging securities market.  Newspapers regularly inserted paragraphs to report on the latest prices for the major forms of government debt available.  Perhaps even more useful, a specialized publication, John Castaing’s Course of the Exchange, began regular appearance at least by 1698.  (Figure 2)  Castaing was followed by competition from John Freke’s The Price of Several Stocks, the last issue of which appeared June 22, 1722, while Castaing’s Course of the Exchange continued through to 1810.  It appeared twice-weekly, on Tuesdays and Fridays, which also happened to be the days that mail packet boats left from Harwich to the Dutch port at Hook of Holland.  Each issue contained the prices of the major securities over the prior three days, as well as the latest exchange rates for bills of exchange on major European cities.  It concluded with notes on the days of dividend payment for the major government stocks and the numbers on tallies that currently paid off at the Exchequer.  

Finally, the creation of the United East India Company in 1708 and the South Sea Company in 1710 had created two huge joint-stock companies in addition to the Bank of England, the shares of which provided potential investors in government bonds a variety of choices among easily transferred and transparently priced assets.  All three companies had issued their initial capital stock in exchange for short-term government bills whose promises to pay had fallen well behind the flow of tax revenues committed to pay them off with interest.  Their separate monopolies promised investors the possibilities of higher dividends than the government was paying on the debt it owed to the companies, plus the possibility of capital gains when the government’s remaining debt rose in value.  The mass of government “funds” provided everyone concerned a convenient intervention asset that could be pledged as collateral, left as a secure source of regular earnings, or liquidated as a source of ready cash when needed.

France
By contrast to the regularly printed price lists for securities traded in Amsterdam and London, in Paris the prices for bills of exchange and stocks in the government sponsored trading companies were only included in the official publication, the Mercure de Paris, after 1724 when the official Paris Bourse was opened.  Its opening followed completion of the Visa, the process that determined under French law how much credit each shareholder of John Law’s company could claim in the bankruptcy proceedings begun in 1721.  Before 1724, there may have been ephemeral price sheets issued by licensed agents de change to their favored customers, but economic historians now are forced to rely on occasional archival sources, such as Giraudeau’s “Variations Exactes de tous les effets en papier qui on eu cours sur la place de Paris a commencer au mois d’Août 1719 jusques au dernier Mars 1721,” found in the Bibliothèque Mazarine, MS. 2820.  The relative paucity of price evidence for securities traded in Paris is evidence of the stultification of a secondary market for financial assets throughout the eighteenth century for France.

While a royal decree in 1638 had established a corporation of official agents de change in Paris, they focused on the business of drawing and accepting foreign bills of exchange more than trading in securities.  In common with the monarchy’s technique of selling remunerative offices to well-to-do bourgeoisie and nobles, the agents were required to make a forced loan to the Crown.  When the Crown needed more revenue, it either increased the size of the bond required or the number of agents.  By 1720, trade in securities had gravitated to rue de Quincampoix, where trading among individuals could take place without the intermediation of the official agents de change.  At the height of speculative frenzy in John Law’s Compagnie des Indes in autumn 1719, all available space along the street had been leased to speculators.  In contrast to the Amsterdam and London markets, there was no well-established core of traders with the expertise and capital needed to keep a liquid market functioning in what government bonds existed.  

These were available in huge quantities and were widely held among the French population, but they circulated hand to hand as bearer obligations and at erratic discounts to their face value when issued. The London Course of the Exchange published twice-weekly the numbers on the new short-term bills being issued by the British government to compare with numbers of the bills that were being paid off, so that the general public could determine what delay there might be before their bill was redeemed and so have a fair idea of what its market value might be.  There was nothing comparable to these details that was available to the French holders of the billets d’état and even the most knowledgeable financiers of the French state were caught periodically in the devaluations of the unit of account in which the billets were denominated.  Such was the situation when John Law appeared in France in 1715 to offer his expertise in bringing France’s financial sector up to and beyond the levels already reached in Amsterdam and London.
The financial innovations of John Law in France
Law’s System, as he termed it, essentially combined the best features of British and Dutch finance and then took the next step as he saw it to improve on them.  The Bank of England, established in 1694, had improved on the Bank of Amsterdam, established in 1609.  In addition to providing giro services for account holders while maintaining a fixed monetary unit of account for them, just like the Bank of Amsterdam, the Bank of England issued bank notes in excess of its actual specie reserve.  This gave it the possibility of expanding the money supply beyond its reserves in metallic coin and bullion, an advantage it put to use in discounting domestic and foreign bills of exchange for London merchant-bankers as well as for the British government.  Instead of requiring all wholesale payments to be made through the bank as in Amsterdam, and forcing merchants to establish accounts by deposits of specie or bullion, the Bank of England took on a large amount of the government’s outstanding war debts, agreeing to take a lower rate of interest than the government was currently paying.  

Law’s improvement on the English and Dutch examples was to create a bank of issue with fractional reserves, but with the authority to issue more in case of need.  As in the English case, its capital was based on accepting outstanding government debt and receiving a lower rate of interest from the government.  As in the Dutch case, it created a monopoly for itself of an important part of the payments system, but with the remittances of tax payments and government outlays going through Law’s Banque Générale, rather than the wholesale payments made by merchants in Amsterdam.  Eventually, when he created the Banque Royale, he went beyond both the Dutch and British cases by making its bank notes subject to royal edicts that would determine their value in exchange.  In other words, he created true fiat money for the French government.

The New English East India Company, chartered under William III in 1698, took on a similar amount of government debt in exchange for being granted the privilege of competing with the Old East India Company in the trade with Asia by establishing new bases on the sub-continent.  In the War of the Spanish Succession, the success of those two corporations in clearing up the British finances of the previous war led to the creation of an even larger joint-stock corporation, the South Sea Company in 1710 and the uniting of the two East India Companies in 1708, again on the basis of absorbing short-term government debt trading at substantial discounts and charging a lower rate of interest in return for the monopoly privileges being granted to the new corporation. 

Meanwhile, the Dutch East India Company and the Bank of Amsterdam had been unable to expand their capital stock or offer the same kind of support to the war efforts of the United Netherlands.  Neither organization was able to expand its capital stock by absorbing new government debt because each was set up to be governed by local political authorities — the seventeen representatives of the six cities making up the United East India Company in the case of the VOC and the city council of Amsterdam in the case of the Bank of Amsterdam. 

The joint-stock company that John Law created in France ended up absorbing all of the government’s outstanding debt in return for absorbing all of its previous state monopolies by issuing new stock repeatedly.  The resulting Compagnie des Indes included the monopoly of trade with the Mississippi drainage in North America, the tobacco monopoly, the slave trade, the trade with the East Indies, the royal mints, and in the final stage, the united tax farms of France charged with collecting all the royal taxes.  As a final initiative, Law combined his Banque Royale with the Compagnie des Indes in February 1720, setting the price of shares in the Compagnie at 9,000 livres as issued by the Banque Royale.  

The previous inflation created by Law’s excessive note issues from the Banque Royale led to a continued drop in the foreign exchange rate of the livre tournois against all other European currencies.  To redress the situation, an edict in May 22, 1720 declared that the Compagnie’s shares would be reduced in monthly stages of 500 livres to a level of only 5000 livres by December 1, 1720.  The alarms caused by the announcement of this edict led to a quick reversal of the edict on May 31, 1720.  The two combined to discredit both the system and Law’s ability to control it, leading to an irretrievable collapse of nominal prices for the Compagnie’s shares along with a rapid fall in the exchange rate as investors scrambled to find safe havens for what remained of their capital.  (Murphy, ch. 17)  So ended the initial experiments with fiat money and rapid credit expansion in France.

Prior to the edicts, however, Law had wreaked more serious damage on the personal networks of contracts among individuals that had arisen during the bubble period.  Everyone participating in buying shares in his new company could use the new security as collateral against their default on personal loans made in varying amounts for a wide range of purposes.  When Law combined the two companies in February, he also eliminated the business of scores of stock dealers who had descended on Paris to act as intermediaries for the throngs of new customers eager to participate in the new market. Law closed down the rue Quincampoix by a decree of March 22, 1720 and brought all stock trading inside his company’s offices at the Hotel Soissons.  He declared by a decree of July 20, 1720 that his headquarters was now the official bourse for all trading in government securities.  He even suppressed the offices of the agents de change in August and replaced them with sixty “commissions” of his own choosing. The terms for withdrawing sums from the bank account then varied with the edicts being issued to counter the continued fall of the livre tournois on the foreign exchanges.  By substituting the bank’s fiat currency for clearing transactions in the stock of the Compagnie, Law effectively put all the stockbrokers in Paris out of business.  By October, Law again changed course, closing the bourse on October 29 and creating 60 new offices for agents de change.  Thereafter, all business simply ceased while the Visa was carried out to determine what losses would be imposed on each investor, a process not completed until 1725.

Lord Londonderry (the money Pitt) invests in all three markets
Evidence from a series of law suits revolving around the actions of Lord Londonderry during the rise and collapse of the Mississippi Bubble and then the South Sea bubble, followed by his desperate efforts in Amsterdam to restore his lost fortunes in Paris and London help to highlight the differences among the internal architecture of the three stock markets as well as the contrasts among their legal regimes.  At the time, all three countries were military and political allies, as each was vitally interested in restraining the power of Philip V of Spain, while retaining the support of the Habsburg Emperor in Vienna.  Londonderry’s brother-in-law, James Stanhope was the English minister responsible for establishing and then sustaining the Quadruple Alliance.  Londonderry’s experiences as an eminent speculator on all three exchanges during the critical years of the financial booms and busts highlights nicely the issues that arise when “Manufacturing Markets.” 

Londonderry, born Thomas Pitt, Junior, was the second son of Governor Thomas Pitt of diamond fame.  Thanks to his skill in initiating and completing the sale of the Regent diamond to France in 1717, he became his father’s business attorney and handled all the Pitt family’s stock dealings.  Many of these turned sour, the result of failed counterparties in each case, but the result was a series of law suits, some initiated by Londonderry against his defaulters and some initiated against him by disappointed partners, including eventually members of his own family, which included his nephew, William Pitt, the future Lord Chatham.  We take up his misfortunes in France, then turn to his various successes and mishaps in London, and conclude with a minor recoup of his affairs in Amsterdam.

Pitt’s initial dealings in Exchange Alley in London began in 1714 with the stock brokers George Cradock and Nathaniel Shepherd.  Most of his affairs dealt with the personal accounts of the Pitt family, reflecting the increasing trust his father was placing in him, but occasional glimpses of his future adventures in Paris and Amsterdam appear.  Londonderry’s accounts show him variously extracting a usurious rate of interest on a loan made on the security of South Sea stock; making a small return on a forward contract speculating on a rise in the price of South Sea stock; and earning substantial sums from the resale of hundreds of lottery tickets, the favorite investment for small investors in England.  In October 1715, his accounts begin to show credits from and payment to the order of John Law in Paris and his associates in both Paris and London.  Londonderry’s increasing dealings with France were a natural outgrowth of an enthusiastic endorsement of John Law’s recently opened Banque Générale in Paris that he received from the secretary to the British ambassador in Paris:

In the last letter I had the honour of from you, you desire me to let you know what Mr. Law’s bank is a doing.  All I can tell you in that matter, is that every body here thinks it will do well.  The Credit of it is established and they do a vast deal of business every day.  It has ruined all the Banquiers here for it discounts bills and gives and takes bills upon every foreign place at one per cent cheaper than any of them and by the force of their money and the privileges it has, is already master of the Exchange with every country till trade force a change in that matter.  

Letter to Londonderry from Thomas Crawford, Paris, 16 September 1716. C108/418/10.

There is little evidence that Londonderry took up Crawford’s recommendation to invest in Law’s schemes at that time, but it is clear that Crawford’s enthusiasm for Law’s financial innovations in Paris persuaded Londonderry and his father, Thomas Pitt, to rely on Law’s good reputation to pay for the exorbitant price they agreed on for the Pitt/Regent diamond in 1717.  Payment of 2 million livres tournois was arranged in several installments from June 1717 through June 1719.  At the time, this amounted to over £130,000, and the later payments all bore 5% annual interest as well.  Londonderry clearly invested part of his commission in the Compagnie des Indes, and made a substantial gain over the next two years, reputedly becoming one of the new “millionaires” created by the Mississippi bubble.  Just before the final surge of the price of Mississippi stock in late August 1719, Law and Londonderry entered into a huge forward contract in which Law promised to deliver a year hence £100,000 of English East India Company stock to Londonderry at 10 percent under its current price, namely at 180 percent of par.  The details of this incredible contract require separate treatment, but the point to be made here is that both Law and Londonderry deposited the equivalent of £30,000 as earnest money.  Law appointed his agent in London, George Middleton, to make this sum available to Londonderry and Londonderry deposited his earnest money in Law’s bank.

In January 1720, as the price of Mississippi stock was clearly going to fall, Londonderry made a hurried trip to Paris and entered into contracts with a number of speculators in Paris, mostly British expatriates, to sell his holdings at the end of May 1720.  In buying both shares and options on new subscriptions in the Mississippi Company, Londonderry relied on the firm of E. Burgess and David Lyon.  These were evidently experienced stockjobbers from London.  Their commissions were regularly charged at 1/8 percent, the same as Londonderry paid to his stockbrokers in London.  

Shortly after Londonderry’s visit to Paris, however, Law carried his next maneuver to preserve his System.  In February, he merged the Compagnie des Indes and the Banque Royale while requiring all stock dealings to be done through accounts in the bank. Londonderry made another trip to Paris in March and entered into a new round of private forward contracts to dispose of his holdings of Mississippi stock.  No fewer than 25 separate contracts were copied out later for the benefit of his lawyers afterwards, because none of the private forward contracts made by Londonderry to cover his risks in Paris were completed.  

The failures of Londonderry’s contracts in Paris went beyond issues of idiosyncratic risk with his various counterparties.  Although some of the counterparties were notorious for their brazen speculations such as Joseph Gage and Lady Mary Herbert, others were serious merchants and officials, including none other than Lord Stair, the British ambassador. Thanks to the bankruptcy of the Banque Royale in July, the subsequent recapitalization of the Compagnie des Indes, and the destruction of all documentation of the Visa when it was completed in 1723, there was no possibility left for Londonderry to salvage the remains of his French fortune.  Ultimately, he cashed out in 1726, realizing only 5% of his original holdings.  At the final liquidation in Paris, moreover, his French agent de change charged him a full one percent commission, adding insult to injury.

While assessing the situation in Paris in March 1720, Londonderry turned to one of his father’s merchant correspondents in Amsterdam, Bernard VanderGrift.  Eventually, Londonderry was able to sell part of his East India Company stock to various Dutch and English investors lined up by VanderGrift at a substantial profit over the 180 percent of par promised by Law.  In addition, Londonderry made a substantial gain on stock in the Dutch West Indies Company, although the sums involved in both transactions were small compared to his dealings in Paris and London.  More interesting is that Londonderry was able to use VanderGrift as an agent for disposing of shipments of various goods he had consigned to VanderGrift in Amsterdam.  These were clearly actions taken to realize some of the gains from his dealings in Mississippi stock, but by transferring the terms of his stock contracts into settlement by taking up delivery of various goods, including cascarilla from the Bahamas and tobacco from Virginia.  VanderGrift was a capable agent for all Londonderry’s dealings in Amsterdam, although his commission was ¼ percent on the stock deals, rather than the 1/8 percent Londonderry was accustomed to paying in both London and Paris.  

 In his dealings on Exchange Alley in London, however, Londonderry made a substantial killing on the fresh issue of capital made by the Royal African Company at the beginning of 1720, won a huge bet with none other than John Law in August 1720 on the stock of the East India Company, and sold out of South Sea stock at the height of that bubble.  But then he had to deal with the bankruptcy claim of his final counterparty on South Sea stock, the goldsmith bank, Mitford & Merttins.  Londonderry filed suit as one of the creditors against the bankrupt firm but that firm lodged a counter suit against Londonderry, accusing him of a usurious loan.  The details of the case and its resolution give us more insights into the how and why the London stock market was able to recover from the collapse of the South Sea bubble, while the Paris market was essentially moribund for the next century.

The specifics of each case were laid out by Londonderry’s lawyers with a list of the witnesses to be brought in on each side.

My Lord Londonderry sold to Messrs. Mitford and Merttins as appears by a contract signed by the former on or about the 24th of August, 1720, £6000 SSea Stock at 540 pct. to be delivered and paid for on the 24th of October following.  The said Mitford and Merttins become bankrupts between the said 24th of August and the said 24th of October, my Lord Londonderry attended on the said 24th of October at the transfer office of the South Sea company to have delivered the stock, but neither Mitford or Merttins or any one on their behalf appeared, so my Lord Londonderry had the said stock sold out by outcry by a broker to the best bidder in common form, and on the difference there was due from the said Mitford and Merttins about £18,000 as per the account.

My Lord Londonderry apply’d to the Assignees or Commissioners of the Bankruptcy to prove his debt and pay his contribution money but they would not then admit him as a creditor by virtue of his contract, on pretense of its being a South Sea bargain, upon which he petitioned the Lord Chancellor, but on the Bankrupts affidavits, setting forth that the contract was contrived and framed as if stock had been sold and bought, only to avoid the statute of usury, but that the truth was that my Lord Londonderry lent them £30,000 on £6000 SoSea stock with the midsummer dividend and was to receive for the loan of it for 2 mos. £2400.
  On which my Lord Chancellor dismissed the petition, and my Lord Londonderry brought his bill against the bankrupts, Commissioners and Assignees and pay’d his contribution money to which all have put in their answers.

C108/418/28 (Pt. 2).
Eventually, Londonderry’s lawyers were able to tell him that his claim on the estate of the bankrupt goldsmith bankers was admitted.  The case of Londonderry’s claim against Mitford & Merttins is interesting in several dimensions.  Mitford & Merttins was a prominent goldsmith bank in London that had been at the center of bubbles created during the year 1720.  Throughout the bubble year of 1720, their name appeared regularly in the London newspapers as the agents designated to receive subscription moneys paid into various bubble companies — the Rose insurance company, a sail cloth company, a company to produce salt with a new invention, and a company to build ships for lease or freight.  When subscribers demanded their moneys back, or the projectors wished to withdraw the money paid in, the bankers were clearly strapped for liquidity.  If we accept the argument of the goldsmiths that they had borrowed £30,000 from Londonderry on such usurious terms, the first implication is that they were increasingly desperate for cash by the end of the summer of 1720.  Borrowing large sums of cash from a valued customer and an active participant in transactions of all kinds in Exchange Alley and then declaring bankruptcy may have served as an object lesson for London’s stock jobbers thereafter.  The rules of the London Stock Exchange throughout the nineteenth and twentieth centuries, until the “big bang” in October 1986, expressly forbid any of its members (or wives or immediate family) from having any formal business relationship with a bank. 

Second, it appears that the practice of selling out when a buyer who had contracted to purchase a security failed to appear at the time specified for transfer of the security was clearly established at this early date.  It took nearly a century before the procedures for “selling out” and “buying in” were written into the rules and regulations of the formal London Stock Exchange.  Those rules, which persisted throughout the nineteenth century, required the disappointed seller or buyer to confirm the price at which he had been forced to sell or buy to the clerks of the Settling Room.  Assuming that the seller had to sell at a lower price than agreed or the buyer had to buy at a higher price than contracted, the absent buyer or seller who had contracted to be present was then required to make good the difference in price.  Later, when Londonderry’s case had wound its way through the English legal system, his lawyers informed him that his claim in the bankruptcy case had been upheld, conforming under common law to the practices of Exchange Alley.  The letter with this good news reached the Leeward Islands, unfortunately, only after Londonderry had died.

Third, an experienced trader, promoter, and speculator (i.e., a stock-jobber) such as Londonderry managed to accumulate such a complicated web of offsetting contracts and commitments during this first financial crisis of modern capitalism that it took a first-rate law firm decades to sort out.  (The last time these exhibits were displayed in a Chancery hearing appears to have been 1752, while Londonderry died in September 1729.)   In contrast to the French case, where the authorities handling the bankruptcy of Law’s Banque Royale and Compagnie des Indes destroyed all documents once they had made their decisions final, the British legal system maintained the important principle of “continuity of contract,” a principle sustained in common law through the subsequent centuries.

Over the next several years, Law’s System was gradually broken up and the investors in the company paid off at substantial write-downs, amounting as much as 95 percent in the case of rich foreigners, such as Lord Londonderry.  The Banque Royale was closed, and no public bank permitted thereafter in France until the Banque de France was created by Napoleon in 1801.  The Compagnie des Indes was reduced to trading with the East Indies in competition with the more established companies of the Dutch and English, and eventually forced out altogether at the conclusion of the Seven Years War in 1763.  More importantly, the idea of assigning real value to a claim on a financial asset, as explained by Isaac de Pinto in 1771, was eliminated by royal decree under Louis XV as a means of reassuring the remaining investors in French government debt.

The response of the British government to the collapse of the South Sea bubble is a study in contrasts.  Despite the efforts of the South Sea Company to sustain the level of their overpriced stock with the Bubble Act of June 1720, the bubble collapsed and the South Sea Company was restructured under government supervision.  Robert Walpole’s government managed, with the self-interested help of the Bank of England, to restore the vitality of the London stock market by converting one-half of the South Sea stock into perpetual annuities offering 5% interest for five years, to be reduced then to 4% (and eventually to 3%).  In this manner, Walpole salvaged the emerging capital market in London because at a stroke he created an enormous stock of homogenous, readily transferable, and fungible financial assets that were widely held by at least 35,000 individuals.
  

While the remaining stock of the South Sea Company was gradually wound up due to the resistance of the Spanish Empire against allowing it to expand upon its monopoly of the slave trade, both the Bank of England and the East India Company periodically increased their capital stock.  The business of the London stock market continued to be active and profitable for a growing number of specialist traders, despite the absence of volatility in the prices of the various securities.  Meanwhile, the attention of actionistes in Amsterdam turned as well to the English securities, which now represented the largest mass of tradable securities available to European investors.  The continued aversion to securities markets for government debt in France was to plague the monarchy’s finances for the rest of the century.

In Amsterdam, the various projects that had been initiated in the various cities and provinces in belated imitation of the exciting innovations occurring in Paris and London, mostly withered away as investors sought safe safety in the form of hard cash in the form of silver and gold, whether in bullion or specie.  Only the marine insurance company created in Rotterdam survived to compete with the London Assurance and Royal Assurance companies that had been chartered in Britain.  Even the shares of the West India Company, which had enjoyed a brief boom, fell back to previous levels.  Thereafter, the interests of Dutch investors focused on the huge supply of government bonds now available on the London market.  Later in the century, the Dutch agent of the British East India Company in Amsterdam, Isaac de Pinto, argued that the expertise of the stockbrokers in Amsterdam had helped the British government finance their wars with France by investing heavily in each new issue of government debt.  (de Pinto, 1771)

Figure 1. Exchange Alley
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Figure 2.  Castaing’s Course of the Exchange, January 8, 1720
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� Implying an annual interest rate of 48% at this moment of extreme credit stringency before the books of the South Sea were opened again, as indicated also by the forward premium implicit in the price of South Sea stock when the books were closed in June.
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