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Abstract


Information is the basis for rational calculation, but throughout the nineteenth century, U.S. trade creditors faced formidable obstacles to obtaining it.  The paucity of information did not, however, keep creditors from calculating risk in a systematic way.  This paper examines the processes by which they did so, tracing the combination of art and method that creditors used to analyze creditworthiness.  It argues that by the 1830s and 1840s, a shared set of criteria had emerged which was widely accepted (although by no means universally applied) within the business community.  In addition to what was termed “capacity” (a borrower’s financial means), the criteria for determining creditworthiness included the so-called “character” traits of honesty, punctuality, thrift, experience, sobriety, energy, and focus.  Other traits included marital status and age.  The list of traits generally did not include religious or social affiliations:  membership in churches, social and political clubs, and the like.  Race, ethnicity, and gender were noted but did not constitute the sole basis for judgment.  Folksy and unsophisticated by the standards of the late twentieth century, this way of assessing creditworthiness nevertheless helped to mitigate the ambiguities inherent in long-distance trade.  Provided with a clear set of rules, mercantile creditors became more willing to "trust" goods to merchants who were unknown to them, and who may or may not become repeat customers. 

Obstacles to Obtaining Information


The most basic problem for American creditors in the early-to-mid nineteenth century was the lack of reliable financial statements, and the absence of a rigorous and generally accepted set of accounting standards.  To be sure, by the early 1830s, some insurance companies were making their financial statements public; journals such as Hazard's, for example, published the financial returns of Massachusetts's insurance offices.
  Railroads published their financial statements and engaged in sophisticated reporting and analysis from an early date.  During the late 1820s pioneering corporations such as the Baltimore & Ohio (B&O) began issuing thick annual reports packed with tables and exhibits.  B&O engineers developed formulae for calculating "proportions," or the ratio of revenues to expenses, which allowed them to understand fixed vs. variable cost patterns. 
  By the 1860s, some smaller and less sophisticated businesses had become familiar with the concepts of simple financial analysis.  At least one business book, Samuel Terry's The Retailer's Manual (1869), exhibited an understanding of what a later generation would call "profit margins" (gross or net profits divided by sales), and "inventory turnover" (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 moving). 
  

Yet large insurance companies and railroads, and the occasional precocious business manual such as Samuel Terry's, constituted the exception rather than the rule.  More typically, financial information on businesses was sparse, and systematic financial analysis non-existent.  Key indices of an individual's or business's financial standing were largely unavailable.  Very little could be known, for example, about a business's liquidity – that is, how much cash or cash-equivalents it had on hand with which to pay debts.  Business manuals such as Edwin Freedley's A Practical Treatise on Business (1852) advised that a "reserve capital should always be easily convertible into money, as the exigencies of trade may require." 
   But knowing precisely how much of these "easily convertible" assets a business had was impossible to determine.  In 1857 the Bradstreet Co., a pioneer credit-reporting firm established a decade earlier, began issuing reference volumes listing the business owners in key towns and cities who had bought, or were likely to buy, goods on credit.  Rating “keys” (Aa, A, B, C, and so on) conveyed an estimate of the prospective buyer’s capital strength.  Although convenient, the keys did not break down borrowers’ assets into categories (real estate, inventory, cash, securities, and other personal property), even though the ability to distinguish among these types of assets would have been useful, even critical.  Obviously, cash and marketable securities were the most desirable; but other issues also made a breakdown of assets useful.  Homesteads, for example, were counted in the Bradstreet volumes as part of a borrower's "capital strength," but state exemption laws increasingly were placing these beyond the reach of creditors. Determining the true value of a business's inventory was yet another problem.  Many merchants had a propensity to overvalue their merchandise, clinging to defective goods and reporting them at full market value. 
   


Faced with such obstacles, how did trade creditors make decisions about "whom to trust?"  How did they penetrate the veil of uncertainty that accompanied the process of advancing goods over long distances to unknown buyers?  


Compared to more modern methods of analysis, credit risk assessment in the nineteenth century was more art than science, a fact that was in keeping with the general practices of the period.  Even so, the process of risk assessment was not purely a matter of art.  Examination of sample and actual credit reports, as well as business handbooks and articles spanning the period from the 1820s to the end of the 1860s indicate that a true method existed for determining creditworthiness.  Although not formally codified, and lacking the sophisticated risk models that were developed during the second half of the twentieth century, the method nevertheless became widely accepted by merchants, bankers, and others who transacted in an increasingly complex economy.

Calculating Creditworthiness


In the 1830s a new organization, the credit-reporting agency, emerged in the United States. 
  The agency engaged local correspondents, primarily attorneys, to make twice-yearly reports on the merchants in their districts.  Small-town attorneys were particularly well-placed to collect this information because they were at or near the center of community and business life.  Instead of paying a salary, the agencies compensated their correspondents by promising to refer subscribers to them for services such as debt collection.  (In order to collect on a bad debt, creditors in distant towns needed the services of attorneys living in the same locale as debtors.) 
  Relying on local knowledge made eminent sense, even if the task of obtaining this knowledge was by no means easy.  "We are aware that in all cases it is difficult -- in some impossible -- to give categoric answers to all these items," wrote one credit-reporting agency proprietor in 1853, "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." 


We can reconstruct the process by which these early credit reporters did their work, beginning with the public records that were available to them.  Reporters were able to check the tax assessor's office (usually located in the state capital) to determine individuals' real estate holdings.  Newspapers were another easily accessible source of information, as many small towns had at least one weekly or daily.  Although reportage on specific firms was not extensive, 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.  The advertising columns were full of useful information:  they chronicled the creation of new firms, the dissolution of existing ones, and the sales of bankrupt stocks.  These notices in no way formed a comprehensive record of the town's business life. 
  Nevertheless, they provided a number of important clues to the condition of many of the town's businesses.  


In 1866, for example, the Springfield (Illinois) Register announced that dry-goods dealers Canfield & Co. "have purchased the entire stock of fancy and staple dry goods of Messrs. Yates & Son, which they are at present offering to their customers at cost price."  That piece of advertising conveyed several items of information:  that Yates & Son were closing their business; that their former customers were likely to shift their patronage to Canfield & Co.; and that Canfield & Co. had made a significant purchase of stock at what was very likely a good price, given that Yates & Son were probably anxious to sell and Canfield & Co. did not have to transport the goods from outside Springfield.  Newspapers also sometimes gave information on the past experiences of traders.  In the same ad, the Register noted that Canfield was "formerly of the old establishment  of C.M. Smith & Co., and his partner in the house." 
  


After exhausting these publicly available sources of information, credit reporters could supplement what they had gathered by other methods.  Useful impressions could be obtained simply by visiting an establishment and observing how well the store was kept, whether or not the stock on hand was fresh and appealing, and the number and type of customers in the store.  In short, an informal in-store visit could determine how successfully traders were coordinating supply with their market's demand.  Outside creditors could obtain information through town directories, which by the 1840s and 1850s were used as boostering devices by large and small towns alike.  With a map and the most recent town directory in hand, the prospective creditor could gain quick insight into an establishment's geographic and competitive position within the city. 
  Business writer Edwin 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 conscientious creditors to determine whether this was the case.


Credit reports became increasingly detailed and their coverage more extensive.  But creditors first had to decide whether they would avail themselves of the full reports, as opposed to simply consulting a reference volume such as those pioneered by the Bradstreet Co.  We do not have, nor can we obtain, evidence that would allow us to determine what proportion of subscribers ordered the full reports, but it was a practice that many of the leading credit-reporting agencies repeatedly urged upon their customers, possibly prompted by their fear of lawsuits.  Despite these exhortations, no doubt many creditors relied exclusively on the rating keys available in published reference volumes.  Many others bypassed the credit-reporting agencies altogether, preferring to depend exclusively on the knowledge of mutual acquaintances, such as other suppliers, customers, or attorneys living in the borrower's community.  Still others entrusted their traveling salesmen with the job of gathering the information.  (This practice was far from reliable because traveling salesmen were prone to overlook a customer's bad credit record in order to make a sale.) 
 


Supposing that a creditor decided to order a full credit report on an existing or prospective customer, what financial information could he expect to gain?  Fortunately, a number of sample reports, as well as actual reports from the R.G. Dun & Co. ledgers, survive.  The following early sample report appeared in a June 1835 circular issued to correspondents by New York's Griffin, Cleaveland & Campbell, one of the earliest known credit-reporting agencies.  These samples were meant to provide guidelines for reporters by indicating the type of information the agencies believed were obtainable with a reasonable amount of effort.  Note the scarcity of precise financial information (here highlighted 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, married, worth $15,000.  Roe aged 30, single, worth $10,000 -- about half their property in real 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 fellow.  Fenn was formerly a clerk in a large drug establishment in ___, and put into the concern $2,000.  Business much extended -- engaged in speculations in real estate.  Both rather visionary in their calculations.  Denn married -- Credit here tolerably fair now.  


 The template used by Griffin, Cleaveland & Campbell was widespread by the 1850s.   Michigan attorney Elijah W. Morgan, a correspondent for a number of credit reporting and collection agencies during the 1850s, received this sample report from the American Collection Agency.  Again, note the paucity of financial information:


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 unincumbered real estate.  He does a legitimate business, and never ventures 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 admitted a partner 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 does not add any capital.  They continue to do a good business, are in good credit, and worthy of it. 
 


The above are prescriptive sample reports.  What did actual reports look like?   The following transcription of ledger entries in the R.G. Dun & Co. collection for the Springfield, Illinois, dry-goods dealer Joseph Thayer & Co. from 1844 to 1850 is typical and shows that reporters followed the sample reports fairly closely: 
  


Joseph Thayer & Co.
Merchants, Dry Goods


1844:  Though capital not extensive, considered safe and worthy of credit.  1845:  The Co. [consists of] a son.  Ages 55 and 25.  Substantial [and] correct business men.  1846 & 1847:  Safe, business not heavy.  Well managed.  Substantial men.  1848:  Real estate taxed [is worth] $1,150.  Stock $5,500.  Fair business, not heavy.  Safe and reliable.  1849:  Business safe and profitable.  Firm sound and reliable.  Worth $10,000 in good property, cash and stock.  Safe to credit $5,000 or more.  1850:  Good and strong merchants.  Safe good business.  Good for $10,000.  

The Meaning of “Character”

Trade creditors thus had access to a number of different sources allowing them to determine the likely creditworthiness of businesses located in distant towns.  Local credit reporters consulted official records -- land titles, tax rolls, and the like -- for information on real assets.  Newspapers provided notices of bankruptcies, partnership dissolutions, and the formation of new businesses.  Directories and city maps, too, could furnish some indication of a business’s location and its competition.  Credit reports provided some information on capital strength, including the value of the stores' inventory and the owners' real property.  After the Civil War (1861-65), the reports began more regularly to include such items as annual sales, accounts receivable, cash on hand, and liabilities.  

Yet, almost invariably, any pronouncement about creditworthiness involved an appraisal of the borrower's "character."  Why this was so becomes obvious when one considers that credit terms during the early nineteenth century could span from six to twelve months or longer.  A business owner’s current liquidity was therefore not as helpful as past behavior.  Ideally, this would have included an individual’s payment record with other suppliers; but these kinds of information exchanges (where suppliers agreed to share information on buyers with one another) did not emerge until the end of the nineteenth century.  Moreover, the Married Women's Property laws, enacted in many states beginning in the 1830s, made it easier for borrowers to shelter their assets by conveying them to their spouses.  And, as previously noted, states increasingly shielded homesteads from the reach of creditors.  For all of these reasons, business writers advised creditors to pay more, not less, attention to the borrowers' character.  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." 
  In other words, information on liquidity (the ability to pay) had to be supplemented by some indication of the willingness to do so.

As a proxy for detailed payment histories, and as an indicator of liquidity, reporters focused on borrowers’ “character."  Theoretically, the manifestations of an individual's character are numerous; after the Civil War success manuals proliferated, and they stressed the importance of character in the broadest sense.
  Credit reporters and business writers, however, concentrated on a set of precise traits:  honesty, punctuality, extravagance or economy, experience, whether the borrower exhibited "energy," and evidence of excessive drinking and gambling.  Also important were age and marital status.  In general, credit reporters were not interested in traits that, on the surface, were closely linked to an individual's character.  Whether or not a borrower attended church (much less which particular denomination) rarely if ever appeared as an indication of creditworthiness. 
  Reports of adultery appeared far less frequently than one might expect in this puritanical society, and typically only if a merchant 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 credit reporters living in the same communities as their subjects. 

  In the absence of perfect financial information, each “character” trait came to have specific meanings.  When one looks beyond the moral language of the credit reports, a common and very precise set of standards for creditworthiness emerges -- standards that allowed reporters and suppliers to assess borrowers’ ability to remain liquid as well as their willingness to meet payments or make good-faith arrangements when liquidity was threatened.

Honesty

Reporters may not have had access to specific payment records, but they could generally make an assessment of an individual’s willingness to meet his or her obligations.  Such information was not completely lacking.  As previously noted, failures and bankruptcies were reported in newspapers; but less formal channels of communication (trade gossip) were also valuable sources.  Business writers spoke of the willingness to meet payments on time in terms of “honesty” and “honor” -- words that encapsulated a set of shared assumptions about moral hazard versus the desire to encourage risk-taking and entrepreneurialism.


As creditors were aware, unexpected developments could pose problems even for good merchants.  Because the business cycle could turn so quickly, the mere record of having failed did not necessarily brand an entrepreneur as a bad risk.  Reporters were careful to discriminate between those who failed "honestly" and those who did not (see, for example, the sample report on “Jones, Smith & Brown” on p. 8.) 
  Merchants who had a reputation for honesty and ability, but who ran into temporary difficulties, were often trusted by their creditors to continue their businesses and to pay their debts in full 
  Honesty was valued because borrowers could so easily hide the true financial condition of their businesses.  Even borrowers who met their payments on time could, unbeknownst to their creditors, be sinking deeper and more hopelessly into debt.  For example, some borrowers paid their main suppliers on time while letting payments to others run late; thus, a supplier thinking that an account was good could suddenly learn that the business was in fact on the verge of bankruptcy.  The problem, wrote one observer in 1842, “is not . . . the failure of solvent firms, but of the insolvency of firms which pretend to be sound . . . an insolvent house may, by private assistance, still keep up an appearance of solvency." 
  "When should a man fail?" wrote Edwin Freedley.  "In most cases, he has no choice as to the time; but no man has a right to fail who is not insolvent merely to save himself from loss . . . When, however, he discovers that he is insolvent, the sooner he fails probably the better." 
  Declaring insolvency immediately would ensure that creditors received a proportionally bigger dividend than they would later, when the business had become worthless.  It would also, Terry suggested, predispose creditors to give the borrower a second chance. 
  The Journal of Commerce also emphasized the practical value of 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 sympathy and no difficulty in arranging a settlement." 
   


Other instances of dishonesty included making large purchases just before filing for bankruptcy.  Another was the designation of "preferred" creditors, usually an associate or relative, who was paid before other creditors.  (Jewish merchants, in particular, were singled out for engaging in the practice of paying their Jewish creditors before their non-Jewish ones.) 
  In 1858 the Mercantile Agency flagged a Moses Hirschfeld, of Springfield, Illinois:  "Made an assignment a day or two ago -- preferred certain of his creditors -- can't learn whom -- can't say as to amount of liabilities, but understand the assets will be about $10,000." 
   The 1836 account book of Cee & Turner of Coldwater, Michigan, noted of Samuel Delamater, a dry goods merchant:  "Failed and don't pay anything except to preferred creditors." 


Many business writers argued that debtor and creditor were partners:  credit was extended not as a favor but with the view to 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 . . . Neither will he, if the bankrupt appear to be honest, oppress the spirit bowed down with sadness." 
  Samuel Terry argued that in cases where creditors have profited from dealings with an individual who becomes insolvent, the debtor "may ask them with great propriety, if not with justice, to bear a share of the loss he has sustained."
  All “failures, not plainly fraudulent, should be treated with a great deal of liberality,” argued Edwin Freedley.  “The creditor should never forget, as Dr. Johnson observed, that he has 'shared in the guilt of improper trust; that he suffered the debt to be contracted with the hope of advantage to himself; that he proportioned the profit to his own opinion of the hazard, and, that there is no reason why one should punish another for a contract in which both concurred."  Freedley defended the principle of liberality by arguing that the "majority of those who engage in business . . . fail at least once in their lifetime, and if there were any obligation resting upon them to pay their old debts, and they practically felt its force, the wheels of business would stop, or drag along in heaviness and labor.” 
  On the whole, business writers urged creditors to balance toughness (to guard against fraud) with flexibility (to encourage legitimate business activity and entrepreneurship.)  



 Sometimes the experience of failure was even considered salutary.  Samuel Terry confirmed that it "sometimes happens that an event of this kind brings out, for the first time, the better qualities of a man, and shows to himself that he has greater ability than he supposed, and to his creditors that he has firmer principles of honesty than they before gave him credit for."  Terry assured his readers that one of the best recommendations a previously insolvent dealer could have "is to have it said that those who compromised with him are willing to sell him again on credit."  In fact, their "confidence in him has double the influence that credit in entirely new houses will possess." 
  

Punctuality


The American trade credit system was dependent on prompt payments in order to maintain the liquidity of every merchant from manufacturer to retailer.  Hence, the virtue of punctuality became equated with "honor."  As one typical entry in Hunt's states:  "The punctual man becomes the honorable man, for in saving moments he preserves his good faith with the world . . . Many and many a time has the failure of one man to meet his obligations brought on the ruin of a score of others."  Observers often noted that banks were far stricter than merchants.  According to Hunt's: “With sound policy do the banks insist, under the penalty of a protest, on the punctual payment of notes; for, were they to do otherwise, commercial transactions would fall into inextricable confusion.”  Mercantile relationships, however, were characterized by much more flexibility, making punctuality even more difficult to enforce.  A “punctual man,” wrote Edwin Freedley, “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 fact by sending him a note or an agent, or calling himself, and renew the promise.  A man who does so, though he fails a dozen times in the same transaction, is more worthy of credit than the clown who, besides keeping you out of your money, consumes your time, and causes uneasy and unhappy feelings.” 
   


The punctuality of "country" dealers, who were often not efficient in collecting from farmers who made up the bulk of their customers, was especially problematic.  “Hundreds of city merchants,” wrote Hunt’s in 1856, “are now suffering in consequence of the want of punctuality among their Western customers in paying up accounts.” 
   Writers and lecturers urged greater punctuality upon a society whose habits were still largely agrarian:  "If a little more of the prompt activity of some men could be infused into the masses," reads an entry in Hunt's, "the wheels of business would never be clogged, and no stagnation would ever be felt in the ever-moving waters of stirring, active industry." 
   

Extravagance/Thrift

The term "extravagance” was frequently used to describe merchants who operated on too high a ratio of expenses to income, or whose level of inventory was too high for the amount of trade they were doing.  In the nineteenth century, there was little agreement about what constituted safe ratios.  Samuel Terry in 1869 made one of the earliest attempts to express income and expenses in terms of percentages:  "In the aggregate, a retailer's total expenses, including those of his private living, ought not to exceed one-half the gross profit of his business.  There will ordinarily be losses . . .  which will take from fifteen to twenty-five per cent more of the gross profits to cover them."  A retailer's typical net profits, then, was "from twenty-five to thirty-five per cent net of the gross profits."
  


Overbuying, or tying up capital in goods that were not likely to sell quickly, was a sure sign of trouble.  Writers urged tradesmen to be realistic about the demand of their markets and to try to fulfill that demand more accurately.  Moderation, "founded in principle, often proves to be a safeguard," Thomas Cary told his audience 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." 
  How "far is it prudent for a man to extend his purchases beyond his actual capital?" Freedley asked.  In "banking, the safe rule has been laid down to be, the proportion of three to one." 
   


Because financial statements gave only a poor indication of a business's available cash, 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.  The structure of proprietorships and partnerships mandated such close, even intrusive, examination because the expenses of both household and business came out of the same funds.  Credit reporters paid particular attention to signs of extravagant living, which could signal that a business's cash reserves were at a dangerously low level.  The Providence Journal explicitly made the connection.  It "cannot . . . be a matter of surprise," the Journal declared in 1849, "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." 
  One handbook for bankers, first published in 1851, stated that men "who are prone to extravagance in their domestic or personal expenditures rarely possess the amount of property they are reputed to possess." 
 In 1852, the Mercantile Agency reported that Springfield dry goods dealer W.B. Fondey had married "a woman of little means," who was "somewhat extravagant."  The agency continued to monitor Fondey's spending habits, noting the following year that he was "building a house costing $5,000" and that there was "some concern about his ability to support [both] house and store." Springfield clothing dealer Thomas S. Little "is a blustering kind of man in his business," the correspondent reported in 1855 after Little had spent conspicuously on a large new store and showed signs of living "rather expensively." 
  


Household economy was considered a family, and not simply a business, affair.  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.  If a merchant's business could not sustain his present living expenses, wrote the Philadelphia Merchant in 1855, "he can explain his condition to his wife and family, who have an equal interest with him in sustaining his reputation and standing, as an honorable business man, and they will join with him in all those retrenchments necessary to enable him to maintain a proud position among his fellows . . .  He is not a good business man who keeps his wife and family in ignorance of his ability to indulge their fancied requirements." 
  "We care not how much money a man may make," the Springfield Journal stated, "if his wife does not second his endeavors, he is just as sure of dying poor as if he had kept a grocery and trusted every body." 
          

Experience

Credit reports increasingly enabled creditors to track borrowers' experience, including that gained in other towns.  This information was critical in a large country with a highly mobile population.  Prior to the Civil War however, such information was limited.  Instead, reports attempted to indicate whether individuals were "educated" to the trade by having apprenticed as clerks in mercantile establishments.  Most business writers were skeptical of, even hostile to, the idea that a formal education would benefit young, aspiring merchants.   A number of private business schools operated during the antebellum period, but they focused exclusively on subjects such as penmanship, book-keeping, and telegraph operation; none specialized in teaching the theories or principles of business.  (Graduate schools of business were not established until the 1880s.)  Freedley, for one, strongly recommended 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. 


An apprenticeship, or working as a clerk in a mercantile establishment, was considered far more important than a formal education.  “It is generally prudent for clerks to take an interest in well-established houses in which they have been employed when they can," wrote Freedley,  "and it is prudent for the merchants to give them an interest when they have shown themselves to be worth a salary of a thousand dollars a year.”  It was generally agreed that the best new firms were 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 represented two positive traits:  thrift (good cash management) and experience. 
   

Vices
  
On the whole, the credit-reporting agencies restricted themselves to reporting on two vices only:  excessive drinking and gambling.  The reports were reticent or silent about other foibles, such as licentiousness.   Occasionally, a report such as the one on Walter Ordway, a substantial merchant of boots and shoes in Springfield, Illinois, contained indications of sexual misbehavior.  According to the Mercantile Agency, Ordway was "an old man given to drink and lechery to a scandalous extent," and "too fond of women for his own good." 
  But such censure was rare.  Reports of drunkenness were far more typical.  "Has been drinking to excess lately," a correspondent wrote in 1850 about Seth M. Tinsley.  Clothing retailer Moses Hirshfeld "indulges at times in liquor.  His former conduct as a punctual man is all we have to guarantee that he will [continue] likewise."
 

Energy/Focus

Other desirable traits were lauded both in the business press and in the credit reports.  Among these were "energy," and the quality of being "wide awake."  Yet there was concern lest mere energy supplanted good judgment and caution.  The tension points to a definitional problem that many theorists of entrepreneurial capitalism still must resolve.  As Julian Hoppit points out, historians tend not to differentiate between the terms "businessman" and "entrepreneur."  Consequently, Hoppit writes, "definitions of 'entrepreneur' have multiplied with ever-diminishing returns.  Confusion has arisen because the dividing lines between inventive, innovative, and imitative businessmen are hazy and unclear." 
  Similarly, Thomas Doerflinger writes in his history of late-eighteenth century Philadelphia merchants  that one must distinguish between the "atavistic" and speculative capitalism practiced by some, particularly during boom times, and "the icy worldly asceticism of Weber" that was practiced by others. 
  The Griffens' study of Poughkeepsie (New York) businesses suggests that some entrepreneurs resisted the call to be aggressive, pushing, and intensely competitive.  A number of proprietors in that city "gave no sign of ever scrambling for wealth or position, apparently priding themselves instead upon their reputations for integrity and steady habits."   This outlook was particularly marked among self-employed artisans, who "emphasized respectability and independence rather than riches, urging men to take up trades like blacksmithing and carpentry in which it was easiest to start your own business."
  


There can be little doubt about where credit reporters stood on this issue.  Along with many business writers of the period, they rejected the older artisanal outlook that was content with establishing an independent living, and which regarded the overbold ambitions of the mercantile class with distaste.  A reporter wrote in the early 1850s that Springfield dry-goods dealer John Burckhardt was "honest and industrious" and "as punctual as a man can be."  Nevertheless, the report damned him with faint praise:  Burckhardt was a safe risk because he was "too phlegmatic and cautious to get into trouble." 
  Business writers began to equate this attitude with "sloth."  "There is nothing gained by idleness and sloth," Hunt's  wrote in 1853,  " . . . Men must be active, persevering and energetic." 
   


Sometimes, however, an entrepreneur could be too energetic -- that is, unfocused.  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 numerous outside ventures.  "The frequent changing from one employment to another," Hunt's asserted in 1856, "is one of the most common errors committed, and to it may be traced more than half the failures of men in business . . . Mark the men in every community who are notorious for ability and equally notorious for never getting ahead, and you will usually find them to be those who never stick to any one business long, but are always forsaking their occupation when it begins to be profitable." 
  Samuel Terry wrote that a retailer "is far more likely to accumulate wealth in an increased degree, inside of his business, than by outside adventures." 
 


The temptation to speculate in other businesses was especially marked in places like the midwest, with its strong capitalist ethos and its promise of development.  Ninian Edwards, governor of the Illinois Territory from 1809 to 1818 and of the state of Illinois from 1826 to 1830, and United States Senator from 1818 to 1824, exemplified this tendency.  During his life, Edwards owned and supervised a total of eight stores, five in Illinois and three in Missouri.  He also practiced law, farmed, speculated in real estate, and operated saw- and grist-mills. 
  Ironically, Lewis Tappan and Robert G. Dun, early proprietors of the Mercantile Agency, were themselves guilty of having too many pursuits.
  The numerous associations that characterized American civic life could also be a distraction: "Instances are frequent where retailers are drawn into one association after another,” Terry noted, “becoming president of this, secretary of the next, and treasurer of another -- possibly director in a fourth -- so that fully one-half of their time is taken up with these matters, to the manifest injury of their business."
  Credit-reporting agencies increasingly kept track of their subjects' outside financial and occupational interests (but seldom their purely social activities, such as club memberships.)

Other

Like experience, age played a key role in the assessment of risk.  (Credit-reporting agencies were not always successful in recording this information, particularly for women.)  It was generally believed that younger proprietors who already had some experience in the trade made the best prospects because older entrepreneurs had less time in which to settle a bad debt.  According to an agency circular:  “Some of our merchants . . . will not sell even to an honest, capable man unless he has capital, particularly if he is advanced in years.” 


Marital status became a consideration when the Married Women's Property acts, initially passed by many states in the 1840s and updated during subsequent decades, severely limited what a creditor could legally obtain from a married dealer who became insolvent.  The new laws had the unintended effect of allowing men to protect their business assets by legally transferring them to their wives, a practice that credit reporters frequently recorded.  An anonymous credit-reporting journal kept by an individual living in Jackson, Michigan, gave a typical report.  It stated that the wife of one P.J. Avery, owner of the town weekly, "has some property.  All the property I think is in her name and would be difficult to reach if a collection were forced."  

Analysis and Discussion


By the mid-nineteenth century a method for assessing credit risk had emerged among American merchants, which the new credit-reporting agencies helped to transmit.  This method for assessing risk was not optimally efficient.  But as Douglass North has argued, by standardizing expectations, such informal rules can lower the costs of monitoring, as well as encourage spontaneous cooperation and a greater willingness to trade. 
  If this is true, the early appearance and widespread application of this method may partly explain why nineteenth-century American merchants seldom lost confidence -- the crucial ingredient without which credit cannot function -- despite the extreme violence of the business cycle.


Arguing for the fundamental rationality behind this method does not imply that creditors made optimal use of it.  Creditors and reporters were characterized by as many levels of ability as were the subjects of credit reports.  Some agency reporters, especially during the industry’s early years, submitted information that was confused or simply wrong.  No doubt creditors, too, made poor choices when deciding among potential borrowers.  The subjects of the reports at times confounded the odds:  drunkards and gamblers prospered (to the evident disgust of the reporters), while able and honest merchants 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; nevertheless, in the absence of completely reliable information, specific steps could still be taken to decrease the chances of making a bad decision. 


Sellers had good incentives to take risks on unknown and untried buyers; indeed, their very survival depended on it because the majority of potential borrowers involved some degree of risk-taking.  Only a tiny proportion of businesses were rated “A-1” or “Aa” (of undoubted credit) throughout the whole of their lives.  On the other end of the spectrum were the equally small proportion of individuals who were known to have defrauded creditors in the past.  The vast majority of potential borrowers were neither "A-1" nor absolutely undesirable; creditors were obliged to weigh (for example) an individual’s propensity to live “fast” against his general tendency to be honest.  Credit reports tried to give them the means to do this by reporting both positive and negative traits.  Detail and history – the narrative of a borrower’s business life – mattered a great deal, and agencies instructed their reporters to provide as much of this as possible.  "We are unwilling to assume the responsibility of reporting any person good or safe without accompanying it with qualifying remarks," the St. 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 though dishonesty, want of means, or deficient business knowledge." 
   In 1860, Dun, Boyd & Co. refused to issue written reports, insisting that subscribers personally visit their offices and analyze the data themselves rather than rely on a summary written by an agency clerk.  “Our records, extending over so many years, require an accurate analysis to arrive at just conclusions . . . 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 different impressions.  Clerks might form an opinion that the subscriber 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.”
   Nineteenth-century business writers frequently reminded their readers that human nature was not static but malleable.  Individuals changed:  they became better merchants or, conversely, fell into dissipation and ruin.  These individuals -- changeable and difficult to put into static categories -- were the higher-risk customers who might nevertheless prove to be profitable.  


There is a homely and folksy quality to the method outlined in this paper, which might tempt modern sophisticates to dismiss it.  Yet these very qualities are what account for its historical importance.  In his article on the links between capitalism and the emergence of a new humanitarian sensibility, Thomas Haskell uses the word "recipe" to describe the attempts to solve business and social problems, which burgeoned 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 supplied by a surge of homely recipes for getting things done.” 
  “Recipe” can  perhaps be used appropriately here as well, for it conveys something important:  Precisely because the method was simple, it was perceived to be widely accessible rather than confined to those with special privileges, training, or knowledge.  The assumption that creditworthiness could be determined through simple and careful calculation by any reasonably intelligent creditor may well have increased the number who were willing to try.  
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