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Not Worth a Continental
War costs money, and the American Revolution was no exception. At the time, the main currencies were precious metals: gold and silver. Gold and silver were scarce in the colonies, and the Revolutionaries had little  of it, especially compared to their enemy, the British Government. To pay for the war effort, the states and the Continental Congress were forced to issue paper money. This money was essentially an IOU promising that the government would, some day, pay back the holder an equivalent amount in silver or gold. Without Continental dollars and other forms of paper money issued by the states, the Revolutionaries never would have been able to pay soldiers or buy supplies to fight the British. 

The end of the Revolutionary War brought a recession to the new nation. Military spending dwindled, and the United States was no longer part of Great Britain's trade network. Without the spending that drove the war effort, and with a reduction in international trade, the American economy experienced a major slowdown. The recession was accompanied by inflation, which eroded the purchasing power  of the Continental dollar. This meant that the paper money people held was losing its value, buying less and less in goods and services. 

People began demanding repayment of the IOUs with silver and gold, which would retain its value better than paper. As prices kept getting higher and the government, which still did not have enough silver or gold, did not buy back the paper money quickly, the Continental dollar threatened to become worthless. The term "not worth a Continental" meant that something had little or no value.
[Source: http://upload.wikimedia.org/wikipedia/commons/f/ff/Continental_Currency_One-Third-Dollar_17-Feb-76_obv.jpg]

Applying Economics to History

1. Why do you think there was a recession when the Revolutionary War ended?
2.  How are inflation and purchasing power related to each other?
3. Why do you think people wanted to return to using precious metals instead of paper money after the Revolutionary War was over?
[Answers]
1. Because the U.S. was no longer part of Great Britain's trade network, Americans couldn't sell their goods as many places, which slowed down the economy. Also, without war spending, the government wasn't involved in the economy as much, which also slowed it down.
2. Inflation reduces purchasing power because higher prices means a given amount of money buys less.

3. People were used to using metals, not paper, as money, so they wanted to return to the certainty brought by the familiar. Also, they thought that metals would retain their value better than paper.

Economics of History








Recession a major slow-down in economic activity.





Inflation a steady rise in prices.








Purchasing power the amount of goods and services a fixed amount of money can buy.











Economics Terms to Know








