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Abstract

This article examines the special use of tobacco warehouse receipts as a store of value, 
medium of exchange and unit of account in Virginia during part of the British Colonial 
period. These receipts met the three criteria necessary for them to be a type of money. 
When confidence in a system of currency with coins is present, this more conventional 
form of money takes precedence. A respected economic form of currency with coins 
has all three elements of money: medium of exchange, store of value and unit of ac-
count. Tobacco warehouse receipts were used as a form of money in Colonial Virginia. 
They were used since there was insufficient gold or silver for the commerce in British 
Colonial Virginia at that time. Also, the concept of store of value is examined in detail.
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INTRODUCTION

Defining money and examples

In this article, an answer is sought to determine if tobacco warehouse 
receipts served well as a form of money in British Colonial Virginia. 
Actually, money can be referred to “as anything that is generally ac-
cepted in payment for goods or services or in the repayment of debts” 
(Mishkin, 2006). At times, money is paper and coins and this is what 
lays people first think of when they hear the word money. 

According to Mishkin (2006), in order for something to be money, three 
requirements must be met. These three requirements are being a store 
of value, a unit of account and a medium of exchange. There are special 
situations when something less familiar takes on traits of money, most 
often in an environment and time when currency with coins and other 
types of exchange are not present. For example, cigarettes were used as 
a type of money by prisoners of war camps in Germany during World 
War II (Radford, 1945). Prior to that, Native American wampum served 
as a means of recording treaties, histories, and sometimes messages 
within tribes and between tribes. Yet, once European settlers came to 
America, the wampum started also being used as money, becoming a 
medium of exchange, in parts of Eastern North America. Black beads 
of wampum were more valuable than white beads and so we can see an 
example of money with a unit of account (Gentle, 2016).

© Limited Liability Company 
“Consulting Publishing Company 
“Business Perspectives”, 2018

Paul F. Gentle, Visiting Associate 
Professor of Business and Economics, 
NCC British Higher Education GZIT, 
Guangzhou, China.

defining money, commodity money, British Colonial 
period in Virginia, tobacco, gold, silver

Keywords

JEL Classification N11, N22, N51



38

Public and Municipal Finance, Volume 7, Issue 3, 2018

http://dx.doi.org/10.21511/pmf.07(3).2018.04

An accepted currency with coin system would satisfy the three traits requirements well. Precious metals 
such as coins of gold and silver or notes, representing those precious metals, can also satisfy the neces-
sary traits for something being money. The absence of sufficient and satisfactory currency with coins 
caused some alternatives to be used until currency with coin could be made available. In the case of 
prisoners of war in World War II, people used cigarettes as a medium of exchange within the German 
prisoner-of-war (POW) camps. And the unit of account requirement was satisfied well provided that 
there were still enough smokers within the POW camp economy. The store of value requirement would 
be at least somewhat satisfied (Radford, 1945). In the case of North American wampum, all three traits 
were satisfied. In part of Eastern North America, once Western European settlers came to the area un-
til sometime in the eighteenth century, wampum was accepted as a medium of exchange, had units of 
account (black beads and white beads) and some store of value (Gentle, 2016). In the example of famous 
paintings used by Jews and German fascists as a medium of exchange amongst a limited number of 
people, the paintings did have a high store of value. Unfortunately, the famous paintings did not satisfy 
the unit of account requirement, since an artwork is not divisible. Paintings were worth very high values 
and the medium of exchange requirement is not met, as only a small number of people were involved in 
this. So, the relationships between different people of a certain wealth class and situation, such as Nazis 
being on the run, would account for some of the value of these paintings, as they could thus be sold or 
traded more easily, but only amongst a very small number of people. Therefore, the medium of exchange 
requirement for being money was not met by the valuable paintings (Gentle, 2017).

Anthropologists such as Herskovits (1965) express their concern about the relationships of people. 
Herkovits (1965) states that economists are primarily concerned with the material welfare of people. He 
maintains that anthropologists take this into consideration; however, it is viewed more in the context of 
how people relate to each other (Herskovits, 1965). Gentle (2016; 2017) states that both economics and 
anthropology can simultaneously add to many discussions of social science topics.

Virginia tobacco

The research question addressed in this article is how well did the use of tobacco receipts in British 
Colonial Virginia serve as money. Then other forms of money are not available or do not inspire suffi-
cient confidence, then people may have confidence in certain commodities to serve as a type of money 
(Rothbard, 2002). For instance, during part of the history of Colonial Virginia, warehouse receipts for 
tobacco were used between people as a form of money, since receipts were backed up by 100 percent to-
bacco (Brock, 1975; Rothbard, 2002). A comparable example would be rice in Colonial South Carolina 
(Rothbard, 2002). An examination of all the British colonies in North America is certainly intriguing. 
Yet, the focus of this article is on the use of tobacco receipts as a form of money in the Colony of Virginia.

1. THEORETICAL BASIS

1.1. Value through tobacco 
commodity money in the Colony 
of Virginia

1.1.1. Subjective value 

The subjective value would be determined by the 
degree of an individual’s pleasure or displeas-
ure in looking at and owning an item (Subjective 
Value, 2016). In British colonies, a type of com-
modity money used in colonial times in Virginia 

was tobacco. Before using commodity money, the 
demand for tobacco was based on the utility that 
consumers obtained when using tobacco.

1.1.2. Early history of tobacco cultivation in the 

Virginia Colony

Herndon (1957) states, “Tobacco was proba-
bly first brought to the shores of England from 
Florida by Sir John Hawkins in 1565”. And Sir 
Francis Drake was an important early importer 
of tobacco to England. John Rolfe eventually cul-
tivated tobacco in Jamestown, Virginia, that was 
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of the quality that England demanded. In regard 
to gold specie, there was not a large drain of that 
from England. In addition, England was able to 
accumulate some specie from those European 
countries that bought the Virginia-cultivated 
tobacco via England. In contrast, Virginia was 
paid for the tobacco with English manufactured 
goods (Herndon, 1957). By 1622, there were plan-
tations as far as 140 miles up the James River; 
planters were strongly supporting tobacco culti-
vation (Herndon, 1957).

1.1.3. Money considerations

In the British colonies, there was of course some 
bartering going on. There were also very limited 
foreign coins and currencies, as well as coloni-
al coins and currencies. But these were inade-
quate for the needs of the economies in different 
British colonies (Nettles, 1964; McCusker, 1978). 
And there was also the presence of commodity 
money (McCusker, 1978). Early on, sugar and to-
bacco were important in the West Indies and the 
colonies near the Chesapeake Bay (McCusker, 
1978). “Fees, taxes, personal debts – all could 
be settled in pounds of these commodities” 
(McCusker, 1978). There was a diversity in local-
ly produced crops and the resulting commodities 
could be used as a commodity and sometimes 
as money. The colonial governments sometimes 
determined the “legal value of sugar, tobacco, or 
whatever” (McCusker, 1978). Importantly, those 
commodities, markedly molasses and rum, 
tended to be used as commodity money, “with-
out the benefit of law” (McCusker, 1978). Also, 
warehouse receipts for tobacco became tobacco 
notes and were circulated. Similar notes came 
from rum and molasses that would be distilled 
into rum (McCusker, 1978). Contiguous and to 
the North of Virginia is Maryland. During the 
colonial days of Maryland, tobacco served as 
one of its forms of commodity money from early 
on until 1812 (McCusker, 1978). The focus of this 
article remains on tobacco as commodity money 
and the Colony of Virginia. Warehouse receipts 
for stored tobacco served as a substitute for con-
ventional money. Inspectors who were working 
in key places of Virginia insured the standard-
ized quality of tobacco stored in warehouses 
(Pecquet, 2003). Interestingly, warehouses would 
act as banks that have 100 percent reserves for 

their circulating notes, the warehouse receipts 
(Pecquet, 2003). Large barrels were often used 
to store tobacco in. Sometimes horses, wagons, 
waterways, and roads were used to transport 
those barrels and other containers of tobac-
co (Herndon, 1957). The tobacco industry had 
many facets of effects on the Colonial Virginia 
economy. More wagons and sailing ships were 
built and utilized (Pettigrew, 2011). A tobac-
co hogshead was a large wooden barrel, meas-
uring 48 inches (1,219 millimeters) long and 30 
inches (762 millimeters) in diameter. These bar-
rels, when packed with tobacco, weighed about 
1,000 pounds or approximately 500 kilograms 
(Armstrong, 2018).

Although tobacco warehouse receipts were valua-
ble as a form of money, there was sometimes an in-
adequate amount of these tobacco receipts in very 
rural areas. This is because some rural areas were 
too far away from the tobacco warehouses, which 
backed up tobacco receipts (Bullock, 1969). Notes, 
which were receipts on tobacco stored in ware-
houses, provided a relatively good type of mon-
ey during the Colonial period of Virginia (Brock, 
1975). Interestingly, Pecquet (2003) notes that the 
demand for tobacco during the Colonial period in 
Virginia often exhibited an inelastic trait. Pecquet 
(2003) believes that this was at least partially due 
to the “royal tobacco monopoly”. When there is 
inelastic price demand elasticity, large percent-
age changes in price result in smaller percentage 
changes in quantity demanded (Mankiw, 2015). 
In 1614, Virginia Colony exported 2,600 pounds 
of tobacco. Then, in 1618, the amount increased 
to 50,000 pounds and in 1622 to 200,000 pounds. 
Ironically, in these early years, the lucrative activi-
ty of tobacco cultivation sometimes resulted in in-
sufficient attention to food production and over-
worked the labor involved in tobacco cultivation 
(Goodman, 2005).

1.1.4. D. Gresham’s Law in action

With the truth that more than one type of money 
existed in the Colony of Virginia, at a time, we 
should naturally be concerned with Gresham’s 
Law. This economic concept states that bad mon-
ey drives out good (Nettles, 1964; Bernholz et al., 
1992; Gresham’s Law, 2018). Mundell (1998) pro-
vides a fairly good analysis of different views of 
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Gresham’s Law. The Misean Economics School 
has their own economists and they have their 
own expression. It is that overvalued money 
drives undervalued money from the economy 
(Mises, 2018). There are many different ways of 
stating Gresham’s Law. Regardless of the vari-
ous special views on Gresham’s Law, this paper 
will use that of an American economic histori-
an, David O. Whitten (1993). That is, bad money 
drives out good, the same statement in the sec-
ond sentence of this paragraph, as the definition 
we will use in this paper. For instance, if gold is 
the most valued type of money and the popula-
tion has some gold and some alternative form of 
money, that is, less valuable than gold, we would 
expect the population to use the less valuable 
money in everyday transactions. Trying not us-
ing gold in transactions and instead using the 
less valuable form of money, is what Gresham’s 
Law predicts (Nettles, 1964). So, in the case of 
Virginia, tobacco would be used as a medium of 
exchange, instead of gold, when possible (Nettles, 
1964). However, coins, not tobacco, were often le-
gally required for land purchases. So, when that 
type of transaction occurred, the more valuable 
type of money was used (Nettles, 1964).

2. RESULTS

As Mishkin (2006) has stated, one of the required 
traits for something to be considered money is 
being a store of value. This paper has mentioned 
several items that served as money. One common 
trait for these type of money is being a store of val-
ue. Yet, some types of money will hold their val-
ue longer than other types. For instance, a ciga-
rette may decompose in as little as three months 
(Answers, 2018). A cigarette may not last as long as 

tobacco in a warehouse or in a large barrel. So, to-
bacco stored is a whole different product compared 
to cigarettes. Therefore, stored tobacco fulfills the 
store of value requirement perhaps longer than 
cigarettes do. The amount of a commodity has an 
effect on the value of that commodity-based mon-
ey (Nettles, 1964). Wampum was made of shell 
beads and was thus more durable than cigarettes 
or stored tobacco. This paper has also considered 
valuable paintings in Germany during the Third 
Reich period. These valuable art works hold their 
value. However, the necessary criteria for medium 
of exchange and unit of account traits are not met.

In Table 1, a summary is given for three types of 
items that may or may not be money in the eco-
nomic sense. These three types of items possess 
the necessary traits that make the item a type of 
economic money during a time in history at a par-
ticular geographic place. 

So, what about gold and silver. How well do they 
retain value? Compared to the four items consid-
ered in Table 1, gold and silver have held their val-
ue quite well (Abdullah, 2013). Although very se-
lect paintings hold their value, as a general rule, 
art work is not a comparatively good investment 
in monetary terms. It may have some intangible 
values, such as the utility, “psychic income” in 
owning a work of art (Ekelund et al., 2017).

Over time, the type of money that may best hold 
its value in many situations could be based up-
on gold and silver (Greenspan, 1996; Abdullah, 
2013). Indeed, both gold and silver were used for 
a time as an important basis for money (World 
Gold Council, 2018; Silver Coins, 2018). A detailed 
explanation of this goes beyond the scope of this 
paper.

Table 1. Certain items’ ability to fulfill Miskin’s three requirements to be money

ITEM VALUE REQUIREMENT 
SATISFIEDa

UNIT OF ACCOUNT 
REQUIREMENT SATISFIED

MEDIUM OF EXCHANGE 
REQUIREMENT SATISFIED

Wampum X X X

Tobacco warehouse receipts X X X

Cigarettes in POW camps 
during World War II X X X

Note: a This may vary depending on the item.
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DISCUSSIONS AND CONCLUSION

When conventional forms of money are not ubiquitous at all, people may turn to substitutes such as 
wampum or tobacco. In this article, there has been a focus on the use of tobacco warehouse receipts 
during part of the Colonial period of Virginia. These receipts fulfilled the three requirements for some-
thing to be money. The receipts were widely circulated as a medium of exchange. The units of account 
are given by the amount and quality of tobacco that the receipt stood for. The receipts are a store of value, 
because they are backed up by a specific amount and quality of tobacco. After a time, national currency 
and coin came into being, many years later as the United States of America came into being. In regard to 
the fundamental question of this article, “Were tobacco warehouse receipts an economic form of money 
during part of the Colonial period in Virginia?”, the answer would be yes. 

As the economic history of a place progresses, one can expect the forms of money to sometimes change. 
So, it was with the place called Virginia. This state of Virginia is now part of the USA and is now linked 
in with that country’s monetary system.
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