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Origin 
of the National Bank Act 

and National Currency 

OVERVIEW 
The two factors most responsible for adoption of the National Currency Act in February 1863Cthe 

near insolvency of the Civil War Treasury and the longstanding need for a uniform, reliable national money 

supplyChave been duly recognized by historians. Less attention has been paid to how effectively the new 

system answered those needs. 

We will challenge some widely held views: (1) that the Currency Act had its roots in New York’s 

free banking law of 1838; (2) that the system’s advent had little or no constructive impact on the Treasury’s 

cash flow; and (3) that enactment represented a clear triumph of hard money over soft. Instead, it will be 

shown that the currency legislation can be traced to the evolving prewar banking environment of the 

Midwestern states, which also gave the Treasury its top officials. The national banking and currency 

systems lent more support to the Union cause than has been commonly believed. National currency was, in 

fact, a form of soft money that was reviled for its duration by hard money advocates in Congress. 

There is real significance in the fact that the National Currency Act of February 25, 1863, amended 

June 3, 1864, did not officially become known as the National Bank Act until June 20,1874. Only then did 

the two impulses behind the legislation achieve parityCto create a standardized paper money that would 

circulate without resistance across the land and a system of Federally chartered and supervised banks to 

issue it. Until then, the currency pieceCin particular, how national currency would help increase demand 
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for Federal debtCclearly held center stage. 

National currency was a child of the darkest days of the Civil War, fathered by an all but bankrupt 

U. S. Treasury desperate to fund a war with no end in sight whose costs were spiraling out of control. It fell 

to Treasury Secretary Salmon P. Chase to find a solution. Chase (January 13, 1808-May 7, 1873) was a 

liberal Democrat from Ohio who was elected Senator under the Free-Soil banner during 1849-1855, and 

subsequently served as governor of Ohio from 1855 to 1860. As Goodwin (2005) and others have detailed, 

Chase was a man of immense intellect and ego who considered himself far better qualified to be President 

than Abraham Lincoln, but who was edged out by Lincoln at the Republican Convention of 1860. Lincoln 

cagily bought a degree of peace by appointing him to his cabinet as Secretary of the Treasury. 

Chase used the new national currency as another weapon in his arsenal to finance the war. It also 

offered a means to tamp down serious inflation brought about by his previous remedy, the issuance of fiat 

legal tender notes. 

 A fundamental provision in the currency legislation was a failsafe mechanism to ensure that the 

money national banks issued always would be fully redeemable, even if the issuing bank failed. Bankers 

would purchase bonds from the U. S. Treasury. They would leave those bonds on deposit with the Treasurer 

as security for national currency that the Treasury would issue to them. 

This quid pro quo was a boon to the Treasury. It not only required bankers to buy Federal debt that 

the Treasury needed to sell, they were buying those bonds with legal tender notes, a form of currency issued 

by the Treasury that was nothing more than circulating mini-notes of indebtedness that paid no interest to 

the holder. Thus, the national currency system created a large market for both Federal bonds and legal 

tender notes, two forms of Federal debt that had been meeting resistance in the marketplace. 

The concept of bond-secured currency was not new (Redlick, 1951). Free banking laws were passed 

in 18 of the 32 states during the two decades preceding the Civil War. “Free banking” meant a banking 

system with free entry and bond-secured note issues (Rockoff, 1974). The difference between those issues 

and national currency was that national currency was to be secured solely by U. S. Treasury bonds, whereas 

some states permitted banks to hold various kinds and qualities of bonded debt. 

Legal tender notes issued by the U. S, Treasury and national currency issued under Federal 

supervision represented a major departure from pre-Civil War currency. Before the war, Federal currency 

was limited to gold coinage supplemented by minor silver and copper coins, but in relatively modest 

amounts. In 1860, the total volume of specie—gold coin—in the country was a bit over $250 million for a 

nation of some 27 million free people (Hepburn, 1924, p. 177). 

 Currency issuances prior to the Civil War were the preserve of private bankers, corporations 

operating under state corporate laws, banks chartered under state banking laws and state banks authorized 

by state legislatures. Banks and the currency issued by them were regulated by heterogenous state laws, 

producing a chaotic system of currency that tended to be a drag on commerce and a nuisance to the public. 

Congress chartered two Banks of the United States in part to serve as a constraint on the issuance 

of unsound currency, the first of which operated from 1791 to 1811 and the second from 1817 to 1836. 

These institutions served as banks of redemption for the paper money then in circulation by cycling the 

notes back to the issuing banks, thereby constantly testing the integrity of the issuers. President Andrew 

Jackson, who opposed all paper currency in favor of gold specie, vetoed extension of the charter for the 

Second Bank of the United States in 1831, so its Federal charter expired in 1836. 

Approximately 1,600 entities issued some $200 million in notes of 7,000 different designs and 

denominations during the free banking era that followed (Hepburn, 1924, p. 180). All were theoretically 

redeemable at the counter of the issuing entity for specie.  

Many of these early currencies were as good as gold and circulated with little resistance. Others 

were of doubtful value and were discounted or repudiated in commerce, the discount being a function of 

the reputation of the issuer and the distance that would have to be traveled to the counter of the issuing bank 

to redeem a note. The value of currencies issued by failed banks was predicated on proceeds allocated to 

their redemption realized from the liquidation of the banks as well as the duration of the wait for the release 
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of those funds. 

A primary function of pre-Civil War banks was the currency exchange business—the acceptance 

of currency purchased at a discount and redemption of it with the issuer. The bankers profited greatly from 

these transactions.     

Bank note reporters were periodicals that quoted the discount for such currency. The reporters were 

multi-page documents much like stock quote sheets that were subscribed to by bankers, merchants and 

others who handled currency. The availability of this information discouraged over issuances (Groton, 

1996) and resulted in less loss to the public than was often claimed (Rolnick and Weber, 1985). 

 Battles over the creation and termination of the two Banks of the United States reflected the 

country’s deep divide over the appropriate role of Federal power in the country’s economic life. With regard 

to banking and note issues, the easy money faction, consisting mainly of rural westerners and southerners, 

advocated that the growing country needed abundant currency to help finance growth. They resented the 

limited hard money supply of gold specie, because they claimed such specie was controlled by eastern 

bankers who had an interest in making money scarce to them and borrowing costly. They fought for 

decentralized banking and minimal regulation of note issues. They opposed the Second Bank of the United 

States because it served as a brake on currency and, therefore, they believed, on economic growth. 

 On the other side were those claiming ideological descent from Alexander Hamilton who desired 

to place the nation on a gold standard and strengthen banking and bank note issuances through the 

operations of a strong central bank. These sound money advocates claimed the easy money advocates were 

misguided, confusing money with economic capital; that is, the possession of cash versus the ability to 

create wealth. One function they saw in a central bank was that it would serve as a redemption agent for all 

note-issuing banks thereby forcing restraint on the tendency to issue notes in excess of their specie reserves. 

These HamiltoniansCadvocates of a central bank, sound money and government support of fledgling 

industryCfound a home in the Whig party, which evolved into the Republican Party in 1856. 

 The currency issue became a surrogate battleground in the ongoing contest over a strong or weak 

Federal government. The Southern delegations generally opposed strong Federal controls of any stripe, 

preferring to hide behind the banner of states’ rights in order to shield slavery. A strong central bank or 

even national banking that ceded authority to the Federal government was politically distasteful to them. 

Once the Southern states broke away, the balance of power in Congress tilted toward a more liberal reading 

of the Constitution, one that empowered the Federal government to engage in and regulate the issuance of 

currency. 

CIVIL WAR DEMAND NOTES AND GREENBACKS 

When the war broke out, the primary source of revenue for the Treasury was customs taxes which 

were payable in gold. The Treasury had a limited amount of gold, enough to fund the small Federal 

Figure 2. Pre-national bank note era piece of currency issued by a state-chartered bank. Some 

of these, including this one, were as good as gold. Others proved to be worthless. Photo 

courtesy of the National Numismatic Collection, Smithsonian Institution. 
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government at the time, but certainly not enough to fund a protracted war. Furthermore, the war would 

cause the customs revenue stream to diminish. 

Chase had to quickly devise means to finance the war, which was running up costs averaging $2 

million per day (Knox, 1884, p. 85). All recognized that the Treasury was virtually without resources and 

there would be a substantial lag between the time new taxes could be authorized and the money would 

arrive. 

As an interim measure, Congress passed the Act of July 17, 1861 authorizing the issue of Federal 

demand notes amounting to $50 million. Another $10 million were authorized by the Act of February 12, 

1862. These were circulating Federal debt with the promise of convertibility into specie, yet gold was not 

set aside in the Treasury for their redemption. Their value lay in the fact that Treasurer Francis E. Spinner 

proclaimed that the notes were receivable for all public dues including customs taxes, which were required 

to be paid in gold (Knox, 1884, p. 89-90). Consequently, they were universally regarded as coin notes. 

Their issuance certainly did not rest on hard money principles, so they appealed to the inflationists. 

 As the situation worsened for Treasury, it and an increasingly compliant Congress did what is 

common for legislative bodies and treasuries in such dire straits. Congress authorized Chase’s Treasury to 

do two things: first, to float bond issues in the United States and abroad to infuse its coffers and, second, to 

issue mini-bonds in the guise of paper money that was circulating national debt bearing a promise to pay 

dollars of unspecified value at some unspecified future date. 

 The Act of February 25, 1862, authorized the first $150 million of United States notes, followed 

by another $150 million on July 11th and yet another $150 million March 3, 1863. These notes were 

declared to be legal tender by law so are called legal tender notes, but they were universally and often 

derisively labeled greenbacks by the public. They were supplemented by various interest bearing legal 

tender emissions. This type of debt aggregated $684 million by August 1865 (Knox, 1884, p. 85). The legal 

tender notes were distinguished from demand notes in that they specifically were precluded from use for 

payment of customs taxes. 

 Thus, the Treasury found itself trying to market massive amounts of bonds and attempting to pass 

off fiat legal tender money to anyone who would take it. These instruments encountered stiff resistance, so 

both the bonds and money were discounted sharply in the marketplace.  

PASSAGE OF THE NATIONAL CURRENCY ACT 

Chase required allies in Congress to push his national currency concept forward (Robertson, 1995). 

The torch was picked up by Republican New York Representative Elbridge. G. Spaulding, who cobbled 

Figure 3. This is a Civil War era legal tender note, a piece of circulating national debt carrying 

a promise to pay a dollar of unspecified value at some unspecified future date. These notes were 

derisively called greenbacks and were discounted against gold until 1879. Notice that Secretary 

of the Treasury Salmon P. Chase had his portrait affixed to the note. Photo courtesy of Heritage 

Auction Archives. 
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together a draft bill over the Christmas recess of 1861 that incorporated Chase’s concepts. Spaulding’s bill 

languished, primarily because Spaulding concluded that the printing and issuance of more legal tender notes 

was a quicker expedient to create the currency needed by the Treasury. 

Representative Samuel Hooper, Republican from Massachusetts, revived Spaulding’s initiative in 

July 1862, but dropped it in January of 1863 after two failed attempts to move it through the House Ways 

and Means Committee. 

 In desperation Chase turned to Ohio Republican Senator John Sherman, who had replaced him as 

Senator upon his appointment as the Secretary of the Treasury in 1861. Sherman strengthened the bill and 

pushed it through the Senate, where it narrowly passed. It immediately was introduced into the House where 

it survived the Ways and Means Committee and a subsequent floor vote, and was signed into law by 

President Lincoln on February 25, 1863. 

Spaulding and Hooper had operated at a 

disadvantage. They were easterners painted as 

pawns of the eastern banking establishment. 

Sherman had more credibility precisely because he 

was not an easterner. 

The fundamental principles underlying the 

National Currency Act were laid out by Alexander 

Hamilton in preparing the charter for The First 

Bank of the United States. However, much of the 

language in the act was borrowed from state 

banking law, with that of New York generally 

viewed as the inspiration behind the National 

Currency Act. 

 When Richard Erb (undated) placed the New 

York Free Banking Act of 1838, the Ohio General 

Banking Act of 1845, and the National Currency 

Act of 1863 side-by-side, he made a revealing 

discovery. Twenty-two sections of the National 

Currency Act were copied verbatim from the Ohio 

law. Another seven sections that appeared only in 

the Ohio law were not copied but the content in 

them was covered in like manner. Furthermore, the 

flow of the Federal sections paralleled that of Ohio 

law. 

In contrast, six sections were copied from the New York law, probably at the hand of New York 

Representative Spaulding in 1861 and 1862. The provisions borrowed from New York were mostly 

concerned with administrative details such as reporting of conditions of banks, organization certificates, 

engraving and printing of currency, and custody of plates. Seventeen sections in the National Currency Act 

do not appear nor are their contents addressed in the New York Free Banking law of 1838. 

Clearly much of the language of the National Currency Act was modeled on Ohio law. That said, 

the earlier New York legislation had to have influenced the Ohio legislators. It would be naive to believe 

that the Ohio state legislators didn’t have a copy of the New York bill at their fingertips when they framed 

their law less than a decade later. 

 However, once the mantle for handling the National Currency Act was passed to Ohio’s Sherman, 

the Ohioan, possibly in league with Chase himself, preferentially lifted language from the Ohio act. After 

all, the last to handle the bill controlled the language. As a result, the fingerprints of Ohioans are all over 

the final draft of the National Currency Act. 

Wolka (2006) probed the origins of the Ohio act in order to identify who deserves ultimate credit 

for the structure and much of the language in the National Currency Act. The laurels fall to Alfred Kelley, 

a Whig State Senator from Cleveland, who shepherded it through the Ohio legislature early in 1845. 

Figure 4. Ohio Republican Senator John Sherman was 

responsible for strengthening and pushing the National 

Currency Act through the Senate. Wikipedia photo. 
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Ohio banking law prior to 1845 was weak, so paper 

money abuses there required serious remedy. The Whigs swept 

both house of the Ohio legislature in the election of 1844, with 

banking and currency reform a major campaign issue. Once in 

power, the 1845 act was introduced on January 7, and passed 

along strict party lines on February 24th. 

The first Comptroller of the Currency under the National 

Currency Act was Hugh McCulloch, another Midwesterner. 

McCulloch, 1808-1895, was the president of the sound, large and 

very influential State Bank of Indiana. He descended upon 

Washington to lobby against enactment of the pending national 

banking legislation because it posed a threat to the profitability of 

his note-issuing bank (McCulloch, 1888, p. 163-166). The ever-

wily Chase prevailed upon McCulloch to become the first 

Comptroller of the Currency, thus transforming this formidable 

foe to the concept into a gifted advocate who had the stature and 

acumen to guide it to success during its formative years. 

BOND-SECURED NATIONAL BANK NOTES 

The concept of bond-secured paper currency was straight 

forward. Bankers would accumulate money and use that money 

to purchase interest-bearing Treasury bonds. They would deposit 

those bonds with the Treasurer of the United States to be held in 

trust as security to back national currency that the Treasury would 

issue to them. From 1863 to 1900, the Treasury through the Office 

of the Comptroller of the Currency, would send the bankers 90 

percent of the face value of the bonds in the form of national 

currency. After 1900 the amount was raised to 100 percent. The bankers would then have money-in-hand 

that they could loan. 

The redeemability guarantee was that, if the bank failed, the Treasurer would sell the bonds, deposit 

the proceeds in a redemption fund, and have cash to redeem the outstanding notes issued from the bank. 

Thus, the note holder was protected. 

 From the Treasury’s standpoint, a key advantage to the scheme was that it helped create a market 

for the greenbacks, which bankers needed to accumulate in order to purchase their bonds. Greenbacks met 

the lawful money criteria for the purchase of their bonds and were the cheapest money available relative to 

gold. 

Figure 5. The largest contributor to the 

verbiage and flow of the National 

Currency Act was the Ohio General 

Banking Law passed in 1845. Whig state 

senator Alfred Kelley was responsible 

for moving that bill through the Ohio 

legislature. Photo courtesy of Wendell 

Wolka. 

 

Figure 6. Hugh McCulloch, the first Comptroller of the Currency, was memorialized by having 

his portrait placed on $20 Series of 1902 national bank notes. 
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Furthermore, the bankers were required to hold additional quantities of greenbacks to meet reserve 

requirements to enable them to redeem their notes and to cover deposits. This removed large volumes of 

greenbacks from circulation. 

The incentive for bankers to engage in the issuance of national currency was that they earned 

interest twice on the same investment. That is, they earned interest on their bonds and also on the national 

currency that they received and could loan. 

Both the bonds and the national currency that the bankers received were denominated in greenback 

dollars, so national currency circulated at par with greenbacks and was discounted the same as greenbacks 

against gold. At first the discount was a measure of insecurity that the United States might not survive the 

war. Later, as the war dragged on but winning became increasingly assured, the discount reflected inflation 

caused by the fact that the government had pressed such huge volumes of greenbacks into circulation. 

Figure 7 shows the value of greenbacks and national currency against gold (Knox, 1877, p. XIII & 

1878, p. XXVI). The low occurred in late 1864 when it took almost two and a half greenback dollars to 

purchase a dollar in gold. 

THE LONG VIEW 

The National Currency Act was in part sold on its short-term potential to boost Treasury revenue. 

But did it? 

 That question can be answered in broad strokes using some gross statistics from the Civil War era 

(Hepburn, 1924, p. 203). Total Federal expenses during the war were $3,415 million. Total Federal revenues 

were $771 million. Therefore, total additional debts accrued by the Government during the war years were 

$2,644 million, most of it attributable to war spending. 

 At the beginning of October 1865, six months after the war had ended, national banks owned $276 

million in bonds to secure their currency (Clarke, 1865, p. 15). The implication is that the banks soaked up 

only about 10 percent of the war debt. Furthermore, they only started buying this debt at the end of 1863, 

Figure 7. Graph showing the value of legal tender notes as priced in gold between 1863 and 1879. National 

bank notes were discounted equally because they were redeemable in legal tender notes. 
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halfway through the war. It is therefore easy to dismiss the National Currency Act as coming too late with 

too little impact. Such an assessment understates the gravity of the act. 

 Omitted from these figures are the large volumes of Federal debt locked away in the form of legal 

tender reserves within national banks at the beginning of October 1865 to cover deposits and notes in 

circulation that totaled at least $137 million (Clarke, 1865, p. 144). These reserves represented another 5 

percent of the national debt. 

But more importantly and probably historically underappreciated, was the psychological impact of 

national bankers on both the currency and bond markets. Although the price of legal tender currency in 

gold continued to erode during the two years following passage of the National Currency Act in 1863, the 

magnitude of the rout was lessened through their actions. At the very time that both legal tender notes and 

government bonds were being discounted the most against gold, national bankers were actively making a 

market for both as they subscribed for their national currency. 

Wars cannot be won by nations with bankrupt treasuries. Chase’s Treasury operations were as 

crucial in saving the Union as the actions of the most decorated Union generals. What Chase accomplished 

through deft debt management can be attributed to the sheer strength of his character and the confidence in 

the Treasury that his bearing instilled. The Treasury Department never forgot Chase, and memorialized him 

by placing his portrait on $10,000 Federal Reserve notes beginning in 1918 and next on $10,000 gold notes 

in 1928. However, Chase beat them to it. He already had put his portrait on the $1 legal tender notes of 

1862.  

It was not lost on Chase that the exigencies of times required the issuance of highly inflationary 

greenback and national currency of dubious Constitutionality. Ironically, as Chief Justice of the Supreme 

Court, the position to which Lincoln appointed him in June 1864, Chase joined the Court’s majority in 1870 

in declaring his Civil War legal tender issues unconstitutional. Once the composition of the Court changed 

and overturned that decision in 1871 and 1873, he wrote eloquent dissents in support of the 1870 finding 

(Knox, 1884, p. 156-166). 

Perhaps there is no irony here. Chase’s reversal more likely stands as a measure of a man of high 

integrity who objectively carrying out his duties to the nation, but cognizant of the differing roles that he 

shouldered, first as Secretary of the Treasury and later as Chief Justice of the Supreme Court. Chase’s 

Treasury actions reflected the pragmatism of Union leadership as they navigated the shoals of the Civil 

War. Chase chose courses of action that kept the Union financially afloat even though they ran counter to 

his principles. 

 That does not mean that nobility was absent from the National Currency Act. To the contrary, the 

Figure 8. The U. S. Treasury honored the pivotal role that Secretary of the Treasury Salmon 

P. Chase played in keeping the U. S. Treasury afloat during the Civil War by placing his 

portrait on $10,000 bills beginning with this Federal Reserve Note in 1918. Photo courtesy of 

the National Numismatic Collection, Smithsonian Institution. 
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legislation embodied the philosophy and fundamentals of the Whig/Republican plan for money and banking 

reform, which included a credible Federal currency, regulation and examination of banks, and amelioration 

of the worst excesses of decentralized banking resulting from Andrew Jackson’s evisceration of the Second 

Bank of the United States. Desired were sound banks, paper money redeemable in specie, and commercial 

banks that were focused on putting capital to work in the economy rather than serving as mere currency 

exchanges on a commission basis. All of those goals were embodied in the National Currency Act after 

resumption of specie payments by the Treasury.  

 There also can be little doubt that by 1863 economists understood that the highly inflationary legal 

tender debt needed to be reined in. The national bank scheme applied some brakes by creating demand for 

the legal tender notes while simultaneously causing large volumes of them to be taken out of circulation 

and held as reserves in national banks. 

One often overlooked but significant provision in the National Currency Act of February 25, 1863, 

speaks to the cautious approach employed to defuse opposition. This involved the all-important limit on 

corporate succession of national banks built into Section 11 that gave banks a life of 20 years or less from 

the date of passage of the act, the duration to be chosen by the bankers. Congressmen less than enamored 

with the concept but voting for it under cover of patriotic support for the war effort could return to their 

constituents and claim that the thing would go away after the current crisis had passed. 

The National Currency Act could hardly be called a win for any particular economic doctrine. The 

currency that it created was soft, being secured by and redeemable in legal tender currency, which was 

anathema to hard money advocates. Yet the act provided for Federal oversight of national banks in the form 

of regularly published reports of condition and intrusive examinations, which was anathema to laissez-faire 

banking sensibilities. It was a pragmatic compromise that represented the composition of Congressional 

interests remaining in Washington after the Southern delegations left. It can be judged a positive step in the 

nation’s continuing effort to create a workable monetary system. 

 The national bank currency that was created proved to be seriously flawed. Paramount was that it 

was an inelastic currency, the volume of which was predicated on the relatively fixed collective 

capitalization of the banks rather than being linked to the fluctuating demands of commerce. As such, it 

exacerbated periodic money panics. National currency was inordinately cumbersome and costly to 

administer for both the government and the bankers. Furthermore, national banks were brittle; that is, they 

were stand-alone so-called unit banks that failed under even moderate stress, with severe consequences to 

depositors (West, 1974, p. 24). 

Because the shortcomings of national currency never were overcome, it was inevitable that 

Congress would move on to an alternative, which it did with elastic Federal Reserve currency beginning in 

1914. National currency left the monetary stage in 1935 when the last of the bonds used to secure it were 

Figure 9. The look of the nation’s currency was standardized and reduced to 

2/3rds of its former size between 1928 and 1929. This resulted in the creation 

of Series of 1929 national bank notes. Shown is the very last $10 Series of 

1929 note from the last shipment of notes sent to a bank, an event that 

occurred on July 10, 1935. Photo courtesy of Jess Lipka. 
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called by the Treasury. 

Thanks to the safeguards provided by the framers of the National Currency Act, no one ever lost 

money through inability to redeem a national bank note. 
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