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A Broad Sweep of 

National Bank Note History 
 

 
SCOPE OF THIS ARTICLE 

This chapter paints in broad strokes how national bank currency served the United States. Included 

is a brief discussion of the origin of the National Bank Act. Once established, the national currency system 

proved to have imperfections and was jostled by the tensions between conservative hard money interests 

and populist soft money advocates. Owing to shortcomings, national currency gradually was supplanted by 

Federal Reserve currency after passage of the Federal Reserve Act in 1913. 

Graphs that illustrate the key annual statistics pertaining to the national banking system and the 

issuance of national currency are provided for the note-issuing era. The broad movements in those 

indicators are explained. 

ORIGINS OF THE NATIONAL BANK ACT 

There were major conflicting views toward banking and note issues that raged in the country from 

the time of the signing of the Constitution. There were those who could be called inflationists who 

advocated that our growing country, especially the southern and western states, needed abundant currency 

to facilitate the financing of growth. At the time, Ohioans were considered westerners. They preferred 

decentralized banking and minimal regulation on note issues. They were epitomized by the Andrew Jackson 

Democrats who politically disemboweled The Second Bank of the United States in the 1830s because, as a 

Congressionally chartered central bank, it served as a restraint on bank note issues, and it represented what 

they considered to be undesired centralized control. 

The inflationists were opposed by sound money types claiming ideological descent from Alexander 

Hamilton who wanted to place the nation firmly on a gold standard, and strengthen banking and bank note 

issuances through the operations of a strong central bank. Sound money advocates claimed the inflationists 

were misguided, confusing economic capital with currency. One function they saw in a central bank was 

that it would serve as a redemption agent for all banks of issue, thereby forcing restraint on the tendency 

for banks to dilute the specie backing their notes. The sound money types were aligned with the Whig 

Political Party, which evolved into the Republican Party of the Civil War. 

The tensions between these factions were thoroughly divisive. The Congressional factions seething 

over the slavery issue used currency and banking as the battleground over which to fight the constitutional 

conflict favoring a strong or weak Federal government. A strong central bank implied ceding authority to 

the Federal government, a politically threatening affront to the pro-slave advocates who hid behind states’ 

rights decentralization of power to perpetuate their practices. 

Western representatives often allied with southerners in the currency debates because they felt a 

central bank and strong Federal controls over currency issues limited the availability of currency. The 

southern states opposed strong controls because politically it could lead to loss of sovereignty over the 

slavery issue. Not surprisingly, some of the poorest regulated state chartered banks, and weakest bank note 

issues, came out of the southern states. 

The constitution was silent on the authority of the Federal government to issue currency so 

conservatives held that such authority was withheld by the framers. The liberals, identified with eastern and 

northeastern bankers, held that it was an implied Federal function. 

The Civil War caused perturbations that greatly blurred allegiances and alliances. Once the 

southern states broke away, the balance of power in Congress swung toward a more liberal reading of the 

constitution, specifically that it didn’t preclude a role for the Federal government in currency issuances, a 

view that appeared to tilt toward the sound currency advocates. Contradictory, however, was the need to 

quickly finance the civil war, the cost of which would average $2 million per day. Secretary of the Treasury 
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Salmon P. Chase and Congress, without resources in the Treasury and knowing the lag between the time 

new taxes would take to raise money, reluctantly resorted to what they considered to be an unconstitutional 

expedientCthe issuance of currency that was, in fact, circulating Federal debt. 

Congress passed an act in 1861 authorizing the issue of Federal demand notes amounting to $50 

million. Another $10 million were authorized in 1862. These were nothing more than circulating Federal 

debt with the promise of convertibility into specie. Their value lay in that they were receivable for all public 

dues including customs taxes that were required to be paid in specie. Consequently, they were universally 

regarded as coin notes. Their issuance certainly did not rest on sound money principles, but they did appeal 

to the inflationists. 

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

by another $150 million in July, 1862, and yet another $150 million in March 1863. These notes were 

declared to be legal tender by law, and were commonly called greenbacks by the public. They were 

supplemented by various interest bearing legal tender emissions. All were circulating debt, which 

aggregated $675 million by 1864. Clearly the Federal government was in the note issuing business, and 

Federal issues were crowding the less desirable state and private issues. 

It was too much to contemplate a central bank in 1861, but Chase desired to implement universally 

Graph 1. Total resources of national banks by year, 1863 to 1940. 
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accepted national currency with guarantees of redemption. He settled upon a conservative formula based 

on bond secured currency. The idea was that banks would purchase bonds with lawful money from the 

Federal government, circulation would be issued against those bonds to the banks, and the bonds would be 

held by the Treasurer to guarantee the redemption of the circulation. 

 EMERGENCE OF A NATION AND NATIONAL CURRENCY 

Going into the Civil War, the United States were a Union, or federation of, discrete states in which 

citizens often thought of themselves more as citizens of their state than of a country. The Federal 

government was weak, and the average citizen had little contact with it. The idea that a state could leave 

the Union if not satisfied with its place within it was as yet untested, but not a radical or even a novel, 

concept. There was ambiguity about whether secession was illegal under the constitution. States’ rights 

tended to dominate Federal rights; thus, the Jeffersonian view of the fruits of the Revolution seemed to hold 

more sway than the Hamiltonian. 

Graph 2. Numbers of operating national banks by year, 1863 to 1940. 
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The still infant capital during the Civil War belied this state of affairs. A bit older than 60 years, 

Washington, a decidedly southern town but without much southern charm, was barely emerging from the 

swamp upon which it was being built. The few prominent buildings that existedCthe Capitol, Post Office, 

Patent Office, Washington MonumentCwere unfinished, widely separated by open spaces, and connected 

by roads that generally turned into muddy quagmires when it rained. Key agencies, such as the State, War 

and Navy departments, were housed in temporary buildings. The city lay largely dormant during the 

summer months when Congress was out of session. The Federal government was small, and subsisted on 

customs taxes. 

President Lincoln held the larger view that the Union represented an inviolate whole, and this was 

his principle motive for waging the Civil War, not the emancipation of the slaves. He was willing and driven 

to execute total war to hold the Union together. 

A different order emerged from the horror of the Civil War. Everyone, southerner and northerner, 

knew once the shooting stopped that they were part of one country, a genuine nation, and a nation that 

finally had achieved an identity as such among the other nations of the world. This transformed entityCa 

cohesive nation, not a collection of loosely bound sovereign statesCwas an emerging power that would be 

governed by a strong, large Federal government. 

This metamorphosis is observed in the fate of the term Union, a word and concept that loomed 

large during the war but which subsequently has become quaint. Union was replaced by the grander concept 

of nation. The modern citizen is an American first, a citizen of the United States, where United States has 

come to be used as a singular noun to describe a nation, not some loose confederation (Winik, 2001). 

The Capitol building was a metaphor for the transformation to this Federalist outcome. The Capitol 

dome, conspicuously unfinished at the outset of the war, was completed on December 2, 1863, when the 

19-foot rendering of Goddess Freedom Triumphant was lifted to her pedestal to crown it. The building 

stood ready to receive representatives from the now United States under one central roof at war’s end. This 

took place despite the chaos of devastation and defeat in the south, and despite the lingering enmities in the 

hearts of the people on both sides. The tone of cohesion was set largely through the magnanimity, grace 

and vision of the great Civil War generals, both Union and Confederate, at war’s end. 

So too was the transformation of the nation’s paper money. At the outset of the Civil War, the 

country’s paper money supply consisted of a plethora of state issues, state chartered bank note issues, and 

private issues, all speaking to regionalism and decentralized authority. Chaos prevailed, so the reins of 

commerce were loose and weakly bound. 

The war gave birth to Federal paper money, first greenbacks and a bit later national bank notes. 

Both were national in character, issued under Federal authority. Both ultimately circulated freely 

everywhere in the nation, strengthening and facilitating the ties of commerce. This Federal currency 

represented a unified nation, a cohesive nation with a single identity, where there was no longer any 

question about a future secession from it by any state or region. 

Of course, the surviving citizens had deep wounds to lick, the reconstruction of the south was 

gravely flawed, the work of emancipation was only just beginning. Economic order did not appear 

overnight. The people moved forward under one flag and carried in their pockets a national currency that 

represented a cohesive nation to which they were bound. That nation had graduated during the war to the 

use of a paper money whose value emanated from the collective industry of the entire citizenry, centrally 

administered by an increasingly confident Federal government that represented everyone. Washington 

became a different city after the war because power, responsibility and maturity gravitated to it. There was 

a significant drift toward Hamilton’s vision of a strong central government, and strong executive to run that 

government. 

THE EARLY YEARS, 1863-1913 

National currency served as an important intermediate step in the evolution of the currency of the 
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United States. The following section, largely distilled from a book by A. Barton Hepburn (1924) who served 

as the eighth Comptroller of the Currency in 1892-3, places the concept of national currency into the 

political context of its times. 

National currency solved two problems. It provided a universally accepted, redeemable currency, 

and the bonds used to secure it forced each bank to become a market for Federal debt. The act also contained 

reserve requirements, whereby lawful money reserves had to be maintained by the bank to cover the 

redemption of its notes, and also to allow for withdrawal of deposits. Lawful money obviously could consist 

Graph 3. Numbers of national banks chartered by year, 1863 to 1935. 
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of specie, but specie payments were suspended by both the Treasury and private banks. 

It quickly evolved that the only lawful money that could be used for reserves consisted of the 

various legal tender issues. After a short period, those consisted of United States notes decreed by Congress 

to be legal tender. The term “lawful money” in the national bank legislation soon was equated in practice 

to “legal tender notes” or “United States notes” so the national banking system, founded on sound money 

principles, was itself providing a strong demand for greenbacks that were circulating at a discount relative 

to specie. 

The bond secured national currency began to appear at the end of 1863, and competed with state 

and private bank issues. The Act of July 13, 1866 imposed a 10 percent tax on private and state bank notes, 

and quickly drove them out of circulation. This law withstood a constitutional challenge in the Supreme 

Court, giving state banks another incentive to join the national bank system. 

The sound money advocates, including Chase, desired that the greenbacks be retired as soon as tax 

revenues would allow, claiming the presence of such money retarded the return to specie payments and 

sound money. Supporters of the legal tender issues saw such circulation as beneficial to economic growth, 

and their members evolved into the populist Greenback movement, and finally Greenback Party in 1867. 

They worked fervently to prevent redemption of the greenbacks and to abandon the national currency 

system after it came into being in 1863. These inflationists had the support of the friends of the old state 

banks with their often-uncertain currency. 

One provision in the national currency legislation that caused difficulty was an initial $300 million 

cap on circulation. This volume of currency was subscribed after only three years, so new organizations of 

banks were stifled, being dependent on others reducing their capital or going out of business. The Greenback 

Party opponents saw the cap on circulation as monopolistic, favoring the eastern bankers who organized 

the majority of the early national banks, particularly those with large capitalizations. Soon a populist cry 

was heard across the land, “free banking,” that implied lifting the artificial limits on bank chartering caused 

by the cap, and thereby opening the west and south to national banking. 

The free banking forces understood that national bank “lawful money” reserve requirements were 

comprised of legal tender notes. Therefore, as long as specie payments remained suspended, free banking 

carried the implicit need for lifting the cap on United States note emissions as well if such banks were to 

multiply. 

Piecemeal currency reapportionment legislation was passed in 1865 and 1870, to force a 

redistribution of national currency issues and attendant national banking resources into the undersubscribed 

parts of the country. The 1870 legislation raised the cap on national currency to $354 million. This increase 

was justified because $50 million of 3 percent temporary loan certificates used by many banks for their 

reserves were about to be retired, and the banks would be forced to replace them with United State notes 

that would in turn cause a proportional contraction of the legal tender notes then in circulation. The 1870 

legislation also provided for national gold banks acknowledging the reality that the California economy 

was on a specie basis, and that specie payments had not been suspended there. The vote on the 1870 act 

was along sectional rather than party lines, reflecting the agitation for more and cheaper money by southern 

and western Greenbackers. 

A severe money panic in New York during September 1873, caused by the collapse of brokerage 

and banking houses involved in financing unprecedented volumes of railroad and other speculative debt, 

led to the suspension of cash payments by the New York banks for 40 days. The cash suspensions spread 

to other cities during the period. As a consequence, President Ulysses S. Grant in December recommended 

among other things that steps be taken to introduce elasticity into the national currency supply, lift the limit 

on circulation so “free banking” could be achieved, and allow banks with excess circulations to reduce them 

to legal minimums by simply depositing legal money to release the proportionate bonds on deposit with the 

Treasurer. 

Congress responded by passing the Act of June 20, 1874, which was notable for establishing a 

much-streamlined 5 percent redemption fund for each bank with the Treasury and doing away with other 
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required reserves, thus releasing about $20 million in lawful money into the economy that formerly had 

been tied up as reserves for the redemption of national bank notes. Grant’s request that banks be allowed 

to contract their excess circulations by depositing lawful money was adopted, which facilitated the 

reapportionment also called for in the act. The issue of elasticity was not dealt with. National bank 

circulation remained tied to the capitalization of the banks, not to some measure of the business needs of 

the communities that they served.  

The public responded in November, 1874, by voting out the Republican majority in the House of 

Representatives for the first time since 1859. Hepburn (1924, p. 318-319) wrote: 
Lost control of the House of Representatives was also largely caused by the halting, hesitating, shuffling 

and changing positions which they occupied with reference to the retirement of the greenbacks, the 

resumption of specie payments and the question of sound money generally. * * * Stung by defeat and 

brought face to face with the political consequences of their insincere and opportunistic method of meeting 

these questions, they strove to regain lost ground and win back the confidence and support of the business 

Graph 4. Numbers of national bank failures by year, 1863 to 1935. 
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interests of the country. 

The Republican response was to pass the Act of January 14, 1875, during the lame duck session of 

1874-5, which allowed “free banking” by lifting all restraints on national bank note circulation, and which 

set January 1, 1879 as the date for resumption of specie payments. 

The inflationists achieved a cherished goal, that of free banking; however, their agitation against the 

national banking system continued in the form of favoring the substitution of greenback issues for the 

inelastic bond secured bank circulation. A rash of new bank charters and the anticipated increase in the 

money supply did not materialize. New bank organization didn’t even pace population growth in the southern 

and central states, thus keeping healthy the Greenback movement in those regions. 

Resumption came off without difficulty, and for the first time all classes of currency circulated at 

par in the country. The western silver movement was becoming politically important as the silver producers 

looked to the Treasury to coin their product into money and to maintain its price by purchasing it. The 

inflationists viewed this as a beneficial means for increasing the supply of money. 

The Act of July 12, 1882, permitting extensions for national banks, endured considerable opposition 

and delay, by the inflationists. One compromise measure designed to placate them was a $3 million per 

month limit on the rate at which national currency could be voluntarily retired. The 1882 act represented a 

turning point in the history of the national banking system. After it passed, no serious effort was mounted to 

legislate national banking out of existence. However, until passage of the Emergency Currency Act of 1908, 

no relief for the inelasticity problem was forthcoming either. National banks were neglected politically for 

the rest of the 1880s, and the lack of attention did not bode well for national bank circulation. 

The problem was that Federal debt was being actively retired, so the outstanding bonds that could 

be used to secure national bank notes commanded high premiums, rendering note issues unprofitable. The 

result was that although the number of banks continued to increase, total national bank circulation steadily 

declined to $192 million in 1891-2, after an 1882 high of $361 million. Ironically, the growth in bank charters 

paced the economy during this period, and occurred largely in the states that traditionally mounted the 

strongest opposition to the system. The loss in national bank circulation was more than balanced by massive 

issues of silver certificates. 

The Republican inspired Gold Standard Act of March 14, 1900, famous for placing the nation firmly 

on a gold standard, offered material relief to national banks by raising the circulation issued against bonds 

from 90 percent of their par value to 100 percent, thus making circulation profitable again. The act contained 

one major populist sop to the inflationists. It provided for the organization of banks capitalized at $25,000 

in towns with fewer than 3,000 people, half the capitalization previously allowed. The first such bank 

chartered was The First National Bank of Ridgefield, Connecticut, charter 5309 (Bankers Magazine, Apr 

1900, p. 585). 

Passage of the act is attributed to William McKinley’s popularity following the successful execution 

of the Spanish-American War that carried with it a treaty ceding the Philippines, Cuba, Puerto Rico and 

Guam to U. S. jurisdiction. The war had brought to the forefront Congressional debate over the wisdom of 

the United States assuming a role as an imperial power, forcing into the shadows the inflationists’ agenda 

for free silver coinage and the issuance of legal tender notes to cover the costs of the war. 

Democratic-Populist opposition was immediate. Five days after passage of the Gold Standard act, 

William Jennings Bryan, a presidential candidate, called for free and unlimited coinage of silver, and 

substitution of greenbacks for national bank notes, at the Nebraska state Democratic-Populist convention. 

Although imperialism was an early campaign issue in the McKinley-Bryan contest, the election was decided 

on the merits of the gold standard and opposition to free silver coinage. Bryan ran at a disadvantage because 

the times were prosperous thanks to major Federal spending on the war effort, rising agricultural prices, and 

net movement of gold to the Treasury from a favorable foreign trade balance. 
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Graph 5. Value of outstanding national bank circulations by year, 1863 to 1938. 
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 McKinley’s assassination in Buffalo in 1901 took the steam out of the currency reform movement, 

preventing serious consideration of remedies for inelastic national bank currency by the Republican 

administration under Theodore Roosevelt. The country would have to endure another serious money panic 

in 1907, a panic exacerbated by inelastic national currency, before serious legislation was passed in 1913 

that establish the Federal Reserve banks and their elastic Federal Reserve currency. 

 In the meantime, the Aldrich-Vreeland Act, was passed in 1908, which allowed for limited elasticity 

of the national currency supply. The elasticity provided for in this belated patch to the national currency laws 

proved to be largely ineffective. Thus, the issue of inelasticity continued to plague national bank currency 

and ultimately resulted in its complete replacement by Federal Reserve notes by the end of 1935. 

 HISTORIC TRENDS 

The graphs that appear in this chapter illustrate the trends of key indicators pertaining to the national 

banking system during the national currency era. They reveal not only the variable health of the national 

banking system during its first 72 years, but also shed light on the changing economic incentives associated 

with issuing national bank notes. Graph 1, which shows the total resources of the national banks, illustrates 

that, in general, national banking during the note issuing period was a growth industry. 

The National Bank Acts of February 25, 1863, and June 3, 1864, put a $300 million cap on total 

national bank circulation, a number that was reached early in 1867 (Graph 5), as hundreds of state banks 

converted into national banks or new banks were organized. Notice the initial 1863-1867 spike in numbers 

of banks chartered by year (Graph 3). With the $300 million limit reached, the numbers of new organizations 

practically ceased between 1867 and 1871 (Graph 3). Graph 5 shows that the outstanding circulation 

plateaued at $300 million during this period. 

One significant result of the $300 million cap was that many banks chartered between the end of 

1865 and early 1870 had to waive all rights to circulation under the law in order to join the national banking 

system. The affected banks had charter numbers between 1624 and 1698 (Comptroller of the Currency, 

1865-1934). They did not begin to issue until the caps were lifted by later legislation. 

An amendment to the National Bank Act dated July 12, 1870, authorized an additional $54 million 

in total circulation as well as a redistribution of $25 million worth of the existing circulation to regions where 

circulations were underrepresented. The $25 million redistribution was not to take place until after the new 

$54 million had been subscribed. A new burst of bank organizations took place (Graph 3), and in less than 

three years the new $354 million limit on circulation was reached (Graph 5). Once again, the total 

outstanding circulation plateaued and further new organizations were stifled (Graph 2). 

Section 7 of the 1870 act authorized banks in states with excessive circulations to move to states or 

territories with deficient circulations. One bank took advantage of this provision in 1873. The East Chester 

National Bank of Mount Vernon, New York (1772), moved and changed its title to The German National 

Bank of Evansville, Indiana. 

A confusing amendment was passed on June 20, 1874, that dealt with the redistribution of national 

currency. The 1874 act specified that the redistribution should begin immediately, even if the $54 million in 

new circulation had not been subscribed. The redistribution should total $55 million, not $25 million. This 

peculiar amendment could have resulted in a temporary decrease in total outstanding national bank 

circulation. The redistribution terms of this act were only beginning to be implemented when they were 

repealed by the Act of January 14, 1875. 

The important Act of January 14, 1875, among other things, removed all ceilings on national bank 

circulations, and did away with all concerns about regional distributions of those circulations. The growth 

of the national banking system was now unshackled, as was the potential growth of national bank note 

circulations. There was a surge in new bank organizations in 1875, followed by healthy numbers of new 

organizations each year thereafter, particularly after 1880 as the economy flourished (Graph 3). The bond 

security deposit requirements were eased by the Act of July 12, 1882, which allowed banks with capital 

stocks of less than $150,000 to maintain minimum deposits equal to 25 percent of their capital stocks.  
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Graph 6. Value of national bank notes issued by year, 1863-1935. 
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Despite the removal of caps on circulation, the total outstanding circulation did not keep pace with 

the increasing numbers of banks. As shown on Graph 5, total circulation decreased by more than half from 

almost $361 million in 1882, to just under $172 million in 1891. The slide resulted because the issuance of 

national bank notes had become distinctly unprofitable. The problem was that the cost of the bonds had risen 

well above their par value because of the following combination of circumstances: (1) the Treasury was 

aggressively redeeming the national debt, (2) the banks were forced to compete with each other for the 

dwindling pool of bonds in order to meet their statutory requirement to issue national bank notes, and (3) 

other investors were also competing for the same bonds. 

Edward Lacey (Comptroller of the Currency, 1890, p. 7) stated: “It is a well-known fact that the 

circulation of national bank notes is in process of retirement.” In order to reverse this trend, he and previous 

Comptrollers recommended that the allowable circulations issued against the bonds be raised to the par value 

of the bonds and the tax on the circulations be reduced. Without these financial incentives, the existing banks 

would continue to reduce their circulations to the legal minimum, and new banks would not organize. 

Lacey offered the following recommendation if in fact it was the desire of Congress to reduce the 

national bank note supply: reduce the required bond deposit to $1,000 per bank. This would minimize the 

burden of having to issue national currency, and thus encourage the organization of new banks. Notice the 

potential impact of this proposal. The typical bank would have a circulation of only $900, and the total 

national bank note circulation would fall to a token $3 million plus in the early 1890s. On the other hand, 

new banks would be encouraged to join the national banking system rather than organize under less stringent 

state and territorial laws. 

Meaningful legislative relief was not forthcoming for a decade, so the number of operating national 

banks contracted from 1893 to 1899 (Graph 2). Notice that the numbers of new organizations cratered during 

this same period (Graph 3), and the total circulation remained very small (Graph 5).  

The most violent financial panic of the era descended on the country in 1893. The root of the panic 

was the collapse of a speculative bubble. Former Comptroller Edward Lacey (1891) had warned of 

dangerous trends that he sensed as early as 1890, characterized by overtrading, unhealthy expansion, 

investments in speculative securities, investments in various forms of corporate enterprises and 

developments in new and untried fields, and undue expansion of credit by banks. Speculation in railroads 

was at its height. 

 James H. Eckels was serving as the Comptroller when the panic hit. He had been appointed by 

Democratic President Grover Cleveland, at the beginning of the second of Cleveland’s split terms of office. 

Previously, he had worked on behalf of Cleveland’s campaign, and sought an appointment as a U. S. District 

Attorney in his home district in Illinois. His appointment to the Comptroller post caught him, the 

Comptroller’s staff, and the banking community off guard, for he was a lawyer with no banking experience 

whatsoever, except, as he said, as a borrower (Kane, 1922). 

By the end of October 1893, 158 national banks suspended, sixty-five of which failed, in the wake 

of the panic. See the 1893 spike on Graph 4. Through it all, Eckels emerged as a very capable and respected 

Comptroller. He served until the end of 1897, when he went on to the presidency of The Commercial 

National Bank of Chicago.  

The Gold Standard Act of March 14, 1900, contained provisions that amended the National Bank 

Act that stimulated the national banking system. Most important from an historical perspective was a 

dangerous loosening of the restrictions on the size of banks that could organize in small towns. Now banks 

having a capital of $25,000 could be organized in towns of less than 3,000 people. This was half the 

minimum capitalization previously required, and was offered up to create populist support for the measure. 

The act also contained provisions favorable to bankers by increasing the profitability of national 

bank note circulations. The most important of these was that the value of circulation sent to a bank was 

raised from 90 percent to the par value of its securing bonds. Also, the act permitted banks to use 2 percent 

bonds that were taxed at only one half of one percent, as opposed to higher interest bonds taxed at a higher 

rate. 

As shown on Graph 3, the consequence of the Act of March 14, 1900, was a rash of bank 



13 

 

organizations, so rural areas were flooded with small banks. The 1900 act gave rise to all those minimal 

$6,250 circulations for those rare rural banks that you collect. Those circulations work like this. Start with a 

minimum capitalization of $25,000 as allowed by the 1900 act, and impose the requirement dating from the 

Act of July 12, 1882, that bonds representing only 25 percent of the capital had to be deposited to secure the 

circulation. The result is a $6,250 bond deposit. The bank received a circulation equal to 100 percent of the 

securing bonds under the terms of the 1900 act, so this yields a $6,250 circulation! 

Notice on Graph 1, that total bank resources in the country grew, but not anywhere in proportion to 

the growth of the number of operating banks (Graph 2). As shown on Graph 5, the outstanding national bank 

circulation, inelastic though it might be, grew continuously following passage of the Act of March 14, 1900. 

Circulation was profitable again. 

The fact was that many of the rural banks organized after passage of the act were too small to 

prosper. In too many cases, the bankers who engaged in such a marginal activity were inept. Thus, with 

passage of the Act of March 14, 1900, the stage was set for the contribution of bank failures to the ruinous 

agricultural depression of the 1920s and the great depression that followed in the 1930s. 

There is a dramatic spike on Graph 5 in outstanding circulation for 1914, that also appears on the 

issued graph (Graph 6), which deserves attention. On May 30, 1908, the Emergency Currency Act, popularly 

Graph 7. Value of national bank notes redeemed by year, 1863-1938. 
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known as the Aldrich-Vreeland Act, was passed that attempted to introduce a degree of elasticity into the 

national bank money supply. The terms of the act were carried forward through June 30, 1915. The goal of 

the act was to allow bankers to quickly deposit bonds or commercial paper against which temporary infusions 

of additional national currency could be issued. 

The Aldrich-Vreeland Act was a notable dud, imposing controls that were too stringent to allow it 

to work under ordinary conditions. However, one extraordinary event rocked the financial system during the 

period when the act was in force, the outbreak of World War I during the summer of 1914. Panic swept the 

financial markets as European investors and governments withdrew gold and currency from American 

markets, and the European governments foundered. The demand for currency rose dramatically in the United 

States, quickly reaching the threshold under which the terms of the Aldrich-Vreeland Act could be triggered 

profitably. The first application for emergency currency was approved August 3, 1914; the last February 5, 

1915. $386 million of emergency national bank notes were pressed into the economy, saving it from 

calamity, and resulting in the spikes on Graphs 5 and 6 (Comptroller of the Currency, 1936). The emergency 

currency began to be retired beginning on September 23, 1914, just 51 days after the first issue was approved. 

The retirement of the emergency currency accounts for the spike in redemptions shown on Graph 7. 

 World War I resulted in a financial boom within the agricultural sector of the United States. The 

prices for agricultural products from beef to grain spiraled upward from 1914 to 1918. This led to a 

speculative boom in land, further fueled by vast tracts brought into production through homesteading in the 

west. Small rural banks loaned readily to dryland homesteaders on the promise of undiminished demand for 

their produce, and to stockmen on vastly inflated animal prices. New banks, including national banks with 

those scarce-to-collectors 10000 to 12000 charter numbers, were hastily organized to take advantage of this 

boom that seemed as if it would never end. 

The overheated economy had sufficient momentum to careen unabated for a year after armistice on 

November 11, 1918. However, the American economy was not prepared to assimilate the hordes of returning 

soldiers, and the shattered European economy was in no condition to soak up our produce. John T. McDonald, 

an eastern Wyoming banker, lamented in his 1924 address as president of the Wyoming Bankers Association 

that Wyoming $150 steers fell to $60, cows went from $75 to $25, choice farmland from $250 to $75 per 

acre, and potatoes were a glut at forty cents per 100 pounds (Huntoon, 1984). McDonald’s anxiety was 

particularly poignant because by the end of the year the five banks in his chain had failed including the 

flagship, The First National Bank of Torrington (9289). McDonald was no longer in banking. The nationwide 

dimensions of this tale are revealed by the huge, devastating jump in bank failures between 1920 and 1929 

on Graph 4, and the contraction in bank resources during the early 1920s on Graph 1. 

The great depression following the collapse of the stock market in 1929 did even more damage to the 

national banking system, but this time the impacts spread to all sectors of the economy. For the agricultural 

sector, the great depression was just more years of the same dismal story. Those undercapitalized banks that 

owed their organization to the ill-conceived Act of March 14, 1900, and whose growth in numbers were 

fueled by the World War I agricultural boom, were gone. 

These two depressions proved ruinous, particularly in rural areas. The bank failures had wiped out 

capital and personal savings, and demonstrated conclusively that the safety of the national banking system 

had been badly undermined during the previous couple of decades through politically unsound legislation. 

The inelastic currency created by the national banking system contributed to the chaos of the times. 

Once the banking system had imploded and was overhauled following the election of Franklin 

Roosevelt in 1932, the concept of inelastic bond-secured national bank currency was rendered obsolete. Its 

function as a stable national paper money was usurped by the elastic issues of the strengthened Federal 

Reserve system, which would prove to be highly responsive to economic needs. 

With reorganization of the nation’s banking system, and specifically the national banking system, the 

phoenix slowly began to rise from the ashes of the depression beginning in 1933. By 1936, growth in net 

national bank resources as shown on Graph 1 reveals that the losses of the depression had been recouped, but 

by then the wealth had been redistributed out of the agricultural sector into other pockets. The failures of 

hundreds of small national banks had directly contributed to the impoverishment of rural America. Wiped out 

were the vast accumulated savings of what had been an emerging middle class in the agricultural belts in our 
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country. It would take over a decade and the stimulus of World War II for the rural sector to get tentatively 

on its feet again. In the meantime, the bulk of the nation’s national bank resources were concentrated in urban 

areas, and a new star was beginning to rise, the sunbelt economy of California and the southwest. 

CONCLUSION 

The National Bank system and national currency proved invaluable to the nation in that it provided a 

uniform, convertible currency that circulated without resistance across the land. It replaced private, state and 

state chartered bank issues, which often had been secured with dubious backing. However, national currency 

was flawed by being inelastic in meeting legitimate cyclic demands of commerce. Thus, it exacerbated severe 

periodic money panics. The 73-year national currency experiment, no matter how romantic its artifacts, had 

been judged to be defective and caused that currency to be supplanted by less glamorous but elastic Federal 

Reserve notes beginning in 1913. 
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