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Retirement Of Silver Certificates
By Arthur A. Smith, Vice President and Economist,

First National Bank in Dallas

When silver certificates are retired, a monetary era
will have come to an end in this country. Already the
process of retirements is under way. It began with an
official order to replace $5 and $10 silver certificates with
Federal Reserve notes and continued into the final official
step when on June 4, 1963, the Congress enacted Public
Law 88-36, repealing the silver purchase acts and the
related transfer tax on silver bullion, as well as authorizing
the issuance of $1 and $2 Federal Reserve notes.

A monentary era will have come to an end because
we will no longer have any circulating paper currency with
a specific metallic redemption. Our paper money will con-
sist of (1) Federal Reserve notes which on their obverse
say in fine (very fine) print "This note is legal tender for
all debts public and private and is redeemable in lawful
money at the United States Treasury or at any Federal
Reserve Bank" and (2) a relatively small amount of
United States Notes (a carry-over from the Civil War
period) which simply are promises of the United States to
pay dollars. If you try to redeem a Federal Reserve Note in
"lawful money" or a United States note in dollars, you may
get other money just like it. There is no assurance that you
will get 371.25 grains of pure silver for each dollar or any
silver at all. You can be sure that you will get no gold.

Demise of silver certificates will not be sudden. We will
see them around for a while. The Treasury has indicated
that they will be retired gradually, perhaps over a period
of as long as ten years. But circumstances might bring
about their retirement much sooner. One very important
development conceivably could hasten the process; namely,
a rise in the market price of silver resulting from continued
demand for the metal exceeding new production.

Careful reading of Section 2 of the Act of June 4, 1963,
will indicate how the process of retirement could be hast-
ened.

"The Secretary of the Treasury shall maintain the
ownership and the possession or control within the
United States of an amount of silver of a monetary
value equal to the face amount of all outstanding silver
certificates. Unless the market price of silver exceeds
its monetary value, the Secretary of the Treasury shall
not dispose of any silver held or owned by the United
States in excess of that required to be held in reserves
against outstanding silver certificates, but any such
excess silver may be sold to other departments and
agencies of the Government or used for the coinage
of standard silver dollars and subsidiary silver coins.
Silver certificates shall be exchangeable on demand at
the Treasury of the United States for silver dollars, or
at the option of the Secretary of the Treasury, at such
places as he may designate, for silver bullion of a mone-
tary value equal to the face amount of the certificates."

The law seems quite clear that (1) the Secretary of the
Treasury cannot sell silver at less than $1.2929 per ounce
(incidentally, the legal monetary or mint value of silver

since the first coinage act of 1792), but he can sell it at
any price above that figure and (2) holders of silver cer-
tificates can demand and get silver dollars or silver bullion
at an exchange of 371.25 grains of pure silver per dollar
of silver certificates.

Recently an industrial user of silver did present to the
Treasury via Federal Reserve Bank channels a request for
a large amount of silver and got it under the law. Now he
did not first obtain a sum of silver certificates and present
them physically, but he could have. The only thing the
Treasury insisted upon was the submission of an equiva-
lent amount of silver certificates for retirement, a step
easily handled through the Federal Reserve.

Secretary Dillon has said that one reason for elimin-
ating silver certificates was to assure the Government of
enough silver for the coinage of subsidiary coins. This
poses no very serious problem because substitution of Fed-
eral Reserve notes for the $5 and $10 silver certificates plus
any retirement of $1 silver certificates the Treasury cares
to make at any time on its own account would easily afford
plenty of silver for subsidiary coinage. Then, let's face it,
since all our money is going to be irredeemable anyway,
why continue to mint coins 90% of whose weight is pure
silver? Why not 50%? Or 25? Or why any silver at all?
Who's kidding whom?

Some indication of the extent to which silver certificates
have been reduced already may be had from the Circula-
tion Statement of United States Money issued by the
Treasury. On September 30, 1963, silver certificates of all
denominations in circulation amounted to $1,815,534,490
compared with $1,942,956,663 on September 30, 1962, or a
reduction of $172,422,173. The following table shows dis-
tribution by denominations:

Denomination September 30, 1963 September 30, 1962
$	 1	 	 $1,569,534,443 $1,512,359,546

2 	 1,404,772 1,405,262
5 	 203,983,570 382,612,645

10 	 40,143,565 46,050,990
20 	 323,190 323,220
50 	 78,950 79,000

100 	 50,000 50,000
500 	 7,000 7,000

1,000 	 9,000 9,000

$1,815,534,490 $1,942,956,663

Collectors will readily observe in the above figures some
denominations long since unseen in circulation (2, 20, 50,
100, 500, 1,000). The Treasury reports that about $15 mil-
lion worth of silver certificates outstanding were issued prior
to July, 1929, when the small size notes were first printed—
really not such a large quantity considering the number
that may be destroyed, or lost, or in the hands of collec-
tors.
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Space does not permit a lengthy account of the history
of silver certificates—how they came to be in the first
place—but a brief summary might suffice here.

Their origin is traceable to a set of circumstances affect-
ing the market price of silver, chief of which were (1)
demonetization of silver in Europe in the early 1870's and
(2) the discovery of big, rich silver mines in Nevada (the
Comstock Lode, the Belcher Bonanza, the Chollar-Potosi,
and the Hale and Norcross Bonanza), the production from
which began to dump very large quantities of silver on the
market in the 1870's. When silver producers sought to have
their silver coined at the U.S. Mint, they found that the
Coinage Act of 1873 had dropped the free coinage of the
standard silver dollar (the famous Crime of '73) and the
Act of 1853 had provided for the coinage of subsidiary
silver coins on government account only and at about 7%
reduction in pure silver content.

So, for the first time since our coinage system was set
up in 1792, there was no free coinage of silver. Obviously
this did not set well with silver producers, and little won-
der they called the Act of 1873 a crime because it shut off
one source of demand for silver and at the same time
removed a legal price floor. De facto the Act of 1873 put
an end to the bimetallic standard provided by our first
coinage act, but which had not operated very well most
of the time anyway.

Legally the United States abandoned bimetallism in
1900 when gold was adopted as the single standard, bring-
ing to an end one of the most colorful political periods in
our history. Roughly the period dates from the close of the
Civil War to the turn of the century, but climaxed in the
Presidential Election of 1896—the celebrated "free-silver"
campaign.

The "free-silver" demands were part of the broader
cheap-money movement which first found expression in
the "Greenback movement" that sought to prevent the
resumption of specie payments and to increase the amount
of fiat paper money in circulation. With the sharp decline
in the market price of silver the world over, the cheap-
money advocates found a new and powerful group of allies
in the silver interests, and the issue shifted from more
paper money to more silver money which would accom-
plish the same end, namely, cheap money.

The contest over cheap v. sound money, as it was often
referred to, especially by the opponents of cheap money,
was a bitter fight, indeed—one which cut across party
lines to a considerable extent and tended to become sec-
tional with the agricultural mid-west and south, hungry
for higher prices for their produce, being strong for cheap
money and the financial and industrial northeast the
center of powerful opposition.

Agitation to restore the free coinage privilege to silver
grew rapidly in the years immediately after 1873. Several
bills to that end were defeated either in Congress or by
Presidential veto. Then came the Bland-Allison bill, a com-
promise enacted in 1878, which did not provide for the
restoration of the free coinage of silver, as Congressman
Bland proposed in his bill, but for the coinage on govern-
ment account of not less than 2 million or more than

4 million standard silver dollars monthly, and leaving
them full legal tender. The bill was passed over President
Hayes' veto by a wide majority.

For purposes here it is important to note that the Act
of 1878 provided that these silver dollars might be deposited
with the Treasury and silver certificates in denominations
from $10 to $1,000 be issued for them. These were the
first silver certificates "and had on their obverse the words
"Certificates of Deposit." These were not endowed with
full legal tender power, but were made receivable for all
public dues.

Except in the West, silver dollars have never been
accepted willingly by the general public as a circulating
medium, principally because of weight. So silver dollars
coined under the Bland-Allison Act just piled up in the
Treasury, and the certificates (Series of 1878 and Series
of 1880—Fr. 73, 76, 79, 81, 83, 84) were in too large
denominations to have much circulation. As a result, Sec-
retary of the Treasury Manning in an effort to force
silver currency into trade forbade any further issuance of
United States notes (Greenbacks) in denominations less
than $5, then asked and received from Congress legislation
(Act of June 30, 1886) which called for the issuance of
silver certificates in denominations of $1, $2, and $5.
(These are Fr. 59, 64, and 68—all Series of 1886.)

The original intention behind the silver certificates
was to make them representative of actual silver dollars
lodged with the Treasury. All of the eight series of large
size certificates and the small size before Series 1934 stated
on their obverse that the certificates were payable in a
specified number of silver dollars, meaning that they were
redeemable in coin, not bullion. As a consequence, no more
silver certificates were issued than silver dollars held by the
Treasury. But beginning with Series 1934 (Fr. 188-c) the
wording was changed and stated: "This certifies that
there has been deposited in the Treasury of the United
States one dollar in silver payable to the bearer on de-
mand," as in the case of the $1 denomination, and cor-
respondingly for the other denominations. The effect of
this change was to allow the issuance of silver certificates
without the necessity of coining silver dollars, which
accounts for the fact that after 1934 there were so many
more units of silver certificates in circulation than actual
number of silver dollars in existence. Bullion now serves as
backing.

Although there is much more to the history of silver
certificates, suffice it to say that we have had them since
1878 and the $1 silver certificate can claim the role of the
great work-horse of our currency. Some of the large-size
series were the most beautiful paper currency ever issued.
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