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INTRODUCTION

Perhaps nothing stimulates research as much as
owning something that you know nothing about. After
I acquired a proof impression of the $50 one-year note
of 1863 with the words "National Customs Note"
bronzed on the face, I decided to learn as much as I
could about this proposed issue.

A note such as this is illustrated in Gene Hessler's
book, USA Essay, Proof and Specimen Notes, with a brief
statement as to its possible intended use. Hopefully,
this article will further enlighten the reader as to the
circumstances and intended uses of this issue.

FINANCING THE WAR

A S the year 1863 unfolded, the War Between the
States raged on. Both sides were experiencing great
difficulty raising funds to pay for military activities.

The Federal government had issued several types of securi-
ties since 1861, including:

Long Term Bonds
Short Term Treasury Notes (some of these paid interest)
Legal Tender Notes (some of these were convertible into

20-year U.S. bonds)

Despite the revenue generated by these issues, the expenses
of the War kept mounting. Legislation to raise additional
funds was introduced in the House Ways and Means Com-
mittee on January 8. It was felt that it would be impossible
to continue the War with gold and silver alone. More notes
and bonds would be needed, as well as curtailment of the
large issue of state bank notes in circulation, some of
doubtful value and many completely worthless. The public
debt was then almost $800 million, and it was estimated that
this figure would reach $2 billion by July 1, 1864.

On March third, after long debate, an act was finally
passed which authorized the Secretary of the Treasury to
borrow, at his discretion, $300 million for the remainder of
the fiscal year and $600 million for the next fiscal year
starting on July 1.

The act authorized coupon or registered bonds, treasury
notes, United States notes, fractional currency and gold cer-
tificates. Also provided for was a ten percent per annum tax
on the circulation of all banks and corporations. This law
was the basis for issuing the one- and two-year interest-
bearing legal tender notes as well as compound interest
notes.

GAINING CONTROL
Up to this time all bonds and notes issued by the Federal
government had been engraved and printed by the New York
bank note companies; the largest of these was American
Bank Note Company, followed closely by the National Bank
Note Company. These two institutions had been formed by
a consolidation of most of the country's bank note compa-
nies controlling the talent, experience and capital, which had
been producing state bank notes for four decades.

Congress, on July 11, 1862, had granted the U.S. Treasury
power to execute this work within the department. Secre-
tary Chase designated Spencer M. Clark, a former clerk in
the Bureau of Construction, to investigate the expenses and
possible problems connected with assuming the production
of securities. This endeavor almost proved the downfall of
Clark. The bank note companies first offered him a bribe
to report that it would be impractical for the U.S. Treasury
Department to engrave and print notes and securities. When
he refused, they brought charges of fraud and sexual promis-
cuity against him, in an attempt to have him discredited and
removed from his position. A Congressional investigation
headed by James A. Garfield later cleared Clark of all of their
allegations.

Initially, the transfer of printing only fractional currency
(also termed "revenue currency" in the original documents)
was proposed. Clark estimated that the government could
prepare this issue for less than one-fourth of the amount that
the bank note companies had been charging, and with
greater security. After due consideration, Chase approved
this plan on October 10, 1862. The function of preparing
passports and Post Office drafts was later assumed by this
newly-created printing bureau within the Treasury
Department.

When the Treasury was requested to prepare bonds for
a new loan in April 1863, Clark was forced to admit that he
lacked the resources at that time to prepare such a large
issue, and suggested to Chase that the plates be prepared
in New York and the printing could then be done within the
Printing Bureau of the U.S. Treasury. Both the American
and National Bank Note Companies sensed that this was
erosion of their monopoly, and refused to be a part of this
plan unless they were allowed to complete all processes. A
relatively new company, the Continental Bank Note Com-
pany (also in New York), agreed to Clark's plan and was
given the contract to prepare the bond plates. The two major
bank note companies, finally realizing that half a loaf was
better than none, agreed that they would also prepare a set
of plates.
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Another argument put forth by Clark in favor of the
government producing its own currency was that the bank
note companies generated excess profits by printing a very
low number of impressions per plate per day. When a large
number of issues were needed they insisted on preparing ad-
ditional plates. Clark felt that if the Treasury Department
were to employ a second or even a third shift of printers, he
could produce 2,000 impressions per day, compared to the
600 per day previously done by the bank note companies.

PRODUCTION
The first notes to be produced under this new arrangement
were the one- and two-year, five percent interest-bearing
notes. Bids were solicited from the major bank note com-
panies and the contract for engraving the plates of the $50
one-year note was awarded to American Bank Note Com-
pany on August 27, 1863. The total cost of face, back and
overprint plates was $6,030.50. The four-subject plate and
preparation stock was delivered to the Treasury on De-
cember 2, and on Decembmer 16 a proof of the note was sub-
mitted to Secretary Chase for his approval. The face plate
bore the imprint of American Bank Note Company. If sub-
sequent plates were needed they were to be produced within
the Treasury Department using the stock furnished by
American Bank Note Company. These replacement plates
would have the words "Treasury Department" engraved
upon them instead of the name of the bank note company.
Printing of the one-year notes began on January 28, 1864
at a cost of $20 per thousand as opposed to $57.50 per thou-
sand previously paid to the bank note companies. A total
of 170,032 $50 one-year notes, with a value of $8,501,600,
was delivered to the Treasurer by the Treasury's Printing Bu-
reau; only 164,800 were ultimately placed in circulation.
Since the original plates could produce up to 30,000 impres-
sions and could be reengraved to provide another 25,000,
in all probability a second plate was never needed for this
denomination.

CIRCULATION
The one- and two-year notes of 1863 were intended to be held
as an investment but could circulate if necessary because of
their legal tender status. Their five percent interest was pay-
able in currency rather than coin as was the case with earlier
treasury notes, but because they were not acceptable for
duties on imports, their value depreciated as the value of gold
increased. They were stamped with the date of issue, the in-
terest and principle payable upon redemption one or two
years later.

The April 1864 issue of the Journal of Banking Currency and
Finance states that 50 million of the five percent interest-
bearing notes were paid out to banks in repayment of a loan
that had been made to the government on September 5,
1863. At this time the interest rate was in the range of seven
to eight percent, so the banks, rather than retaining these
notes, paid them out as currency. Meanwhile, the govern-
ment was also paying these notes out daily to satisfy their
debts. As long as interest rates remained high they freely cir-
culated, but by the summer of 1864 some $211 million worth
had been issued, increasing the currency supply and causing
interest rates to drop. When this happened the notes were
worth holding for the five percent interest.

THE SUBJECT
Figure 1 is a uniface proof on eggshell toned paper with four
oblong cancellation holes. It is from plate position "B"
bearing no date of issue, seal, green overprint or serial
numbers. In accordance with Spencer Clark's suggestion,
the signatures of the Treasury officials were printed on the
note. The words "National Customs Note" were bronzed
onto the paper, in large block letters, before the face was
printed. It was probably produced in early 1864 while the
plates were still in use for printing interest-bearing notes.

Figure 1. Loyalty, on the left, by artist Joseph I. Pease, was engraved by W.W. Rice. The portrait of Alexander Hamilton
was engraved by Owen G. Hanks. (ed.)
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THE PURPOSE
It had always been necessary to establish a relationship be-
tween gold and paper money to ensure the latter's accep-
tance. The first currency issued by the United States
government, intended for general circulation, were the de-
mand notes of July and August of 1861. They were receiv-
able as payment of duties on imports. Prior to this issue, only
coin, mostly gold, could be received for these payments. The
demand notes became known as "Custom House Notes" be-
cause their obligation placed them on a par with gold. The
Act of February 1862 authorized an issue of legal tender
notes; these notes were not receivable as payment for duties
on imports, but could be converted into five percent, 20-year
bonds with both interest and principal payable in gold. A
second series of legal tender notes was authorized by the Act
of March 3, 1863, which were not convertible into bonds.
The date of July 1, 1863 was designated as the time when
the convertibility of the earlier issue into bonds would cease.

This inconvertibility of the legal tender notes, plus a large
increase in the circulating medium, led to a rise of $2.50 in
the price of gold in June of 1864; the legal tender notes were
then worth only 40 cents on the dollar in gold.

One possible reason for adding the words "National
Customs Note" to the $50 one-year note would have been
to indicate that it was receivable for the duties on imports,
thereby establishing its relationship to gold.

Section 5 of the Act of March 1863 provided that "cer-
tificates representing coin in the Treasury may be issued in
payment of interest on the public debt." The act further
stated that "certificates for coin or bullion in the Treasury
shall be received at par in payment for duties on imports:'

The note illustrated would have served both purposes.
The designation "National Customs Note" would insure
that it would be the same as gold ("receivable at par", there-
fore not subject to depreciation), and make it acceptable "in
payment for duties on imports." It also represented "coin
or bullion in the Treasury" and was issued "in payment of
interest on the public debt."

A paste-up of a proposed $50 note is illustrated (Figure
2, courtesy of Gene Hessler) which offers a different solu-
tion to this need. Dated April 10, 1864 the obligation reads
"The U.S. will pay to bearer Fifty Dollars on demand by
presenting this note as Gold Coin for duties on imports."

Neither of these proposals or models were accepted to
meet the requirements of the Act of March 3, 1863; instead,
the gold certificates of 1865 were issued.

Figure 2. The Civil War Zouave, by artist F.O.C. Darley, was engraved by Joseph I. Pease. Constitution, the figure

in the center, is the work of artist TA. Liebler; it was engraved by Alfred Sealey and Joseph I. Pease. The Sailor, by

Louis Delnoce, was engraved by Charles Burt. The obligation within the two shields reads: "Will pay the bearer FIFTY
DOLLARS on demand by receiving this Note as GOLD COIN for duties on imports." (ed.)
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