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issues consisted only of state bank and private promissory
notes, which continued to circulate in volume until 1865.

The Act of February 25, 1863 did not provide for national
bank notes of denominations less than $5; the hope being that
specie, legal tender notes or, at worst, state bank and private
promissory issues would fill that void. However, when the act
of June 3, 1864 was drafted, to supersede the 1863 act, suspen-
sion of specie payments was wearing into its third year with no
end in sight, and small denomination federal notes and coin
were in short supply.                          

THE PAPER COLUMN
by Peter Huntoon                          

The Rise and Fall of
$1 and $2

National Bank Notes
ABSTRACT

The $1 and $2 Original Series and Series of 1875
national bank notes were provided for in the Na-
tional Bank Act of June 3, 1864, to augment the
volume of small denomination notes in circula-
tion. Their issuance was a direct outgrowth of the
lack of coins resulting from the suspension of spe-
cies payments by the treasury and commercial
banks following the outbreak of the Civil War. The
Act of June 3, 1864, required that the $1 and $2 na-
tional bank note cease to be issued upon the
resumption of specie payments, an event which
took place on January 1, 1879.

The first $1 and $2 national bank notes were
placed in circulation in 1865. During the next 15
years, 23,169,677 $1s and 7,747,519 $2s were issued,
comprised of 80 percent Original Series and 20
percent Series of 1875 notes.

CIVIL WAR HOARDING

T HE issuance of $1 and $2 national bank notes was a
somewhat delayed result of crisis attending the suspen-
sion of specie (gold and silver coins) by the treasury

and commercial banks at the outbreak of the Civil War. What
happened was that financial insecurity caused by the outbreak
of the Civil War resulted in widespread hoarding of gold and
silver. There was popular concern that the federal government
might not be able to meet its obligations due to the cost of the
war. Making the matter worse was the fact that the government
was giving itself loans by issuing legal tender notes that were
supposed to be redeemable in coin, yet there were more notes
outstanding than coin in the treasury. On December 30, 1861,
the New York banks suspended payments in gold and silver
coins (Childs, 1947). Soon the treasury was forced to follow
suit. Coins virtually ceased to circulate and postage stamps, pri-
vate scrip, and ultimately fractional currency took the place of
small change.

Federal currency available in 1861 consisted of $5 and higher
denomination demand notes. After August 1862, $1, $2 and
higher denomination legal tender notes and fractional cur-
rency appeared. Lower denomination currency before the 1862

$1 AND $2 NATIONALS WANTED

National currency required backing in the form of bonds pur-
chased by the banks in lawful money, specifically specie and
legal tender notes. In addition, both the acts of 1863 and 1864
required that the banks hold legal tender reserves to be used to
redeem their notes. Therefore the issuance of national bank
notes reduced the circulating supply of legal tender notes.
Sensing this constriction, Congress provided for small
denomination national bank notes in the Act of 1864. Section
22 of the National Bank Act of June 3, 1864, provided for the
following denominations: $1, 2, 3, 5, 10, 20, 50, 100, 500, and
1000, provided 'That not more than one sixth part of the notes
furnished to an association shall be of a less denomination
than five dollars, and that after specie payments shall be re-
sumed no association shall be furnished with notes of a less
denomination than five dollars!' Clearly the intent here was to
provide an additional supply of small denomination notes
until gold and silver coins began to circulate again.

On March 3, 1865 Congress passed an act that imposed a 10
percent per year tax on state bank notes, thus forcing the non-
federal currency from circulation. This placed further impor-
tance on the availability of small denomination national bank
notes.

The first shipment of Original series $1 and $2 national bank
notes was sent to The First National Bank of Akron, Ohio,
charter 27, on April 1, 1865. The shipment consisted of 1-1-1-2
sheets with bank serial numbers of 1-1000, and treasury serial
numbers 2023-3022. The first 1-1-1-2s printed were for The First
National Bank of Washington, DC, (26) bearing treasury serial
numbers starting at 9 (red); however, the first of these were not
sent to that bank until March 18, 1869. The earliest plate dates
found on Original Series $1 and $2 national bank notes is
January 2, 1865, in contrast to November 2, 1863, for several
other plate combinations.

CONVERTIBILITY OF NATIONAL CURRENCY

The value of national bank notes was tied entirely to the value
of legal tender notes into which they were convertible. Figure 1
shows the value of legal tender dollars and thus national bank
dollars against gold during this suspension period. The value
was governed by the confidence of the public in the ability of
the government to ultimately honor the redemption of its legal
tender promissory notes. Notice that this faith reached a low in
the final months of the Civil War as the treasury became in-
creasingly depleted. The primary source of revenue at this time
was customs taxes, payable in specie, but foreign trade was seri-
ously curtailed by the war. The instability in the value of legal
tender notes was injurious to all types of commerce, and dual
accounts had to be maintained for balances in specie and
balances in legal tender.

The return to specie payments-placing the country on a firm
gold standard-was fraught with anxiety. Fear was focused on
the concern that if specie payments were resumed, there would
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Figure 1. Value in gold of $1 in legal tender notes on July 1 for the years shown. $1 in gold equals 25 8/ grains of gold.
National bank notes were convertible into legal tender notes. Data from the Comptroller of the Currency (1877, 1878).

be a run on the coin in the treasury and there simply wasn't
enough of it to redeem all of the outstanding legal tender
notes.

Amid heated controversy, on January 14, 1875 the Congress
passed an act requiring the resumption of specie payments on
January 1, 1879. This legislation dictated the convertibility of
legal tender notes into gold at par. Because national bank notes
were convertible into legal tender notes, they too would have
value equal to gold. Thus, all the nation's money would circu-
late at par. Dual bookkeeping would no longer be necessary.

RESUMPTION

As January 1, 1879 approached it was in no one's interest for a
run to develop on the treasury, or for the banking community
to subvert the intent of the Act of January 14, 1875, to force all
forms of currency and specie to circulate at par. To this end, the
powerful New York Clearinghouse Association adopted recom-
mendations that required its members to obliterate the distinc-
tions between legal tender currency and gold coin by January 1,
1879 (Comptroller of the Currency 1878, p. xxxi).

Passage of the resumption act boosted confidence and the
late 1870s were prosperous. The following statistics were
reported by the Comptroller of the Currency (1879, p. xiii-xv).
Crops were excellent, and a surplus in foreign trade prevailed
in the late 1870s, reaching $294 million for the year 1879.
Surplus revenues were accumulated in the treasury (customs
taxes were paid in specie), and between 1877 and 1879 the
treasury sold $90 million in bonds at par or above in return for
coin. On the day of resumption, the treasury had accumulated
$135 million in gold and $32 million in silver, the gold alone
representing almost 40 percent of the $346 million in legal
tender notes then outstanding. The banks held a third of the
outstanding legal tender notes, and the public held $320 mil-
lion in national bank notes. General confidence in the
economy, as well as confidence in the ability of the treasury to

convert the paper into coin, was sufficient that there were no
significant redemptions despite the fact that the treasury only
held about $1 in specie for each $4 in outstanding legal tender
and national bank notes. Instead, within ten months, the
government's stock of gold actually increased by another $36
million.

The $1 and $2 national bank notes ceased to be issued to the
banks in January 1879 under the terms of Section 22 of the Na-
tional Bank Act of June 3, 1864. The last shipment was sent
January 22 to The First National Bank of Warren, Rhode Island
(673) and included bank serial numbers 1001-2000. Thus
these beautiful low denomination notes slid into history.
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Figure 2. Numbers of outstanding $1 and $2 national bank notes on October
31 for the years shown. Date from Comptroller of the Currency (1917).
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Certified proof of a 1-1-1-2 combination plate after it was converted from an Original Series to Series of 1875
plate. (Smithsonian Institution photo 84-4630.)
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$1 AND $2 ISSUES

The total number of $1 and $2 national bank notes issued was
23,169,677 and 7,747,519 pieces, respectively. Approximately 80
percent of the issues were in the form of Original Series notes
and 20 percent were Series of 1875 notes. Most bank notes were
issued in 1-1-1-2 sheet combinations. Four banks utilized the
1-1-2-2 combination: The Washington County National Bank of
Greenwich, New York (1266), The Westchester County National
Bank of Peekskill, New York (1422), The Merchants National
Bank of Bangor, Maine (1437) and The City National Bank of
Manchester, New Hampshire (1520) (Huntoon, 1984). Each of
these four issued Original Series $1s and $2s but only The
Washington National Bank of Greenwich, New York (1266) is-
sued 1-1-2-2s in the Series of 1875. The First National Bank of
Philadelphia, Pennsylvania (1) holds the distinction of being the
only bank to have a 1-1-1-1 plate prepared for it. However, the 500
sheets of Original Series notes printed from this plate in March
of 1865 were never issued, having been cancelled on June 14, 1867
(Huntoon and Raymond, 1985).

No $3 national bank notes were prepared even though they
were authorized in the National Bank Act of June 3, 1864. The
$1 and $2 denominations were again authorized in an amend-
ment to the National Bank Act dated October 5, 1917, which
limited the issuance of such denominations by any bank to no
more than $25,000. These denominations for the then current
Series of 1882 and 1902 were, of course, never prepared, nor were
they contemplated for the 1929 series that followed.

HISTORICAL POSTSCRIPT

According to Comptroller of the Currency John Jay Knox, the
resumption of specie payments couldn't have worked out better
for the nation. Using the measure of accumulating gold in the
treasury, the economic engine that was the United States began
harvesting the rewards for conquering its frontiers. The growth
of this wealth fostered visions of greater frontiers beyond, for the
nation was poised to try its hand as a colonial power in less than
20 years. If manifest destiny was the religion, gold was the Sacra-
ment. You can read in Knox's words his delight in the situation
(Comptroller of the Currency, 1880, p. v-vi, x-xiv). Notice at the
end of these quotes that he was not a fan of silver.

The movement of the currency and the operations of the banks have
never been more interesting than during the months which have in-
tervened since the resumption of specie payments. To most of the po-
litical economists of this and other countries the resumption of coin
payments by the United States at the time fixed by law, and its suc-
cessful maintenance, were deemed almost impossible. No country
had ever before successfully maintained payments in coin with so large
a volume of currency outstanding, or with an amount of currency
greatly in excess of its coin. Even those who were known to be ear-
nestly in favor of resumption, both in and out of Congress, doubted
the ability of the government and of the banks to commence and con-
tinue coin payments without a preparatory reduction of the amount
of notes in circulation. They said, truthfully, that no nation maintains
at par a convertible paper currency which has not in its banks or
among its people an equal amount of coin, and that, if successful,
the United States would be an exception, and the only exception, in
this respect, among commercial nations. But the resumption act giving
authority for the purchase of coin in the markets of the world with
United States four and one-half, or five per cent. bonds made resump-
tion certain, if the bonds for a sufficient amount could be readily mar-
keted at not less than par, as authorized by law. Purchasers for the
bonds were promptly found, and resumption came so easily that
many persons now believe it could have been as well accomplished
one year earlier, if Congress had fixed upon January 1, 1878, instead
of upon the following New Year's day.

Since the date of resumption the country has been month by month
growing richer in coin, not by the sales of bonds, which have been
rapidly increasing in value, but by the production of the mines and
the influx of specie in return payment for the excess of exports of our
abundant products over our imports. The whole country has become
so habituated to the use of paper money that the difficulty has been—
not to provide means for its payment, for scarcely a dollar has been
demanded—but to supply the people with Treasury and national-bank
notes, which have been almost universally preferred.

For many years past, large amounts of currency have been annu-
ally drawn from the banks of the city of New York by the banks in
the interior, for the purchase and shipment of grain and other
products. The banks in the West and South supply the grain-buyers
with money, who pay it to the farmers, and by them it is disbursed
to the country merchants. It then goes to the wholesale merchants
in the larger cities of the interior, by whom it is deposited in the banks
and returned again to the money centers in the Eastern States. Thus
the money which was paid out in the fall returns again to the city of
New York, long before midwinter, whereby much of the currency of
the country, instead of continuing to circulate, accumulates in the New
York banks both before and after the time for the large movements
of produce.

This ebb and flow of the currency continued yearly up to the time
of the great harvest of 1879. The drain of coin and currency from the
large cities, amounting to more than 100 million dollars during the
fall of that year, made currency scarce in New York notwithstanding
the unprecedented influx of gold from abroad. The usual return of
the currency in the winter was expected, but did not occur.

The experience of 1879 was considered exceptional, but another
year has nearly passed and the experience of the former year has been,
to a considerable extent, repeated. A large portion of the avails of pro-
duce has been retained, either for the liquidation of debts, for em-
ployment in trade and commerce at home, or in the many new and
extensive enterprises for which the West is distinguished, where there
would appear to be no limit for the safe and profitable employment
of capital. The coin in the banks has increased from 41 millions on
January 1, 1879, to 109 millions on October 1, 1880. The Treasury holds
its immense hoard of gold, not surpassed in amount by any other
depository in the world.

The merchant, the manufacturer, and the farmer are alike
prosperous; the people have paid their debts to an unprecedented
degree, and hold their earnings in the paper currency of the govern-
ment and of the banks in larger amounts than have hitherto been
known. The receipts of the government have been so large that, after
refunding many millions of 5 and 6 per cent. bonds into 4 per cents.,
it has still been able during the year to purchase in the market at a
premium more than 100 millions of its bonds for cancellation. The
deposits of the banks have everywhere increased, and money has been
abundant wherever business or investment has invited capital, and
there has probably never been a period when it has generally com-
manded so low a rate of interest as during the last two years.

When the rates of interest are low there is danger that bank
managers, in their desire to use their available means, may be induced
to loan upon securities which are not of the best character, and thus
in the end diminish rather than increase their earnings. The loans were
at the highest point in the year 1875, and the two previous years, and
the national banks were then enthusiastic over the high rates of in-
terest, their large deposits, and their large earnings and dividends;
but the delusion has been dispelled by the enormous losses which
they have been obliged to charge off during the past five years, reaching
the extraordinary sum of 100 millions, which were largely the result
of overtrading during the period when gold coin was a commodity,
and the legal standard a promise to pay, unfulfilled and fluctuating
in value for seventeen years. The great losses experienced during these
years, which will not soon be forgotten, enforce the principle that no
legitimate business is safe which is conducted upon a varying stan-
dard of value; and the crisis of 1873 will always be remembered as
a striking example of the evil results arising from business conducted
during "good times" upon a fictitious basis.
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The imports of gold in excess of exports, from the date of resump-
tion to November 1, 1880, have been $119,384,795, not including im-
ports outside of New York City in October of this year, and the
estimated gold production of the mines is $67,449,929; in all,
$186,834,724. During this period the gold in the Treasury has increased
$20,976,007, and in the banks $73,976,149, and the remainder,
$91,882,568, has been dispersed throughout the country or used in
the arts.

* *
The amount of Treasury notes has remained the same since January

1, 1879, as provided by law. There was an increase of bank notes for
the first ten months of 1879 of $13,389,744, and for the present year
of $6,652,689. The total net increase of national-bank notes issued
since resumption is $20,042,433, and the total increase of gold
$175,701,904 and of silver $51,697,524.

The gold in the Treasury has increased $20,976,007, and the banks
$73,976,149, releasing $50,768,829 of paper currency in the Treasury
and $37,608,585 in the banks. The increase of gold outside of the
Treasury and the banks is 80.7 millions and of paper currency 108.4
millions. The amount of standard dollars coined is $72,847,750, of
which $47,156,588 are in the Treasury and $25,691,162 in circulation .

The remainder of the silver, $85,423,577, is subsidy and trade dollars,
and bullion, of which $30,820,561 is in the Treasury and $54,603,016,
is in use in place of the previous fractional paper currency which, on
March 23, 1874, was at its highest point, and amounted to $49,566,760.
The additional amount of gold coin, of silver dollars, and paper cur-
rency outside of the Treasury and the banks is thus estimated to be
$195,274,401, which amount has been dispersed among the people
since the date of resumption.

The average prices and value of manufactured goods, of breadstuffs,
of provisions, and of other products have largely increased. The la-
borer has been steadily employed at remunerative wages. The fron-
tier has rapidly receded. All classes of people have been liquidating
their debts, and much greater amounts of money have been held in
the tills of country traders and at home for ready use. The hoarding
of a small amount by each of fifty millions of people, or by millions
of families, is of itself sufficient to account for the disappearance from
the usual places of deposit of a large portion of the addition to the
circulating medium since the date of resumption.

One year ago it was urgently recommended "that all the national
banks should take advantage of the present influx of gold to accumu-
late in their vaults an amount equal to the total cash reserve required
by law:' and the hope was then expressed "that the reports of another
year might show them to be possessed of at least 100 millions in gold
coin:' On June 14 of the present year the banks reported 99 millions
of specie, and on October 1 more than 109 millions of coin (including
nearly six and one-half of silver), which more than equals one-third
of the total circulation of the banks in operation. The amount of gold
coin now held is but 18 millions less than the whole cash reserve re-
quired, and would undoubtedly have been still greater except for the
high rates charged for the transportation of gold coin, which are greatly
disproportioned to the cost of moving paper currency and which, it
is to be hoped, will by some means, be largely reduced.

Much newspaper criticism has appeared in the mean time, com-
plaining of the comparatively small amount of legal-tender silver
dollars held by the banks, and some of the banks have themselves
encouraged this criticism. The arguments used in favor of the accumu-
lation of silver under existing laws are unsound in principle and
against all experience. No one prefers to put away for future use a
product which will spoil by lapse of time, or which will deteriorate
in value. The banks, if well managed, will transact business upon the
same general principles as those on which an individual of superior
judgment would conduct his own affairs, holding in reserve that coin
which is known to be of uniform value everywhere in preference to
that which, by the operation of the laws of trade or business, will be
likely to become of less value. The law compels the citizen and the
corporation to receive all legal-tender money in payment of debts;

but it does not, and ought not to, require any one to receive on de-
posit that which will not as readily be received in turn by the depositor.
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Syngthpitic Vignette5

by ROBERT H. LLOYD

C
 ONTINUING on the theme of my first "vignette", the

early 'twenties were the genesis of collecting foreign cur-
rency in the U.S. When one perused dealer stocks, there

were the usual Mexican, Central and South American, Confeder-
ate, and a few Chinese notes. But now a great infusion of post-
war European bills came on the market. As I studied the double
page circulars of the Public State Bank of Chicago, I found that
I could obtain sets or partial sets by ordering just one note of each
kind on the list. The real speculators could order ten, a hundred
or a thousand. But my memory told me that many other coun-
tries whose inflation got out of hand did not honor old tenor
notes. So single notes were for me.

The notes of the Austro-Hungarian Bank were particularly in-
teresting. Each one of these carried its denomination in as many
as six or eight languages. They were meant to circulate in that
hodge-podge of peoples known as the Austro-Hungarian Empire,
and spill over into Italy and Romania as well. Several numbers
on the German side indicated Vienna, on the Hungarian side
meant Buda-Pest issues.

The Austrian 1,000 kronen notes were beautifully engraved,
and the paper was not usually white as in our country, but tinted
blue or green with moire overlays. The early 1,000 kr. notes were
the same, face and back, but after the separation of the two coun-
tries, the Vienna notes came out with a lithographed back in a
new design. Many old notes were overprinted "Oesterreich" in red
or green. Multi-lingual bills were going out of use.

The next change that made the collection of these notes fas-
cinating was the change in size. The 100, 1,000 and 10,000 kr.
notes all came out smaller. In the Hungarian set, the 1,000 forint
note was reprinted in exactly the same design, but reduced one-
third in size. So, from 1920 to 1923 European currency was great
fun to collect and study.

As the currencies stabilized in the mid-'twenties, new issues
appeared that did not depreciate, but were more expensive.

It took almost four decades before the collecting of foreign
notes became popular again
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