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Distribution of
N ational Currency

otes 1870s
by FORREST W. DANIEL

The distribution of national currency notes to newly-estab-
lished national banks followed a standard routine: when all
of the organizational forms were completed and filed, the nec-
essary capital paid in, and the required amount of United States
bonds (at least one third of the capital stock) deposited with
the treasurer of the United States, the notes were engraved,
printed and sent to the bank. That is how it should have
worked; and it did work at the beginning. But after a few years
the system was snarled by the legal limit placed on the total
issue of currency by all banks. New banks had to scrounge
notes of broken banks or obtain rights from banks with sur-
plus allocations; and there was competition between banks to
secure whatever circulation was available. Congress called for
an explanation.

HE original National Currency Act of February 25,
1863 placed a cap of $300,000,000 on the issue of
national currency notes. To assure that all parts of the

country received their share of the currency, one half of the
total was apportioned to associations in the several states ac-
cording to their population and one half with "due regard to
the existing banking capital, resources, and business, of such
States, Districts, and Territories." Larger and wealthier states,
therefore, would receive a greater share—which they would
have anyhow—and it placed restrictive limits on the amount
banks in developing areas could receive. The distribution for-
mula was eliminated in the revised Act of June 3, 1864, but
restored on March 3, 1865. The limit of $300,000,000 was
maintained throughout.

Western states saw the largest organization of national banks
during the first year: Ohio 38, Indiana 20, Illinois 7; Pennsyl-
vania led the Eastern states with 20, New York 16; other states
from one to four. The Comptroller complained that newly-
chartered banks in the wealthy Eastern states were unneces-
sary because the state banks already provided sufficient
circulation to fill the needs of commerce. Few of the earliest
chartered banks were conversions from state banks since there
was no provision in law, state or national, for that process.
Most banks that did convert organized a separate new national
bank and then transferred their funds to the new bank. In the
year or so following, several states enacted laws to facilitate
the conversion without all the paperwork, and by the middle
of 1865 there were almost four times as many national banks
as state banks, mostly conversions; and the number was in-
creasing. National bank notes in circulation reached more than
$295,000,000 in April 1868, and the number of national banks
hit a peak of 1,640. The expansion of national-chartered bank-
ing appeared to have reached its limit and the number of banks
fell by twenty-eight over the next two years.

At the beginning of 1870 it came to the attention of Con-
gress that some newly-organized banks received bank notes
while others, previously chartered, had not received the amount
to which they were eligible by law. Congress called for an ac-
counting from the Comptroller of the Currency of the notes
issued to six banks chartered in 1869, a year which saw a drop
in the number of national banks from 1,619 to 1,612.

Comptroller of the Currency Hiland R. Hurlburd replied that
since he had no other means at his disposal, those banks had
received circulation only to amount they were able to furnish
notes of broken [national] banks or by surrender or transfer of
circulation for that purpose. The list:

The First National Bank of Austin, Minnesota, returned $27,000
in circulating notes of broken banks.

The Union Square National Bank of New York City procured
the surrender and transfer of $50,000 of circulation by the First
National Bank of New York City.

The National Bank of Commerce of Chicago, Illinois returned
notes of broken banks: $20,000. Procured from the First National
Bank of New York City a surrender and transfer of $16,000. Re-
deemed and returned the notes of the First National Bank of
Danville, Virginia (in liquidation): $5,800. Redeemed and returned
the notes of the National Bank of Commerce, of Georgetown, DC
(in liquidation): $12,700. Making in all $54,500.

The National Bank of Lebanon, Kentucky returned broken bank
notes: $30,000.

The First National Bank of Utah, at Salt Lake City was a reorga-
nization of the old Miners' National Bank of Salt Lake City, and
obtained circulation by the return of the notes of the last men-
tioned bank to the amount of $26,100.

The First National Bank of Leon, Iowa returned the notes of
broken banks to the amount of $2,000, and procured a transfer
of $20,000 from the Metropolitan National Bank of New York
City.

Other banks organized by the surrender of the circulating
notes of existing national banks were: The First National Bank,
Port Henry, New York; The Howard National Bank, Burlington,
Vermont; and The Baxter National Bank, Rutland, Vermont.

The upshot of that report was the Act of July 12, 1870, which
provided for an additional issue of $54,000,000 to be "fur-
nished to banking associations organized or to be organized
in those States and Territories having less than their propor-
tion" under the prevailing law. The fiscal condition in the
Southern states seriously limited the number of banks orga-
nized there; while approval was given to most applications
made by Western banks. The Comptroller said he felt the needs
of Western and Northwestern states could be fully supplied;
with a remainder of from $20,000,000 to $25,000,000 left for
banks in the South when they became sound enough to sub-
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The Merchants and Mechanics National Bank of Troy, New York, Charter 904, July 1, 1865, D. Thomas Vail,
president, Francis Sims, cashier, was one of the closed banks whose notes were recalled from circulation. The bank
closed December 31, 1868; in October $183,338 was outstanding.

scribe for it. There were other stipulations, including provi-
sions that no bank organized after this time could receive
more than $500,000 of circulation (a handicap in New Or-
leans, where several banks were able to handle a greater
amount); that earlier-chartered banks should be limited to
$1,000,000 and that up to $25,000,000 could be withdrawn
on a pro rata basis from banks in states that had more than
their quota and distributed to states with deficiencies. The
census of 1870 figured into the new distribution quota.

Northeastern states had the concentration of excess circu-
lation, according to an 1873 tabulation of the new formula.
Six Eastern states, $70,690,046; five Middle states,
$9,416,503; of the fifteen Southern and Southwestern states,
only the District of Columbia had a surplus—$182,131,
while the others had a deficiency of $51,271,034; nine West-
ern states (Ohio to Nebraska) had a defi ciency of
$21,423,811; and of the twelve Pacific states and territories,
only two had surpluses, Colorado $232,102 and Montana
$68,960. The others were deficient by $7,926,648. Of the
$354,000,000 of national currency permitted, $353,968,249
was already outstanding or authorized. The Comptroller of
the Currency had very little leeway.

To effect the redistribution, in 1873 the Comptroller req-
uisitioned $5,018,000 from four banks in the city of New
York; $13,320,000 from thirty-seven banks in the city of
Boston; $2,659,000 from twenty-one in Massachusetts;
$2,818,000 from seventeen in the city of Providence, and
$1,185,000 from fifteen banks in Connecticut. The recall
reduced to $1,000,000 the circulation of all New York City
banks having excess of that amount; and a circulation limit
of $300,000 was placed on all banks in Massachusetts and
Rhode Island.

Each bank had one year in which to return the currency
called for. If it was not returned within that time the Comp-
troller was required to sell the bonds held to secure the cir-
culation and use the proceeds to redeem the notes as they
returned to the treasury. Since the notes were scattered all
over the country it would entail a major expense to retrieve
them from circulation, so the banks were permitted, instead,
to provide a fund of legal tender notes to the Comptroller
of the currency to redeem the notes. It was obvious that the
return of excess issue would be slow and any redistribution
to deficient states seriously delayed, so the Comptroller asked

that the distribution formula be repealed and $25,000,000 of
additional circulation be authorized for distribution to the
states—it didn't happen.

The Act of June 20, 1874, instead, had some interesting pro-
visions and interpretations. The Secretary of the Treasury is-
sued circulars to assistant treasurers, depositories and national
banks naming all national banks that had failed or gone into
voluntary liquidation, directing them to assort and return for
redemption the notes of those associations—a total of
$6,492,285.30. An Attorney General's opinion said that the
Comptroller of the Currency should issue currency to new
banks to their authorized limit by using a fictional retirement
of those notes of closed banks, although they were not yet
withdrawn, and requisition whatever more was needed from
banks with excess issue. This requisition could run as high as
$50,000,000. One hundred sixty-seven banks in ten states were
eligible for up to $31,046,000 of requisitions, while unissued
and to-be-withdrawn circulation was said to be $16,279,589.
Under these guidelines, the total amount outstanding might
exceed the statutory limit, temporarily, without overstepping
the law, according to the Attorney General.

All that disaster preparation was unnecessary, according to
the 1875 Comptroller's report, because the 1874 Act also pro-
vided that any national bank could reduce its circulation by
the deposit of at least $9,000 of lawful money, for the purpose
of retiring its notes, and withdraw the bonds held as security.
So many banks chose voluntarily to reduce their circulation
liability (perhaps in response to the Panic of 1873, although it
was not so stated) that any forced withdrawal of circulation
was unnecessary. The greatest amount of national bank notes
outstanding reached $352,394,346, on December 1, 1874, that
was $1,605,654 less than the statutory limit.

The Comptroller juggled the distribution of bank notes un-
der those constraints until passage of the Act of January 14,
1875. That legislation repealed the aggregate limit of circula-
tion allowed and its distribution formula; existing banks were
permitted to issue notes to the limit provided by law. But when-
ever newly-chartered banks and banks increasing their capital
or circulation received their new notes, the Secretary of the
Treasury was required to retire legal tender notes to the amount
of eighty percent of the national bank notes issued. It was part

Continued on page 64
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SPMC Annual Awards
The 1995 SPMC Awards will be presented at the Interna-

tional Paper Money Show in Memphis, Tennessee, in June
1996, as follows:

1. Nathan Gold Memorial Award. Established and formerly
(1961-1970) presented by Numismatic News, now by
the Bank Note Reporter. Presented to a person who has
made a concrete contribution toward the advancement
of paper money collecting. Recipients, who need not be
members of the SPMC, are chosen by the Awards Com-
mittee.

2. Award of Merit. For SPMC member (or members) who,
during the previous year, rendered significant contribu-
tions to the Society which bring credit to the Society.
May be awarded to the same person in different years
for different contributions. Recipients to be chosen by
the Awards Committee.

3. Literary Awards. first, second and third places. Awarded
to SPMC members for articles published originally in
Paper Money during the calendar year preceding the an-
nual meeting of the Society.

A. An Awards Committee member is not eligible for
these awards if voted on while he is on the com-
mittee.

B. Serial articles are to be considered in the year of
conclusion, except in case the article is a continua-
tion of a related series on different subjects; these
to be considered as separate articles.

C. Suggested operating procedures: The Awards Com-
mittee chairman will supply each committee mem-
ber with a copy of the guidelines for making
awards. Using the grading factors and scoring
points which follow, each member will make his

selection of the five best articles published in the
preceding year, listing them in order of preference.
The lists will be tabulated by the chairman and the
winners chosen. A second ballot will be used to
break any ties.

D. Grading factors and scoring points:
a. Readability and interest—Is the article interest-

ingly written? (20 points) Is it understandable
to someone who is not a specialist in the field?
(10 points) Would you study the article rather
than just scan through it? (10 points)

b. Numismatic information covered—In your
opinion, will the article be used by future stu-
dents as a reference source? (20 points) Has the
author documented and cross referenced his
source material? Give credit for original research
and depth of study. (20 points) Is the subject a
new one, not previously researched, or a rehash?
If it presents a new slant on an old subject, give
proper credit. (20 points)

The Dr. Glenn Jackson Memorial Award will be presented, if
someone qualifies. This award, open to any author in any
numismatic publications, is for an outstanding article about
bank note essais, proofs, specimens and the engravers who
created them. This award, when presented, consists of a
certificate, which includes an engraving by American Bank
Note Co.

The Julian Blanchard Memorial Exhibit Award will be awarded
for the outstanding exhibit of bank note essais, proofs and
specimens, including the possible relationship to stamps.

The SPMC Best of Show Award is given for an outstanding
exhibit in Memphis on any paper money-related subject.

DANIEL (Continued from page 50)

of the Act to reduce the sum of outstanding legal tender notes
preparatory to the resumption of specie payment on January
1, 1879.
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