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Zhe ,Cast Host
of

Zhe ,Cast Cause
by JOHN MARTIN DAVIS, JR.

Throughout its short existence, The Confederate States
of America struggled with budget deficits. The South's
secession in 1861 required immediate revenue to sup-
port its political and related military objectives. The new
confederacy of states, without a steady source of rev-
enue; would soon suffer financial anemia. One of the
most pressing questions facing the Provisional Confed-
erate Congress at their first assembly in Montgomery
was the procurement of funds to carry on the business
of government.

H
 ISTORICALLY, government financing relies on a simple

combination of monetary and fiscal programs. Few
nations have been blessed with sufficient gold, silver

mines or other mineral royalties to pay their bills. Taxation
was an essential part of any financial program. Unpopular
under the best of circumstances, taxation was abhorred by the
South's proponents of states rights. The secessionists in 1861
were unwilling to substitute one strong central government
for another. Limited government intrusion was a canon sup-
porting their sanctity for private property. Property rights
formed the very core of the new confederation's principles.

The Confederate Congress was aware of its constituents' re-
luctance to any national tax scheme. Thus, other than import
and export duties, taxation as a source of revenue remained
minimal in the early months of the new government. Even
after the August 19, 1861 War Tax Act, annual tax revenues
did not exceed $18 million. Tax collections remained cumber-
some, mismanaged and insufficient throughout the confed-
eration's short existence.

Loans quickly became the Confederate States of America's
revenue of choice. The reasons for this were simple enough.

There existed a strong Southern consensus that the war would
be short, negating the need for internal taxes. This popular
conviction did not fully appreciate the Lincoln Administration's
political resolve, the North's vast material resources and, most
tragically, the Yankees' fervent commitment to preserve the
Union.

Another consequence of the Confederacy's failure to appre-
ciate political reality was evidenced by the "King Cotton Doc-
trine." This doctrine predicted that by denying Great Britain
and France a steady cotton supply, those nations would be
forced to recognize and perhaps rescue the South. The cotton

operatives in both nations had limited political influence
abroad. The hoped-for textile mill shutdown and resulting mill
worker discontent could be averted in either country through
short-term social programs if such included public doles. Wil-
liam L. Yancy, one of the Confederate diplomatic representa-
tives abroad, warned that popular opinion in France and Britain
did not support slavery and neither government cared to
meddle in American internal disputes. The Davis cabinet was
reluctant to share this important intelligence with either the
citizenry or their representatives. In failing to inform the
people, the Davis administration encouraged unrealistic ex-
pectations of European assistance. Moreover, the
disinformation foreclosed closer examination of other politi-
cal alternatives. The South realized too late it had only itself to
rely upon in its fight for independence. Help would not be
forthcoming from overseas, but public awareness of this was
too long in coming.

The primary reason for Confederate loan dependence was
Congressional opposition to internal taxes under all circum-
stances. The Congress was made up of the South's planter class
and social elite. The anomaly of this society was that those
with the most to lose in the event of defeat (i.e. slaveowners)
proved to be the least willing to contribute their full share to-
ward the defense of that social system. Over $3.5 billion of
real and slave property remained exempt from taxes and mili-
tary service throughout most of the war. Evidently a majority
of the planters denied any possibility of failure and engaged
in business as usual as long as possible. Accordingly, the lack
of a strong tax policy contributed to inflation, and eventually
led to hyperinflation. Citizens and soldiers alike became dis-
couraged. The planter and his oligarchy government surely
must share a full measure of responsibility for the inevitable
financial collapse of the Confederacy.

Denial of tax revenue forced the entire fiscal support of the
Confederacy on the various loan programs. Incorporating a
plan suggested by John C. Calhoun in the 1830s, the South-
erners early initiated a program of issuing non-interest-bear-
ing treasury notes fundable into registered or coupon bonds,
with the bond interest payable in coin. Such interest payments
would, in theory, sustain the value of the bonds in the event
of hyperinflation and maintain them at a premium against
non-interest-bearing notes. This inherent value, in turn, would
serve as an incentive to buy additional bonds. Historically in-
terest-bearing notes were publicly held as income producing
investments and thus withheld from general circulation. They
were the traditional bridge financing method employed by the
United States Treasury.

The United States Treasury prior to 1861 had issued inter-
est-bearing notes in denominations of $50 and higher. These
were transferrable only by endorsement, thereby restricting free
negotiability. A required endorsement was key in limiting the
effect on the money supply. The U.S. Treasury redeemed these
notes at face value plus accumulated interest. Sometimes at
maturity a noteholder was allowed to postpone the redemp-
tion another 60 days. Because federal notes were dispersed
nationwide and acceptable in payment of customs dues, they
tended to gravitate toward the major ports, particularly New
York. Three separate issues of federal interest paying notes again
were authorized during the Civil War. Longer maturity terms
yielded higher interest rates. The longest term, three years,
yielded 7.30%. Examples of these notes are extremely scarce.

The treasury notes authorized by the Confederacy on March
9, 1861 (amended August 3, 1861) followed a pattern similar
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to the United States issues. Regretfully, enforcement of the
endorsement requirement was lax and the consequences were
disastrous. Waiving an endorsement virtually converted each
note to a bearer instrument, effectively creating another com-
peting circulating currency.

The first Confederate interest-bearing issue was neither of
great duration nor significant in amount. The issue amounted
to only 607 sheets of $50, $100, $500 and $1,000 bills fol-
lowed by another printing of 999 half sheets of $50 and $100
notes, both products of the National Bank Note Company.
Later, the American Bank Note Company branch in New Or-
leans engraved and printed 5800 sheets of the so-call "First
Richmond" notes. The total amount outstanding was
$2,021,100 at September 23, 1861. Notes could be paid out
or reissued until March 1, 1862. Judging by the surviving notes,
few were tendered prior to their redemption date. Seldom do
notes show evidence of any indication of a reissue.

The southern bankers did not favor these notes. The $500
and $1,000 denominations were too large to be transferred
conveniently. The 3.65% interest rate (one cent per day per
$100) was below the 4% rate that the banks paid one another
for money on call. The U.S. one- and two-year treasury notes
at that time yielded five and six percent, respectively. The bank-
ers' complaints were not particularly important because of the
small size and short duration of this issue.

The notes ceased to earn interest between May 24 and Octo-
ber 21, 1862. Although not covered by any of the funding acts,
many notes remained outstanding in hopes of an ultimate re-
demption in coin. At the time of his last treasury report, Secre-
tary Trenholm stated that over $525,000 or a quarter of the

issue had not been presented for payment. The Confederate
records indicate that there was finally an acceleration in pre-
sentations by early 1865 as the possibility of defeat was grow-
ing. People became more anxious for spendable money than
investment yields.

For any policy using interest paying notes to work well, a
cache of coin to pay earned interest was necessary. Secretary
Christopher G. Memminger adamantly refused to acquire a
coin stock reserve. He failed to restrict customs dues payments
exclusively to specie. He missed opportunities to acquire gold
when coin remained available. He only borrowed enough
specie to meet upcoming interest payments, being more con-
cerned about interest costs. He declined to expropriate bank
gold supplies through eminent domain for fear of violating
the "rights" of the banks. The bankers' property rights were
superior to the bondholders' rights. The Secretary's inaction
resulted in the eventual suspension of coin payment of inter-
est, thereby depreciating the notes' value.

The second issue of interest-bearing treasury notes was vastly
larger and had a greater impact on the Confederacy's finances.
The origins of the second issue can be traced to Secretary
Memminger's report following the Provisional Congress ad-
journment. In his report he was pessimistic about the pros-
pects of the next bond auction. He reverted to his proposals of
May 1861, again suggesting an issue of interest-bearing trea-
sury notes. Under the Bond Act of April 12, 1862, Congress
had authorized $165 million 8% bonds payable anytime be-
tween ten and thirty years. Five days later, as an afterthought,
the Congress approved an issue of 7.30% (two cents per day
per $100 or 7.32% in leap year) notes in lieu of bonds, pro-

Treasury note for $100, Act of April 17, 1862.

Treasury note for $100, Act of April 17, 1862.



Paper Money Whole No. 190 	 Page 125

vided that the combined total did not exceed the original $165
million authorization. Since only $3,222,550 of the bonds were
sold, unsuccessful as the Secretary had predicted, sufficient
unused capacity remained for new treasury notes that eventu-
ally totaled to $127,241,400.

The new notes' enabling legislation was plagued by errors,
omissions and illogic. The notes, bearing a maturity date six
months after a treaty of peace between the United States and
the Confederate States, had no provision as to when the inter-
est would be paid. In his address of August 18, 1862
Memminger reported that $22 million of these notes had been
issued and requested Congress to provide for interest payments
each January 1. Although the banking community suggested
higher denominations to help control inflation, Memminger
steadfastly remained with the initial $100 denomination. The
banks hoarded the interest paying notes while placing the non-
interest-bearing notes into circulation.

Procedural oversights and lack of administrative instructions
proved costly. The foremost dereliction was the failure to pro-
vide in the law a clause requiring transfer only by endorse-
ment. Another problem was the cumbersome requirement that
each government issuer manually mark the actual issue date
to prevent excess interest payments. Clerks spent incalculable
time endorsing each and every note emitted. It was not until
early 1863 that issue stamps were used by the larger pay de-
positories. No policy existed directing whether such notes were
receivable at par or plus interest, as was the procedure in the
North. Some depositories received them on the latter basis
while most allowed only the accumulated interest through the
prior first of January. The bankers, not surprisingly, elected
the more restrictive computation causing many noteholders
to forfeit their earned interest, much to the their annoyance.
The large note volume continued to chill bond sales. Why
would a person buy an 8% bond when for only slightly less
interest (7.30%), one could have a cash equivalent? Invest-
ments in call certificates were also hindered because a $500
call certificate yielded only 6% interest while a 7.30% interest
note could be had in denominations of only $100.

Even when it became apparent that such notes were circu-
lating as currency, thereby contributing to the general infla-
tion, Secretary Memminger would not permit a free exchange
of these notes into April 12, 1862 bonds yielding 8%. Again
he legalistically reasoned that such an exchange was not per-
missible because there was no specific authorization from
Congress.

Once interest payments were made in inflated treasury notes
rather than specie any natural incentive the public might have
had to exchange notes for bonds on a voluntary basis ceased.
The Congress was compelled to adopt compulsory means to
force people to exchange their notes for bonds. The Acts of
October 13, 1862, March 23, 1863 and February 17, 1864
applied ever increasing economic inducements to encourage
exchanges of notes for bonds. During this period security print-
ers continued to lag behind bond demand. A paper receipt
was issued to noteholders in lieu of bonds because of the print-
ers backlog. The printed depository receipts became almost as
prevalent as the bonds themselves. The practical need to use
interim certificates and depository receipts in exchange for
notes, bonds, stock and call certificates continued to grow as
the printers fell further behind.

By the end of 1863 it was obvious that the 7.30% notes had
become a costly burden to the treasury. The treasury was pay-
ing $10 million in interest on notes that were actually contrib-
uting to inflation. To prevent further circulation Section 13 of
Act of February 17, 1864 converted these notes into bonds
with interest payable each January 1 and extended the redemp-
tion date to two years after peace.

The decision to end the issue's circulation was commend-
able, but the results were negligible. All three designs of the
7.30% notes looked like money, felt like money and were ob-
viously being used as money. The government's efforts proved
ineffective in suppressing the circulation of these notes. As a
result, $125 million remained outstanding in early 1864.

When all else failed the Confederate Congress, on Novem-
ber 28, 1864, decreed that the 7.30% treasury notes would be
exchanged for six per cent coupon bonds, payable thirty years
after the first day of January 1865. About $99 million 7.30%
treasury notes remained outstanding at that time.

Evidence of implementation of the November 28, 1864 Loan
Act is scant. Four examples of interim depository receipts for
the November 28, 1864 bonds exchanged for 7.30% treasury
notes have surfaced. The first is a blank remainder with at-
tached stub, printed for use by the "Office of the Assistant Trea-
surer Confederate States of America," Mobile, Alabama. The
document is styled "Certificate of Deposit."

The second example was specially designed and printed for
the "Confederate States Depository" at Augusta, Georgia. Un-
like the first specimen, the Augusta receipt was executed for
$300, dated January 27, 1865 and was registered as certificate
number twelve.
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Depository receipt, Act of November 28, 1864, Assistant Treasurer, Mobile, Alabama.
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The envelope that contained the Depository receipt, issued by the Assistant
Treasurer at Charleston for - bonds under Act of November 28, 1864.

The third example was issued by the depository at Raleigh,
North Carolina. It was offered in the 1987 NASCA, Virginia
Numismatic Association "Richmond Sale," and described in
Lot 1050 of the auction catalog. The interim depository re-
ceipt was number 31 for $1,700 issued under the November
28, 1864 Note Exchange Act.

With his usual scholarly insight, Dr. Ball cast doubt on both
of these possibilities, although he concedes his position is not
conclusive. Secretary Memminger had decreed that Section 6
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Coupon with altered date and amount lowered to $29.83.

Depository receipt, Act of November 28, 1864, Assistant Treasurer, Charleston, South Carolina (Altered from Act of February
17, 1864, Section 18).

Depository receipt, Act of November 28, 1864, Confederate State Depository, Augusta, Georgia.
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bonds were to be sold at a 35% premium in notes, whereas
the November 28, 1864 Act contemplated funding at par.
Obviously those who had paid a premium for their bonds
would be displeased to have others purchasing the same bonds
for less money. Considering the state of the fiscal affairs as the
war wound down, it would not be beyond the bounds of rea-
son to suspect that some officials may have bent some of the
normal rules of commerce to accommodate imminent needs.

Some depository offices in the Trans-Mississippi Department
continued to function until the end of the war. Any deposi-
tory office in an unoccupied city was theoretically capable of
implementing the exchange provisions of the November 28,
1864 Act. This could even be extended until June 1865 in the
Western states. Additional interim depository receipts for this
final bond act will surely surface. Perhaps someday even an
example of the "Last Bond of the Lost Cause" will appear.
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By ROBERT H. LLOYD

Part Three)

HEN the first small-size Currency notes were released
on July 10, 1929, newspapers predicted that it would
take three years for our country's paper money to be

converted to the new, smaller notes. The U.S. Treasury pub-
licly agreed with these predictions. Actually, the whole ex-
change was accomplished in about six months!

Bank tellers simply paid out the new currency, and held on
to the old large notes. When the "Great Depression" began
with the New York Stock Exchange "crash" in October 1929,
the demand for paper money was greatly reduced, and was
not revived until 1933. At that time the U.S. Treasury was forced
to create "emergency" money, the Federal Reserve Bank notes.

Millions of dollars in fairly new and quite usable large-size
currency was thus returned for conversion in a short span of
time. The national banks always sent in the notes of other banks
when required to pay their indebtedness to the Comptroller
of the Currency—this process took away some of the advertis-
ing of their competitors! This practice had been going on for
years. The Comptroller's office had not time to sort and return
perfectly usable notes to the issuing bank, so they were fed to
the incinerators. A wasteful process, yes, but sorting the indi-
vidual packages of notes would have been time-consuming
and expensive. So, millions of dollars in large-size notes actu-
ally never wore out due to circulation.

Hoarded notes of the old large-size currency continued to
flow into the various Federal Reserve Banks and their branches
well into the 1940s. I once spied a stack of notes in a teller's
wicket, against the rear wall of the cage. The top note on the
stack was a $5 1899 silver certificate, the "Oncpapa, Running
Antelope" note. I could easily see that the note was in nice
shape, probably VF or better. I was able to buy that note for
face value.

When I asked about the rest of the stack, I as told that I
could buy them all for the face value, $1350. I told the teller
to hold the stack, and that I would present a cashier's check—
ON THEIR BANK—for that amount to him the following day.
At this point the teller briefly fanned through the stack, and I
saw at least a dozen nice 1882 Series national currency notes—
Brown Backs, Date Backs, as well as silver certificates, legal,
tender notes, Federal Reserve Bank notes and Federal Reserve
notes—many high-grade items!

I arranged with the bank to have a courier deliver the cashier's
check the next day and pick up the notes.

When the courier got to the bank the next day and presented
the check, she was told to wait. She waited for the better part
of a half hour, at which point she was told that the bank's
president had not yet seen the notes—even though the notes
had been in the bank for over a week!

The bank president decided to purchase some of the notes.
The courier was given a check for about $500, and the balance
of the unwanted notes—about $850 face. The "remainder"
delivered to me consisted of many limp, mended, and well-
worn notes. The late Jesse A. Taylor went through the notes
and found that only about $250 were collectible. The rest were
turned in to a Buffalo bank.

So not all hoards were rescued for collectors. Gold certificates
were pretty well weeded out in 1933. Hoards of small-size notes
without the gold certificates, showing little variation for the
most part, were paid out again by the tellers. Most "money-
handlers" were not aware of the scarcer varieties of 1928-1934,
and paid little or no attention to those notes.

CONSIDER
donating a subscription

of PAPER MONEY to
your college alma mater,

local historical society
or library.
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