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Origin of Large Size
Federal Reserve Bank Notes
& Misdated San Francisco $5s

S ECTION 18 OF THE FEDERAL RESERVE ACT OF DECEMBER
23, 1913, gave officers of national banks the opportunity to get out of the
note issuing business. Part of that section read as follows:

After two years from the passage of this act, and at any time during a
period of twenty years thereafter, any member bank desiring to retire the
whole or any part of its circulating notes, may file with the Treasurer of the
United States an application to sell for its account, at par and accrued interest,
United States bonds securing circulation to be retired.

The Federal Reserve Board could at its discretion require the Federal
Reserve Banks to purchase those bonds as well as other U. S. bonds bearing the
circulation privilege as long as the total amount purchased did not exceed

  $25,000,000 per year. The
bonds thus purchased were to
be apportioned between the
twelve Federal Reserve Banks
based on their relative capitals
and surpluses.

The circulation privi-
,' 	 lege was a designation by

Congress that certain Federal
bonds could be used by

national banks to secure their note issues.
The important thing from the perspective of this discussion about

Federal Reserve Bank Notes is the following in Section 18:

The Federal reserve banks purchasing such bonds shall be permitted
to take out an amount of circulating notes equal to the par value of such
bonds.

Upon the deposit with the Treasurer of the United States of bonds
so purchased ... any Federal reserve bank ... shall be entitled to receive from
the Comptroller of the Currency circulating notes ... equal in amount to the
par value of the bonds so deposited. Such notes shall be the obligations of the
Federal reserve bank procuring the same, and shall be in form prescribed by
the Secretary of the Treasury, and to the same tenor and effect as national
bank notes now provided by law. They shall be issued and redeemed under
the same terms and conditions as national bank notes, except that they shall
not be limited to the amount of the capital stock of the Federal reserve bank
issuing them.
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Notice that the obligations on the national bank notes (top) and Federal Reserve Notes (bottom) are identical.

SECURED BY UNITED STATES BONDS DEPOSITED WITH THE TREASURER OF

THE UNITED STATES OF AMERICA
SERIES OF 1815
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SECURED BY UNITED STATES BONDS OR UNITED STATES CERTIFICATES OF INDEBTEDNESS
OR UNITED STATES ON E-YEAR  GOLD NOTES : DEPOSITED WITH THE TREASURER OF

TIEE UNITE D STATE S OF AM E R ICA
SERIES OF I918
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The security clauses on Series of 1915 (top) and Series of 1918 (bottom) FRBNs differ because additional classes of government securities
could be used to secure the Series of 1918 notes. The security clause on the Series of 1915 notes was identical to that on national bank
notes during the time period when both circulated side-by-side.

Thus were born Federal Reserve Bank Notes. The potential impact on
the national bank note system was that if the bankers complied, half a billion dol-
lars worth of national hank notes could be done away with over 20 years by grad-
ually converting them into Federal Reserve Bank Notes on a one-to-one dollar
basis.

What these provisions did was to set in motion a process that would
begin phasing out national bank notes, but preserve the total amount of that type
of money in circulation. The incentive for doing this was that Federal Reserve
Bank Notes were considered to be more desirable than national bank notes.

The issue was this. The minimum and maximum values of national bank
notes that a national bank could issue previous to passage of the Federal Reserve
Act were a fixed percentage of the capitalization of the bank. The actual mini-
mums and maximums were changed from time to time by amendments to the
National Bank Act, but the net result was that the stock of national bank notes in
circulation was a function of banking capital, not the fluctuating volume of busi-
ness in the country.

Consequently national bank note circulation was inelastic. Elasticity
refers to the ability of the currency supply to expand or contract as the business
needs of the country change either seasonally or within business cycles.

In contrast, once the bonds were in the hands of a Federal Reserve Bank,
the maximum amount of currency that could be issued against them was not lim-
ited by the capitalization of the Federal Reserve Bank. Instead, provisions were
built in that allowed for elasticity. It was the elasticity of the Federal Reserve
Bank Notes that Congress sought.

Federal Reserve Bank Notes should have come into existence in volume
after December 23, 1915, two years after passage of the Federal Reserve Act. It
was then that the bankers could start selling their bonds to the Federal Reserve
Banks. However, not much happened!

One shortcoming of the Federal Reserve Act of 1913 was that the
framers failed to repeal the provisions in the National Bank Act that required an
initial minimum deposit of bonds to secure a circulation before a national bank
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The certificates of indebtedness that were used to secure a significant fraction of the Series of 1918 FRBN issues had gorgeous backs print-
ed in various vibrant colors, many with vignettes recycled from the Original/1875 series national bank notes. The $500 million face
shown here certainly was not used to secure FRBN circulation because the face amount is more than double the peak circulation of the
FRBN notes in 1921! It is more likely that smaller denomination certificates were used, possibly some with the $100,000 back, Baptism
of Pocahontas, shown here. Certificates of indebtedness have been made in denominations ranging from $50 to $500,000,000 over the
years. Notice that these are bearer instruments; you possess them, you own them.

could he chartered. So, even though the Federal Reserve Act allowed the national
bankers to sell their bonds to the Federal Reserve Banks, they couldn't!

The result was that about the only bonds that the Federal Reserve Banks
could acquire to secure their FRBNs were those bearing the circulation privilege
that were available on the open market. Consequently, the Series of 1915 Federal
Reserve Bank Note issues were small, issued only by a few districts, and only in a
limited number of denominations. Somewhat less than $13 million worth of them
were in circulation by October 1917.

Clearly the National Bank Act had to be amended to do away with the
required minimum bond deposit. This action was finally taken via an amendment
to the Federal Reserve Act enacted June 21, 1917.

Then the concept of Federal Reserve Bank Notes finally became viable.
We notice in the National Currency and Bond Ledgers that some national
bankers began to sell their bonds to the Federal Reserve Banks beginning in mid-
1917.

Even more significantly, the Pittman Act of April 23, 1918, contained a
provision that allowed FRBNs to be secured by Certificates of Indebtedness and
one-year gold notes. The use of Certificates of Indebtedness and one-year gold
notes to back the FRBN notes would greatly inflate their numbers.

The Pittman Act is better known for its phenomenal sop to western silver
interests. Its primary purpose was to call for the melting of as many as 350 mil-
lion old silver dollars taking up space in the Treasury. This would require the
redemption of an equal value in silver certificates that were secured by them. The
bullion was to be sold, and it was, most to England. However, equal numbers of
new silver dollars were to be made from domestically produced silver!

Key Pittman, a Democrat, was a U. S. Senator from Nevada from 1913 to
1940. He was educated as a lawyer, but joined the Klondike gold rush and worked
as a miner until 1901. He moved to the mining district of Tonopah, Nevada, in
1902, where he practiced law. His brother was governor of Nevada. Pittman was
a man who looked out for the best interests of western miners, and there were
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plenty of them in Nevada!
Congress was concerned about a potential shortage of small denomina-

tion silver certificates, so the Pittman Act looked toward Federal Reserve Bank
Notes as an interim substitute. Consequently $1 and $2 denominations FRBNs
were authorized.

A new Series of 1918 FRBNs came about with a revised security clause
acknowledging the additional backing by Certificates of Indebtedness and one-
year gold notes. The difference between the Series of 1915 and 1918 is the word-
ing in the security clause on the faces located just under the upper border.

Large numbers of Series of 1918 FRBNs came into existence thanks to
the new bonds that were allowed to secure them, plus a surge in bonds freed up
from the national banks as per the terms of the 1917 act. FRBN circulation
peaked at $236 million in January 1921. However, bond sales by national banks
to the Federal Reserve Banks never developed into the desired flood.

Simultaneously coinage of new silver dollars from silver mined in the
west quickly offset the melting of the old silver dollars in the treasury, so stocks of
silver certificates surged. The public preferred to carry silver certificates and let
the new silver dollars reside in the treasury!

It is apparent that Treasury officials deemed that the Federal Reserve
Bank Notes were becoming a redundant currency, so they were discontinued
October 17, 1923. Only $16,282,000 worth of them in circulation at that time
were obligations of the Federal Reserve Banks, the rest were being retired. After
that date, all became obligations of the treasury retirement account.

The Federal Reserve Banks sold the bonds and certificates of indebted-
ness that were used to back the FRBNs, deposited the proceeds in the treasury
redemption account, and the treasury began retiring the last large size FRBNs.

One primary goal of the Federal Reserve Bank Notes was to replace a
half billion dollars worth of inelastic national bank notes at the rate of $25 million
per year, but this didn't happen. There still was money to be made by national
bankers in issuing their own notes.

Other more draconian methods would have to be employed to get rid of
national bank notes. The bonds securing them would either lose the circulation
privilege or be called in for redemption by the treasury in 1935.

Congress once again turned to Federal Reserve Bank Notes as the newly
inaugurated Roosevelt administration grappled with the banking crisis of 1933.
Series of 1929 FRBN notes were authorized by the Emergency Banking Act of
March 9, 1933, with terms similar to those governing the earlier large size issues,
except some of the securities that were allowed for backing were softer. The
notes were pumped into the economy to alleviate the severe shortage of currency
caused by hoarding.

Federal Reserve Bank Notes were again resorted to by the treasury dur-
ing 1942-3 to inject much needed currency into the booming World War II
economy.

The FRBNs were a bond-secured currency, the same as national bank
notes. They looked like national bank notes, and they stated on their faces and
backs that they were national currency. Even the obligation on their backs was
identical to that on national bank notes.

The two classes of currency were virtually identical.
One feature that was shared on the faces of large size NBNs and FRBNs

was a plate date. The plate date on the FRBNs is located above the Governor's
signature.

That date is the date of organization of the issuing Federal Reserve Bank.
Use of the date of organization on FRBNs was consistent with the then current
practice of placing the date of organization on the first plates for newly chartered
national banks.

The 12 Federal Reserve Banks were organized at the same time, and all
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This $5 San Francisco Series of 1918 Federal Reserve Bank Note carries the wrong organization date of May 18, 1914. All the other dis-
tricts had this organization date, but not San Francisco. The note is from plate 1. Plate 2 also had the error. (Photo courtesy of Heritage
Auction Archives, Tom Flynn Collection.)

but San Francisco had organization dates of May 18, 1914. The organization
date for the San Francisco bank was May 20, 1914.

Early collector William Philpott wrote to the director of the Bureau of
Engraving and Printing in 1932 asking why this date was different. His letter
was referred to an Assistant Secretary of the Treasury named Seymour
Lowman, who responded on July 25th as follows.

The organization certificates of all Federal Reserve Banks, except
the one located in San Francisco, were executed on May 18, 1914, while the
organization certificate of the Federal Reserve Bank of San Francisco was
executed on May 20, 1914. Accordingly, the date May 20, 1914 should
properly have been imprinted on all Federal reserve bank notes printed for
the Federal Reserve Bank of San Francisco. Through some inadvertence,
on a few of the plates prepared for that bank, the date May 18, 1914, com-
mon to all other Federal Reserve Banks, was imprinted. I understand the
erroneous date appeared on only two plates prepared for $5 notes, Series of
1918, and that all other plates, including those for all other denominations,
bear the correct date.

It was official; collectors now had a very interesting error to seek. All
the other San Francisco denominations carried the correct date, so the error
was confined to the $5s.

This information was provided to Robert Friedberg who listed the vari-
ety in his catalog, Paper Money of - the United States.

The first Friedberg catalog that I owned was the 4th edition published
in 1962. The $5 May 18, 1914 San Francisco error was given number Fr. 809A,
and the note was listed as rare.

Time has altered that perspective. The current Gengerke census of
large size type notes reveals that the error notes with the May 18th date are
somewhat more plentiful than those with the correct May 20th date! Perhaps
this is an artifact in reporting, wherein people lucky enough to have found a
May 18th note reported it, whereas the tendency was not to get as excited over a
May 20th find.

Modern editions of Friedberg's catalog still show an highly inflated
value for the May 18th variety, but market results for the May 18 and May 20
varieties are more in line with the census data, with but modest premiums paid
for the error.

I sought out the proofs for the $5 FRBN Series of 1918 San Francisco
production plates in the National Numismatic Collections at the Smithsonian,
and found that seven were made. Here are their certification dates.
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This $5 San Francisco Series of 1918 Federal Reserve Bank Note carries the correct organization date of May 20, 1914. The note is from

plate 3. $5 San Francisco plates 3 through 7 had the correct date. (Photo courtesy of Heritage Auction Archives, Tom Flynn Collection.)
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All the other Federal Reserve Banks had organization dates of May 18, 1914, so that date was incorrectly placed on the first two $5 FRBN

plates for San Francisco (top). San Francisco plates 3 through 7 carry the correct May 20 date of organization (bottom).

Plate Plate Date 	 Date Certified
1 	 May 18, 1914 	 Aug. 29, 1918

2	 May 18, 1914 	 Aug. 30, 1918
3	 May 20, 1914 	 Dec. 20, 1918
4	 May 20, 1914 	 Feb. 4, 1919
5	 May 20, 1914 	 May 1, 1919
6	 May 20, 1914	 Nov. 5, 1919
7	 May 20, 1914 	 Nov. 6, 1919

All of these plates have Teehee-Burke treasury signatures and Clerk-Lynch
bank signatures.

According to Derek Moffitt's web site, serials L1A through L300000A all
bear the error May 18 date. Series L300001A through L500000A are mixed, and
L500001A through L1196000A are exclusively May 20.

Derek states that these serial number ranges were deduced from reported
notes. In addition, stars Ll* through L12000* were printed, but there is no break-
down by variety.

I have found no information indicating when government people became
aware of the misdated plates. It didn't matter because the erroneous dates on plates
1 and 2 were not repaired.

Identical plate date errors on national bank note plates weren't fixed either
once those plates went into service, so the fact that the FRBN plates weren't is no

great surprise.
Regardless, collectors have an opportunity to collect a most interesting



Issued New-Brunswick 2d of 1796 a rarity

SHOWN HERE IS THE DISCOVERY SPECIMEN
 of a signed and issued example of the March 10, 1796,

small change notes authorized by ordinance of the
Common Council of the City of New-Brunswick, NJ. Of
the 2d denomination, it bears the signature of the City
Treasurer William Van Deursen, who served in that office
from 1796 to 1816.

The 1796 notes were issued in denomination of ld, 2d,
3d and 4d and show the imprint of Abraham Blauvelt, a
local printer who shared in the printing of legislative pro-
ceedings with official State Printer Isaac Collins toward the
end of Collins's career:

In the George W. Wait reference, New Jersey's Money,
they are designated as nos. 1655, 1657, 1659 and 1660
respectively, all R6s. They followed a 1791-dated issue of
1d, 2d and 3d city obligations, also printed by Blauvelt
(Wait nos. 1654, 1656 and 1658, all R7s), which had
become due two months earlier.

Although most of the 1791 notes were redeemed, a few
signed and issued examples do survive. Until discovery of
the signed 2c1 note of the 1796 issue, all examples of this lat-
ter issue were remainder-only.

The discovery specimen was lot 561 in Stack's May 13,
2003 sale and its face is plated in the catalog.

Thanks to Hsien-min Tang of the New Brunswick
Free Public Library for research assistance.

-- David D. Glad/rater (Reprinted from the Colonial Newsletter with permission
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variety, and to pay a price that is not much greater than for the non-error.
Astute ferrets have the opportunity to cherry pick the errors.

All in all this adds up to a good time for those willing to understand
and search.
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