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Background

RECENTLY AT STACK’S, WHEN GOING THROUGH SOME
papers in the estate of Louis E. Eliasberg, Jr., John Pack came across an
article published in the New York Times, March 17, 1935, relating to
the end of National Bank notes. Louis Senior, Junior’s father, had an

intense interest in American monetary policy. When during the Franklin D.
Roosevelt administration (which began on March 4, 1933), drastic changes were
made, Eliasberg sensed problems and set about collecting gold coins. In ensuing
years he kept clippings of items he thought to be of interest.

As a bit of background, probably redundant to many readers of Paper
Money, National Bank Notes were first issued in December 1863 as part of a pro-
gram to finance the Civil War. Under the National Banking Act, existing state-
chartered banks as well as groups of investors seeking to start new banks could
apply for a federal charter. Those that were successful were given charter num-
bers and, at the outset, names commencing with First National for a given town
or city. Accordingly, the first such bank to be chartered in a particular location
would be called the First National Bank of Boston, the First National Bank of
Chicago, and so on. Subsequent applicants would become, for example, the
Second National Bank of New York City, the Third National Bank of New York
City, and so on.

This created problems, as for some cities the largest already established
state-chartered banks were not the first to apply for a national charter, and might
become the Third National Bank, or whatever. This made the institution appear
to be less important than the First National Bank, even though the First National
may have been a new venture with no experience and much less capital.
Accordingly, Congress modified the rules and allowed other names to be used—
the Merchants National Bank, the Eagle National Bank, the Medomak National
Bank, and so on.

The End of National Bank Notes in 1935
By Q. David Bowers
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National Banks were permit-
ted to issue paper money with their
own imprint by depositing interest-
bearing federal bonds with the
Treasury Department, against which
paper bills could be issued. Unlike
paper money issued earlier by state-
chartered banks, the new National
Bank bills had no risk if a bank failed.
When this happened, as it did now and
then, its bills were redeemed at face
value using the bonds to provide pay-
ment. For the Treasury Department
the arrangement meant that banks all
over the country were helping to sup-
port the finances for the Civil War, by
buying government bonds. Applicants
were encouraged to set their capital as
high as possible. As an example,
National Bank of Huntsville
(Alabama), charter #1560, was autho-
rized at $500,000, but actually raised
only $100,000. Later, when the total
amount of bank capital authorized by
law ran out, there were delays in form-
ing new banks until old authorizations
were canceled. From then forward,
authorized capital amounts were more
realistic.

From 1863 until 1935, more
than 14,000 National Banks were
formed, the vast majority of which
issued paper money. Large-size notes of various denominations were issued until
1929, when small-size notes, similar to the dimensions we are accustomed to
today, took their place. These small-size bills were made until 1935.

Today, the collecting of National Bank notes is an active and exciting
branch of numismatics. A popular way to acquire them is by bank and location
within a given state. Accordingly, a numismatist from Connecticut might desire
notes from as many different banks as possible from that state, or, less expensive-
ly, one note from as many different towns and cities as can be found. For quite a
few years I have been tracking down New Hampshire notes, but at this point
only an occasional note of interest surfaces, usually in an auction. There are still a
lot of bills from New Hampshire and everywhere else yet to “come out of the
woodwork.”  We all need to nod in the direction of Oxford, Ohio, where Don C.
Kelly patiently keeps track of each and every single National Bank note reported
to him—large and small, building on the data base of the late John Hickman.

After the printing of National Bank Notes was discontinued in 1935,
they disappeared from circulation quickly, and by 1940 they were rarely seen.
Collecting them did not become popular in a significant way until the 1950s, by
which time the vast majority of such currency had been lost forever.

I well remember that as a young dealer in the 1950s many collectors
would have quantities of large (usually 1902 Plain Back) and small Nationals, and
did not know what to do with them. There was no active numismatic market for
such bills, most of which were from Eastern banks. We added them to our bank
deposits.

Louis E. Eliasberg, famous Baltimore
numismatist, shown at the bank vault
where he stored his coins. He accom-
plished something no one ever did
before nor will ever do again: he col-
lected one of each known date and
mintmark of United States coin from
the 1793 half cent to the 1933 double
eagle. He also had a nice collection of
paper money, with many National
Bank notes and others mounted in
frames in the conference room of his
office. Eliasberg was a consummate
scholar of finance and economics,
and viewed the withdrawal of gold
coins in 1933-1934 to be the end of
America’s solidly based financial sys-
tem. He kept a large file of clippings
about money, including the New York
Times article quoted here.
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The New York Times article from the Eliasberg estate (excerpted):

End of Bank Notes Meets No Dissent…
Elimination of national bank notes from the currency system

through the retirement of bonds on which circulation may be based,
which was announced last week by the Treasury, will involve, as
between the Treasury and the national banks issuing the notes, little
more than a bookkeeping operation. As concerns the public, the
change will be involved in the reserve position of the national banks,
but the Treasury will have the temporary use of extra funds, against
which it will assume liability for redemption of the national bank
currency as it trickles back from circulation, an important step
toward simplification of the currency system will have been achieved,
besides elimination of a factor in the banking system that enabled
national banks to send extent to expand or contract their reserves
independently of the policy of the Federal Reserve system. 

Method of Retirement
The process of retiring the national bank notes and redeeming

the bonds which secured the circulation, reduced to its essentials,
will be as follows: 

A national bank having currency outstanding will forward to
the Treasury certified copies of a resolution by its directors authoriz-
ing the withdrawal of the bonds securing the circulation that are in
the hands of the Treasury. The resolution must be accompanied by
receipts for the bonds issued to the bank by the Treasury when the
currency was emitted. 

Upon advice from Washington that the resolution has been
approved, the bank will advise the Federal Reserve Bank in its dis-
trict to debit its account and credit the account of the Treasury with
a sum of money equal to the amount of circulation it has outstand-
ing. Upon receiving word of this transaction, the Treasury would
ordinarily return the bonds to the issuing national bank and at the
same time instruct the Federal Reserve Bank to debit its account and
credit the account of the national bank with a sum equal to 5 percent
of the amount of circulation that the national bank had outstanding.
This 5 percent represents the refunding by the Treasury of the
redemption fund in lawful money that national banks are required to
deposit with the Treasury. 

In the present case, however, the 2 percent consols and the
Panama Canal bonds are to be redeemed by the Treasury. It will not,

The very first National Bank Note—
from the first sheet used by the First
National Bank of Washington, DC,
plate letter A, serial 1. The federal ser-
ial number is 9, the start of that
sequence. (Courtesy of David M.
Sundman)
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therefore, send the bonds back to the national banks, but will, on the
redemption date, Aug. 1 next, instruct the Federal Reserve Bank to
transfer from the Treasury’s account to that of the issuing national
bank an amount equal to the value of the bonds, plus the 5 percent
redemption fund. 

Called Bonds Total $675,000,000
The bonds called total about $675,000,000. If all were being

used to secure circulation of national bank notes, there would be a
fairly close balance between the debits and credits on the books of the
Federal Reserve Banks to effect the exchange of funds between the
issuing national banks and the Treasury. The banks would pay the
Treasury $675,000,000 to provide for redemption of their currency
and the Treasury would pay the banks $675,000,000 in redemption of
the bonds, plus $33,750,000, representing the refund of the 5 percent
redemption fund. The national banks would gain $33,750,000 in
funds. [However, different types of bonds have different interest and
redemption features.]

$876,000,000 Bank Notes Out
Although the Treasury held only $677,000,000 of bonds as secu-

rity for national bank note circulation on Feb. 1, there were outstand-
ing on that date $876,000,000 of national bank notes. The odd
$199,000,000 consisted of currency for which the issuing banks had
already turned in to the Treasury an equal amount of funds to be used
to retire the notes.…

In the early and mid-1950s there was
hardly any numismatic interest in
large size National Bank notes of the
later types, such as the Series of 1902
Plain Back shown here. Bills were
often acquired by coin dealers who,
in the absence of any market, usually
spent them. Things later changed,
and how! This $5 note of the
Placentia National Bank is one of just
two known with the inked signature
of cashier Fred C. Woodson, grandfa-
ther of Christie Bowers, the author’s
wife. He was cashier for only six
months, when the bank was taken
over by what became known as the
Bank of America.  It took over
$20,000 to capture this at auction a
few years ago!
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Economists Urge Retirement
Economists have advocated for years the elimination of national

bank notes from the currency system. The notes have become an
anachronism. After the establishment of the Federal Reserve System
with its machines for issuing Federal Reserve notes, and it had been
contemplated in the original Federal Reserve Act that national bank
notes would be retired from circulation gradually and Federal Reserve
notes be substituted. The national bank notes were not merely an infe-
rior type of currency to the Federal Reserve notes, since they had no
specific gold backing, but were issued merely against government
bonds, but they were out of place in a system having a central bank, for
they enabled commercial banks as well as the central bank of issue to
put out currency.… 

00000 PM-2020-09-08d A 1929 Type 2 $20 note of the Wolfeboro National Bank. Small-size National Bank notes were produced from
1929 to early 1935. Discontinued in the latter year, they quickly disappeared from circulation, although the occasional example could be
found in commerce as late as the 1950s. At the time here was hardly any numismatic interest in collecting them. Later, thousands of
numismatists pursued them with enthusiasm, continuing to today. 

v

*May-June 2011 Paper Money-2   8/9/11  1:07 PM  Page 168


	The End of National Bank Notes in 1935

