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 The first American Revolution was only a necessary condition for the formation of an 
American monetary union.  Under the Constitution the federal government was granted the 
explicit powers to form a “weak” union by instituting a common unit of account for all public 
(and eventually private) domestic transactions.  It did not specify whether the federal or state 
governments would have jurisdiction over the money supply.  To resolve this contentious issue, 
Alexander Hamilton proposed a dual federal-state, public-private banking-monetary system.  
This arrangement delegated to state governments the power to charter private, currency-issuing 
banks.  Asserting the implied powers of the federal government, Hamilton successfully lobbied 
Congress and the president to charter a “national” bank.  As the depository institution of the 
federal government, the Bank of the United States (BUS) as it was known could effectively 
regulate state-chartered banks to ensure that their multiple monies would exchange at (or near) 
par relative to the unit of account and so to each other.  Under Nicholas Biddle (from 1822 to 
1832), the Second BUS vigorously wielded this de facto regulatory authority and forged a tighter 
monetary union in which BUS notes and deposits became a de facto common currency.   
 In vetoing the bill to re-charter the Second BUS, Andrew Jackson notoriously ushered in an 
era of “free banking,” a regime of greater states’ rights over the banking-monetary system and in 
particular more flexible domestic exchange rates between bank and official money.  This weaker 
monetary union underpinned rapid expansion in peripheral regions during the 1830s boom and 
after the recovery from the subsequent bust in the mid-1840s.  By the late 1850s, however, the 
“nationalist” faction of the newly formed Republican Party—mainly centered in the old 
“Northwest” territory—advocated for a tighter monetary union at least in the north, but without 
the controversial “national” bank.  Representing this wing, Governor Salmon Chase of Ohio 
proposed the nationalization of the New York State “free banking” law.  As Lincoln’s first 
Secretary of the Treasury, he contrived with his Congressional allies to enact this legislation, 
establishing a “system” of private, federally chartered national banks that would issue a common 
bank note currency.  
 Chase’s success in forging the National Banking (and monetary) System depended critically 
on a second American Revolution—the Civil War—but not for the reasons commonly cited.  
When the first National Banking Act came before Congress in early 1863, the Union’s 
immediate fiscal crisis had been remedied thanks to Chase’s reluctant support for the 1862 Legal 
Tender Act, authorizing the Treasury to issue legal tender, fiat paper currency.  Still, Chase 
persisted in advancing his vision of a system of federally chartered national banks.  Analyzing 
the legislative record, we show that the passage of 1863 Act depended critically on southern 
secession, as the measure barely survived procedural challenges in Congress in part because of 
the defection by Republicans in Northeastern money centers.   
 This Civil War banking-monetary legislation, we show, did indeed forge a “more perfect” 
monetary union.  By substituting for specie, a common currency, initially greenbacks, provided 
banks with a less costly, risky medium for settling their accounts.  The National Bank Acts 
reinforced these benefits by centralizing interbank funds transfers through official New York 



reserve agents.  This reserve hierarchy transformed deposits in New York national banks into a 
common bank money—“domestic exchange”—and enabled banks to realize economies of net 
settlement of their mutual accounts.  
 Our empirical analysis focuses on the period between the panics of 1854 and 1873.  To 
analyze the impact of the National Banking Acts on the structure of interbank clearing-settlement 
networks, we focus on the New York state case.  Using data from the state Banking Department 
and the U.S. Comptroller of the Currency, we can delineate the dramatic shifts in banks’ reserve 
agents before and after 1864.  To gauge the efficiency of these alternative clearing-settlement 
systems, we analyze domestic exchange markets in regional commercial-correspondent centers, 
which were designated official reserve cities in the National Banking Acts.  Using the deviations 
from par as a measure of the cost of transferring funds, we can document the impact of this 
institutional change on the efficiency of the pre- and post-Civil War interbank funds network.  
Moreover, because our period includes experiments with two national currencies—the fiat 
greenback paper money and the national bank note—we can in effect determine the relative 
contributions of a common currency and the centralization of the interbank network in enhancing 
the efficiency of long-distance deposit flows. 


