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ABSTRACT

Designed for the general public and possibly suitable

also for h1gh school; economics students, this pamphlet presents a

brief overview of United States currency. Separate sections discuss

lthe role of éurrency today, how the dollar has evolved, how the

dollar got its name, laws concerning 1ega1 tender, types of currency.

in C1rculat1on, the meaninmg of the inscriptions appearIﬁg on

currency, how currency reaches the public, why the amount of currency

changes, how the note issue mechanism works,; how much currency is in

circulation; why banks are decentralized, and who owns and_ operates
the Federal Reserve Banks: Specific topics include the earliest _
monetary statute (The Mint Act); the first coin struck by the U.S.

government present laws concern1ng the 1ssu1ng of: currency,,and

1nscr1pt10n "In Godee Trust," the Treasury Seal, and the Susan B.
Anthony-dollar is followed by an explanation of the procedure

currency undergoes before it reaches the public. An explanation of
the note is5Sue fmecharnism; the total ambunt of cash in the Federal

Reserve,System, and the decentral1zat1on of Federal Reserve Banks is

provided. In add1t1on, the role of the Bobard foGovernors of the

Federal Reserve System, and stock ownership by commercial banks of

. the Federal Reserve System are d1scussed. (LH)
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A l‘(‘rep(‘(*lm‘
of . .
lis Role 'linl.n\

s%iéiii is its currency - the cash its citizens use to

do business. buy the necessities and niceties of
' évtfyd;iy lii’e 4nd qLI(Ic dCbH dmong (hLmsclvcs

paper currency - is a nalmn s ofﬁudl money pro-
vidéd by the governnieiii, unier iis sovereign,
power. t is distingiished from other forms of
moncey in that it may circulate freely from person
to person without need for endorsement or refer-
eiice to the character or credit of the bedrer.
In the United States today, curreiicy is dLlLully

'o'nly pdrt“‘ol wlmt is Ln]bl’dCCd by lhe terni m(mey

cu)nomy Amcm.ms carry  onan estimated
90 pereent of all dullJr transuctions wnh check-
book ‘money: Even 50, fcdcml carrency. forms a
found:m()n on which the rest of the monetary
edifice is built:
The first currcncy dcnomlnatcd as a United
_ States dollar was issued on October 15:1794.Tn  »
(hc 184\cars since then. federal currcncy has
passed through a long evolutionary process which.

by and |'1rgc parallels the social. political, and
economic evolution of the American nation itself.
v
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How the dollar has evolved

M Constitiition oiithines Giily - thie biaadest -
provisiviis i Uniited  Stiites  mianey . dissigiifig
aftinuite power “toocoin tioney ™ aid Uregulite

veris: the Congiess lis deliberated upon and
cizcted mote than 60 key statutes to ‘shupe
our present monetary system. And the Supreme
Court has consistently upheld these congresstonal

and callect taxes. ... to pay debts, and provide
for the common defense and general welfare
of the United States: . . . to borrow money on
the credit of the United States: (and) to regulate
commeree, ..

CPle wiiliest i

Y

netary  statt the so~called

“Miit Act ™ of Apiil 2. 1792, established that “the
dnoney of deeount of the Ubited Staites shall be

expressed in dollirs or units™ and that, pringipil
subsidiiry parts of tlie dollar be expressed in

“disities jsic) or teiiths, cents or hundredths, and

ntilles or thousandths™ dnd fhat “all gecounts in
thie public offices and all proceedings in the courts”
of the United Stites shall be kept and had in con-
t'(».rmiiy tii tliis 1@g(1[iiii0n;" By this action: the
United States beeame the first of the present com-
munity of mations 1o adopt the decinial system for
18 curreney': ‘

The choice of the dollar as the principal unit of
United States currency was largely through the
influence of two men: Alexander Hamilton, the
tirst Secretary  of the Treasury. and  Thomas
Jetterson. the first Secretury of State. In memo=
renda dated 1791, Jetferson wrote: “In fixing the

importance: 1. That it be of convenient size to be

applied as a measure (o the common mongey trans-
actions of life, 2. That its parts and multiples be in
di edsy proportion«so as to facilitite the nioiey
arithmetic. 3. That the unit aind its parts or divi-
siohis be S0 iedrly of ihe valie of soiiie of tlie
Kinown coins. das they muay be ol edsy adoption by

ki N £
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thie people [As i inidel ] tie Spanish doflar seems
PO Falill il tiese coiiditois” ' : .
“The L\pcdum\ ot attending to the size of the
piioiiey it Jetierson added: “will be evident to
diy oiie wlis will cousider how inconvenient i
would be o 3 manutactner, or merchant, it
insteid of the ;y;.m ilii' iix(’liiiihﬁ cloth, _cnhu'r

mieasuie:

ﬁéw iii’é diiiiiir yiii ii.é ﬁﬁﬁié

peso de S ruu[c.s (lhc stotied prlcuc ii’ nghl
the name itseli” origitdied with i Lirge sitver voin
called the Joae Imn\llmlu which wiide its dppear-

ance about SIS at a linlummn iiint Im.&lul .
the valley Toi thal ¥ ot St Jodch: Thalers rdpidly
gained  favar lhmuleut Firope: and the name:

“ modificd aecordiiig 6 the \p&.cLh ot individual

Teountries beaitie daalder i Holland: dalert in
Seatidiii: i, diid doflar in England. Ihuwmd
appuedis At ledast twice in ‘\I] |I\pru.m s pluys.

o Over the yeidis since lln first United States dol-
it dppeidied. botlt the tvpes .md denominations of

lcdu.ll clireney Ii"w‘ Lh un.,;d m.m\ lnnc lhc

include two-cent, three-cent. .md 2()'LL‘7H(VPlULL‘..
halt dime. o S3 gold coin, and sozcalled “fiic-

‘ii()ii;il" paper currencey i denominations rangmg
from three to 30 cents. Other paper currescy tiit
has circulated iifthe nation withiit comiparatively
recont dinies includes nativndl bk aiotes, Tred-

iy potes of 1890, gold certificites, md silver

1. One u! th‘ dolln < Iumpm)’ ancestors. holds the
, distinetion of being the Lirgest meiall Jin. knowit, i
1644, Sweden used 10-dale 5 pounds.

Thoy sere “rectangular copper slibs 1 g 12 x 24
inchies,
: Ié

o
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Legal lender
\llliiiiiLll nont of these die isstied - by the
7 United Sldlu [Udd\ and most dre found nnly ifi
nomisnc wllcgtumx the € Grigress s pmwdud
that all coin and currencies of the tnited States
:regardless of when coined or issued; shall be
fegal tender for all debis: public and private. public
charges. taxes; duties, and dues.”™ A" three-cent
demuand nate of 1804 (the smallest paper currency
ever issued *h\ the Tederal government) or g
ST0.000 Federal Rescrve note (the largest denami-

nation 2 ¢ver used as circulating ctrrency ) dre
stilf lawtul money.

~Under present IJW\ only the llc.lsurv and Ihc
Fedexal Reserve System may issuc

cirieiicy. The Freasiiny s
iyjpe of papei ciirieiicy kilowi a§ United Siates
notes. Under the Act of Miiy 31878, sonie 5’13

il Reserve Systemi may issue United States
ues all coin and thut

They u@ie now i ucdrin’ dcnmnm:tmm ol ‘*‘alOO
nnl) Formerly $1. $2. aiid 85 notes were issued.
The Treasury seul and serial number on these notes
are in red:
Currency in circulation

"The rest and by far the largest proportion of®
ciirrency now issued is in the: form of Federal
Reserve notes. At the start of 1978 these cam-
bfiibd :iliiiiiﬁi iiin'cit'cniljé of the nation’s ““currency
~ some $931 billion out of a_total
of l()» 8 blllmn The reimainder included $10.1
hlllmn i coin (about 10 percent). ‘§3l() iiillioi in
Unmd States notes {less than ! erLLnl) and
S280 nnllmn Anctirrencies o fonger issued. |

Seven denoiingtions  of  Federil ,Rc,s?f,{’c
notes- S1, $2. 85, $10. S20, $50. uird S100 - -
are being furnished to  banks for cireulation.
Since :luly 14: 1969; ]HL,LF denioniinztions of

~ 2, The largest denontnation dssued $100.000 pold

e of 1934 as designed for official transactions

anly and Ras nevér circlilwicd duiside Federal Reserye

Banks. Twelve were outstanding on I)ucml)cr 31, 1997

(1 rve Bank of Atlanta, two in New »
York, one in l’lnl.ndglphl.n, and four in Fansas City).

. - - o
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8500, $1.000, $5.000, @id $10.000 have been
lHdLlLd retired. As with otlier ¢ Lurrcmy no longer
issued . tliese f‘cm)nnn.muns remain legal tender
Jut are hclng withdrawn trom circulation when
received by Federil Reserve Banks or the Trcasury
The l’rc.lxurv seal and seridl numiber on these are
in "rccn
in 1- ‘7(» to L()ll]leL witlt the nation”® S Bnucn(umml
celehrtion. It had been dl\u)lllll]lll.d by the U.S.
Treasury in 1966 because of ick of public
demand. The decision to reissue Ihc b’ note was”
based. in part, on the belief that tie public would
dgain find the denomination mdul and convenient

~ il were issued in suiticient qummy The use of
52 hills a substitute for §1 bills would also
rediice thie cost of printing the nation’s curreiicy.

- i July of 1979 the US. Mint reicased a new
‘*Tl' Li)’iii ili'c Sii%.iii ;i Antlmny dollar; which is

¢ dl]d less Lumbcrsonn. to

bill wnll rcxul( in suvings to_the Treasury. The

~ 81 bill costs nedrly 2 cents 6 produce and Jasts
only—18& months il uuulauon Arequently in bad
thpL The Susai B. Aidithony coin costs 3 cents
to produce and will List 15 years or miore in good
condition;

Physically: all United Stites _paper Lurranv
has .been of umlorm size repirdless of type -«
denomination since :Illly 10. 1929 Prior _to dml
date most issues men\nrcd 74’ by 3.125 inches
{atthough the  three-cent lr.llenul lioie was
only 250 by 1.635 lm.hd} Tod.nv all notes
micasiire. .iiijiiii\iiii;iiély 6:14 by 261 inclies, are
about 0043 inches thick: .md weigh 03 Troy
aunces. The design of bolh coin and papcr cur-
rericy. as well ws the material used in-its produc-

tion, is determined by the Treasury b

About the inscriptions
The dcn()mnmlloml dcsnyls that mdmduahzc
both our puper carrency and ¢ nage hive varied

*
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widely as lulu |l Lmumy rus, L\()lVL‘(l Hn\vc\cn
with the Act ut Jul\ 1 l‘)ﬁ\ ihe Cuilgiess
instructed e bulclul\ of the” (
the inscriptioit “In (;()d We Trust™ on all United
States curreiicy, papel as well as coin. Tlu follow-

ing year the Congress adopted i God We Trust™
as thie ratiaial motto. The inscription nmdg its

advent on a bronze two-cent colii iit 1864 a coin

suhxcqucnlly discontinued in 1873, The msuxp-

his been in mnlmumm use i the vne-t gent piece

xnmc 1909; on the dime since 101() and the nickel”

“sitice 1938; The first notes to_bgar thie inse
woere :S1 silver certificates piid into circulation on
Oul(ihcr 1; l‘)\7 Today it is mgludcd in the design
ot il classes and dummumllons of LUrrLHLV

All denominations of pt
Treasury seal. Prior to nu)dcrm/allon of thc design
it 1968 it was encircled with tire Latin Thesaur.

Amer. Scptuu Sigil., v abbreviation of Thesauri
Americac .S(/)luztrmuull

Sigiflum; mcanlnu “The
Seal of the Treasury of North America.”” The ngw-
scal bears the lc"cnd “Bepartment of Tredsuty ™
and 17897 ilic dite the Treasury caiie iito
being. )

Since 19335, llu most {amiliar dgnomm tion
of paper clirrency tlie $1 note-has also carried
the Great Seal ol thie United States oit its reverse.
The Latiin™ msuxplmn I- Pluribus Usin - literally .
»Out of M ©One” appears on the Seal's dBi/éisc
on the rwhl 0n the Teft, itic Seil's rgvu% bears
two 1n>unptmm Ammuir Coepiis. jmeaning “lle
Has Fuvored Our Undertakings.” and  Novus
Ordo Seedornon. meaning “A Ne Order ol the
Ages.”” MDCCLYXVT s ttic Rofman  nunieral
for 1776:

] The new dollar coih carries the prolllc of
Susan B. Anthony, ai early crosader for equal
rights for women. This is thc first time that d
portrait of an Aditerican woman rather than 4
symbolic whman his dppgdﬂ.d on a circiilating
U.§. coiin. On its reverse side, the coin depicts
a symbnlu cagle of Apollo 11 landing on the

moon. a design which originally .1ppurcd on the
Eiscnhower dollir coin: ‘

6 9 N
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r’éﬁéhes the public

AN paper currency and coin goes into and out
of circulation through the Federal Reserve Biinks -
“or therr branches. New coin is \uud\ at the Bureau
of the Mint's t.mlmcx in Philidelphii, l)ulvc Land
San Il.musu) l’.ipu LlllrL'“L\ is pmduwd bv the
D.C. HlL\"L l.lsl Reo Biifedis e pul of llit. 'hua-
sy, which ilso is Lil.lll_,L‘ by the Congress with
ciforeenieiit of Liws against u)[mlurtullmg The V.
hroad IL‘\p()ll\lhllll\ {6 currency distribution;
liowevei, rests with the Federal Reserve System.

{cduml Reserve ninchinery enables the pul)llc
to convert bank deposits into cash; and vice versa,
s dictated by the puhlus needs and demand.
Wiien pcnph want mure Lurum) they obtain it
by drawing on their deposits at commercial banks.
The banks: In turn, obtam their currency from the
twelve Federal Reserve Banks or their branches.
When people no longer want all the currency they
have -on hand, they deposit the.exeess in banks,
and the banks subsequently deposit any 'c&tcé’i
with the Réerve Banks. This “elastivity™ o the
curreniey Supply wis @ prinitary objective nl te

Congress when it passed  the  Federil Reserve
Actin 1913,

Why the amount

of currency ehanges

Thc pul)lu s nccd tm L.l\]l ﬂuuu nc .uul lhcsc

v.mcs iiii dilicrcnl d.Ns ()' thc wack ﬁ)r le lult .

out lhc country, lllc\nccdr lnurc.nd l)clorc holl-

d.J)s such as Easter, Lubor Day. und Tlmnksyvmg

\lun nuany people t tike trips Or for other reasous

need nrore pocket moiey. Thiere is @1 extraor--

dinary dikcredse  before Christinus, wlun cash is

used for Cliristiias 's'li(ip’pm and as gms After
. -

‘ S0 L
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the hgplidays, oo cureney s aedeposited
the Baiks by meichanis. ioiel keepers. and vihiers
with ~vhoni 1t has been spent. and the banks in
tirn seid 1t 1o the Reserve Banks.

I addition 1o segsonal chianges i cusrency
dun G, theie die chadtiges thit retlect vaiadions in
busiiiess  conthtions. When hllsllln» activity  is
iising. the dieed o ciiiency o nidke payiieiits
inciedses. \Hun Bits sitiess .un\m \IM\\ dm\.n th

dllLl chatges in ';ml)lu hmln lubits ilso coiurib-
ute to the \.IIJHHL\ it llu suppl» of currenivy: (A
pmlxluu'un in vending machines in the 1960'%s:
for ndtace: cunsed dr:nnunc increase in the
demand for com) Tt is such changes that the puS-
éili, currency system is designed to acconunodate

The i il Reserve notes 1o 4
Reserve Buitk is conitrolled by a <pccizii represen-
tative of . the Board of Guvernors of the Federal
Reserve S\xlun knmm as the Federal Reseive
Agent: thrc s orte ugent for eaclt of the lWL]VL
fFederal Reserve Dhistricts: A Reserve Buik must
p]udgC with its .1gun collirteral wt least Lq[ldl
amount to the notes uulslandm; from the bank:

This collaterat m.:y consist of legally ;chllxcd
assets, alone or i any combination: plus other
tinancial assets that Reserve Banks may purchase
or held: (1) gold certificates: {29 direet obligations
of the United States government (ie., rlcdeury
notes, bills, or bonds): (3) “cligible paper™ as
diffiiidl Iiy S‘l'itiilé uf (4) gbcudl memg nghi

diice ot l'uh

L

onJ.nnmry X, l‘)7() B
Both gold and SI)R Lcrnhulee are issued only
y Federil Reserve BanKs, diid they miay not be
pl.u.cd i urcul.nmn.'Umlcd S;gtus governimnment
seclifities dre dcquired by thie Reserve Birks in
npcn iii;irkc t operdtions. as directed by 4 speeial
g - Ly
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entity withiin the Bedeial Reserve System Kiiowi
as the Fe .u.ll Opein Mg nl\u . nmmlllw

The cligible puaper ot allowable
colliterdl iy congist of short-tenm advances 1o
tieniber baitks. An exaniple of other pledgeable
il cissets o8 foreign cunencies huld by
Reserve Biniks:
How much cash is there?

()n l)cumhu \l 1979, lLd'c'rJl Reserve riotes
isstied 1o Reserve Biainks dnd nul\llndnm on th
hooks of the Fedeil Reseive /\Euns antounted to
S125.3 billivi, which lmludcd the S113.4 hl”lUlI .
in circulition aid $11.9 billion held in Federal
Reserve Baiks and e lud\urv' Ihu collateral
plu]u‘d with the gents  against Ihcsc notes

incloded S11:0 billion in wid cﬁ?llh;dlc credits
with the Treasury: S111:5 billion in United States
goveriment obligations: S1.8 billion in SDR certit-
icates. aud S804 million in eligible paper.

Aside tranf protection by collateral, the Federal
Reserve notes are o first and parameunt lien o all
assels of the bssuing Federal Reserve Bank, They
are full onligations of the government ot the -
United States. However, the fiability of the federal.
govermient would arisé only i the eveit of ll,.u.
liquidation of the Reserve Banks and then only
to the extent that the colkiteral and remaining
assets of the Reserve Banks were less thin the

amount of notes in circulation.

Our de-centralized :

central bank 7
The twelve Federal Reserve Banks ure situaied

in Baston, New York, Philadelphia, (‘l’c’vél“ﬁd

Richmond, Atlanta, (lm.ngu. St. Louis. Minn

I 1sas City, | s and Sun F

There are branches in 25 other cities wlncli process -
checks and hiandle curreney and coin.3 Thi§ geo-

Cciseo.

~ 30 Bufralo, Cincinnati, Piusburgh,  Baltimore, CHir-
lotte, Birmingham. Jacksonville, Miami, Nuashwille, New
orlens; Detroit; Little Roek; Couisville, Memphis, Helena,
Denver, Oklihonia City, Omihi, El Pasos Houston, San
Antonio. Los Angeles, Portland. Salt Like City, S¢ittic:

L] -
-~ -7
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graphical disenibution makes then tuctities readily
available 1o a wpiesentative crosssection ut the
mational cconomy and Gt the same time assures

ther respestive tegions of appropiidte repieseit-

Who runs the

Reserve Banks?: -
The Reserve Banks wiie oiganized and opeiaie

foi ihie public service by authoiiiy of ilic Conigress.

They dre tnder the stipervisior of the Board of

SGuveriivis of i Fedejdd Reseive Sysiei, i

‘Hie seven mem-

dgeiicy of the fedeial goveriiierii.
beis of the Boudrd dre appointed by thie President
ot the United Stites. by and with the consent of
> othie Seiiite and thies Bodrd i requiied by Liw (o
mike aniil repoits o e Cungiess.
©obach ot the twelve Reserve Biailks his ninic
directors, of whom tiee, incloding the ehamm.
are appointed h_\‘ the iiqimi ol Goveritons i
W
front nou-hmik bosiesses and tiee from baiks:
aries of all otti-

shington: The other six directors: three cliosen

are clected by mweniber hanks. Sul
cers and employees and the appointments of the
president and firstsvice president ot cach Reserve

Governors.

Who ewns the
Reserve Banks?
~ Unlike privitely-mianaged commercidl or
sunks. it Reserve Baiks dre not operated for the
Cpuipose of niking  profit. The stock of thie
Reserve Baiiks is hield entirely by comiieiciail
banks that qualify as mgmbers of the Federal
. Reserve Systein. Ownership of that stock is a legal
'réquinc-m'cni of menmbership in the Systenn and
+does not ey witli it the guributes of control and
financial interest ordinarily attached to stock
ock iiia;v Hot bc,_.\:oi' nor liiny it
be pledged as security for loans: Dividends are
fixed by law at 6 percent per annum:
i

10 - A .

Vs

ownership: This
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Earnings ot the Federul Reserve Banks are
derived from interest received on_their toans and
. thevolume of which retlects priticipally
credit polxuu ld()plud m llu publu m(crcsl All

seeurit

.mu thc piyniciit of exputises. the stiatlitory
4 perceiit. dividenid 10 nicinber banks. and any
dddlllml\ to surplus necessiry o malntain guch
Reserve Bank's surplus Gt an amoumnt cqu.ll t its
pnd it capital stock: I 1979 these additions lo
\[Ir[)lll\ accounts amoted to %60;1 million: pay-
ments to stockliolding member banks (required by
Liw) totaled S67.2 nulhon: and payments to the
Treasury for the year amounted to $9:279 million.
Between 1947 and 1979 payments to the Trea-

sury totaled $73.1 billion. In the event of their

hquidation, wany surplus of the Reserve Banks,

after meeting all obligations, would: becomne the
property of the United States government. ]

writing_ 1o: Public e
thic tederil RL\LI’VL bysl&.m Wi nlun}.l()n D.C. J05S1.

3 .1 l l
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