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1861+1865

Financing the Civil War

The Civil War marked a pivowal period in the history of the Commitee
of Wavs and Means: With the end of the war, the overburdened com-
mittee’s jurisdiction over appropriations and banking also came o an
end. The chairman during this period. Republican Thaddeus Stevens
of Pennsvivania, was the dominant leader in the House. He delegated
authonty within the commities o subcommitiees on revenue and on
banking and currency, while the chairman retained personal comtrol
over appropriations matters. The commitiee orginated most of the
important @x, appropriations, and corrency bills in the two war Con-
gresses. In the process, the committee reported legislation that rased
the protective tanif to its highest levels ever to that tme, that mstitut-
ed the first federal income tax, and that auwthorized the first national
paper currency. The workload was so oppressive, however, that Con-
gress split the committee along junsdictional lines in 1865, when the
House rules were revised 1o create separale commillees on appropria-
tions and on banking and currency.

he circumstances under which the Comminee of Ways and

Means operated during the Thiry-seventh and Thirty-eighth
Congresses (1861-1865) were quite different from those existing in
the 18505, when sectional tensions had impeded the legislative proc-
ess. All business, from the election of the Speaker of the House w the
passage of minor appropriations bills, had been bogged down at vari-
ous times by seemingly endless gquarrels between various congression-
al factions. Afier the deparure of congressmen from the seceded
states during the winter and spring of 1860-61, the Republican Party
was left with a substantial working majority in Congress. In legislative
terms it proved to be a liberating change. Faced with a grave national
emergency, the Republican Congress was [orced 1o act quickly. It
funciioned remarkably well during the early stages of the war. As
Congressman |ames G. Blaine remarked of the opening months of the
Thirty-seventh Congress. “In no other session of Congress was so
much accomplished in so little time.™ 2

The Committee of Ways and Means was fortunate 1o have an able
and forceful chairman during the Civil War, Thaddeus Stevens (R-PA)
excrciscd control over the House as leader of the majority party, and
he delegated authority within the committee 1o his colleagues, particu-
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larly Jusiin 5. Maorrill (R-V1) and Elbridge G. Spaulding (R-NY), who
chaired subcommittees on taxation and on banking and currency re-
spectively. Stevens was such an active and influential floor leader that
he invited favorable companisen with an earlier chairman of the Com-
mittee of Ways and Means, John Randolph.

Even with an efficient delegation of authority within the commit-
tee, the workload was so great that a movement developed 1o divide
the Commitiee of Ways and Means into three separate standing com-
mittees. At the close of the Thirty-eighth Congress, the House Rules
were amended o divide the functions previously performed by the
commitiee among three committees: the existing Commitiee of Ways
and Means, and two new committees: the Committee on Appropria-
vons and the Committee on Banking and Currency. Reseniment over
Chairman Stevens’ leadership also played a role in the division of the
committee. Stevens acquiesced in this decision for politcal reasons to
maintain his influence over the Republican Pany’s postwar Recon-
struction policy.
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Thaddeus Stevens” Committee, 1861-1865

The chairman of the Committee of Ways and Means during the Civil
War Congresses, Thaddeus Stevens of Pennsylvania, was similar by
temperament and influence 1o the first great chairman of the commir-
tec, John Randolph. Like his Virginia predecessor, Stevens had an ab-
rasive personality, and like Randolph he was the most powerful figure
in the House, As leader of the majonity party in Congress, Stevens
was the real source ol power and influence, not Speaker of the House
Galusha Grow (R-PA, 1861-1863),

Thaddeus Stevens possessed a personality that inspired both re-
spect and loathing. He dressed in loose-fitting, wrinkled black cloth-
ing, and his gaunt features, siern appearance, and hlack wig created a
startling, almost fiendish impression. Like Randolph, Stevens compen-
sated for a physical disability. Although he was born with a crippled
foot, he vigorously engaged in swimming, horseback riding, and fox
hunting. He also gambled, but he drank sparingly or not at all, He
never married, but he evidently enjoyed the company of women, Ac-
cording to rumor he maintained a lengthy relationship with his house-
keeper, an attractive young widow ®

Intellect and a scathing wil were Stevens' main attributes in
debate. He once interrupted a colleague, who was pacing up and
down the msle while delivering a lengthy speech, 10 ask: “Do vou
expect o collect mileage for this speech?” On another occasion, a
fellow congressman had responded 1o a colleague’s challenge 1o a
duel by suggesting that they fight with Bowie knives. Stevens made
the whole episode appear ridiculous by recommending that dung
forks would be more appropriate. But he vsed wit and intellect for
two main purposes. One was to control the House, Ben Perley Poore,
a contemporary observer of Congress, recalled that “Thaddeus Sie-
vens was the despotic ruler of the House™:

No Republican was permitted by “Old Thad"” 1o oppose his
imperious will without reeeiving a tongue-lashing that terri-
fied others if it did not bring the refractory representative
back to party harness. . . . John Randolph . . . was never so
ingeniously insulting as was Mr. Stevens toward those whose
palitical actions he controlled. ®

The chairman’s other purpose was 1o further his causes. Stevens was
deeply committed 1o the rights of the underprivileged. He had grown
up in poverty, one of four young sons of a widowed mother. As an
adult he was generous, quictly aiding the poor and indigent. He
championed the cavse of universal free education both on the state
level in Pennsylvania and later on the federal level, His primary pas-
sion was the eradication of slavery, an insiiution that he denounced
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CHAIRMAN OF THE COMMITTEE OF WAYS AND MEANS
1861-1865

Thaddeus Stevens (R-PA) Thirty-seventh-Thirty-eighth
Congresses, 1861-65

as “a curse, a shame, and a crime.”™ After the war, Stevens’ reputation
suffered because of the punitive policies against the rebelhious states
that he advocated as chairman of the Joint Committee on Reconstruc-
tion. Those policies, however, were motivated as much, if not more,
out of concern for the well-being of freedmen as they were by a desire
to pumish the South.®

During the rebellion, when procedural skill, bold leadership, and
force of will were sorely needed, Thaddeus Stevens proved o be a
wise choice to manage the difficult financial tasks at hand. His most
important asset as chairman was his parliamentary skill, The chairman
of the Committee of Ways and Means had specal privileges granted
by the House rules, most notably the ability to take the floor at any
time to introduce or to call for debate on committee legislation, and
the right to take precedence in debate on most ssues considered by
the House, In the role of hill manager, Stevens had no equal. His
ruthless use of parliamentary procedure 1o end debate and call for an
immediate vote effectively held the House 1o consideration of the
measure at issue. On several occasions he moved to close debate
within one hour, or five minutes, or one minute, or once even that all
debate “be terminated in one-half minute.” &

Another strength was Stevens® ability 1o delegate responsibility.
The committes had an exceptionally heavy workload during the Civil
War, and Stevens, who had no formal training in public finance, left
the task of preparing the highly technical tax, currency, and loan bills
to his more experienced colleagues. John Sherman of Ohio, who
served with Sievens on the commitice before he moved over o the
Senate, suggested in his memoirs that the Pennsylvania congressman,
“while a dangerous opponent in debate™ was less interested in the
more mundane aspects of committee work than he was in managing
bills through the House. “He was better in the field of baule than in
the seclusion of the committee,” Sherman recalled. “Sull, when any
contest arose in the House over bills reported by the comminee, he
was alwavs ready 1o defend his actons.” Stevens [ormalized a wrend
begun in the late 1850s of dividing the committee’s responsibilities
along jurisdictional lines. According 1o Elbridge G. Spaulding, the
committee would meet an the beginning ol each session and divide the
workload among several subcommitiees consisting of three 1o four
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members each. Justin 5. Morrill, a 1ariff expent, headed a subcommit-
tee on taxation, and Spaulding, a former state ireasurer, was the
chairman of a subcommittee on currency and loans, while Stevens re-
mained personally in charge of appropriations bills at the full commit-
tee level.?

The Committee and the Lincoln Administration

The committee’s relationship with the Lincoln Administration began
on fnendly terms. Stevens and Sccretary of the Treasury Salmon P.
Chase. a former governor of Ohio, had been friends since the early
15840s. Both men shared an opposition o slavery. They corresponded
regularly, and neither man made any prewense to financial genius,
though each possessed what was known in the 19th century as a
strong-willed personality. Their relationship remained cordial until
after Chasc had been appointed to the Supreme Court. On the other
hand, Stevens differed grealy with the President. The chairman grew
impatient with Lincoln's caution in prosecuting the war, and he re-
sented the President's hesitancy o adopt the abolition of slavery as an
immediate war goal. Toward the end ol the war, Stevens also dissent-
ed from the President’s moderate and compassionate approach to Re-
COnNSLruCtion.

Lincoln®s sirong leadership contrasted sharply with the weak
Presidents of the 1B50s. Some of lis early decisions, such as blockad-
ing the South and suspending the writ of habeas corpus, restored
vigor to the Presidency, but they also formed the basis for a lengthy
confrontation with the legislative branch. Although Congress cooper-
ated in the early part of the Thirty-seventh Congress, Lincoln’s con-
duct of the war offended not only the small but vocal Democratic op-
position, but alse many Radical Republicans dedicated to the destruc-
tion of slavery, Radicals. including Stevens, objected to the President's
dismissal in the fall of 1861 of Gen. John C. Frémont, who had de-
creed the emancipation of the slaves of disloyal citizens within the
military district of Missouri. Stevens and his colleagues were not only
outraged at Lincoln’s reluctance 1o embrace immediate emancipation,
they also criticized his conduct of military operations. Dismayed by
Gen, George B, MeClellan™s procrastination and the President’s inahil-
iy o prod um o action, the Radicals created the Joint Commitiee on
the Conduct of the War in 1862, The committee investigated allega-
tions of fraud and incompetence in the War Department, probed gov-
ernmental security {even rumors that Mrs. Lincoln was a spy), and
promoted the prosecution of the war to abolish slavery. Congressional
resentment of Lincoln's pracuce of presidenual power was also direct-
ed at his successor, and culminated in the impeachment of Andrew
Johnson in 18688
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Lincoln's role in war Onance was less controversial. because he
left financial matters o Chase. The President had never been interest-

ed in economics, and he recognized his limited knowledge. When fin-
anciers criticized one wartime currency measure, Lincoln sill signed
the bill, reasoning that he was not “exclusively responsible” for it. He
reportedly referred financial inquiries 1o the Secretary of the Treas-
ury: “Go to Secretary Chase; he is managing the finances,”

Stevens cooperated with Chase for the most part. He gave the ad-
ministration loyal support when it came to appropriating money for
the war effort. Stevens readily assented to the huge amounts needed,
but he urged economy in the expenditure of money and was critical of
excessive outlays for the military. For these reasons, the chairman was
cautious in his support of an appropriation requested by the adminis-
tration (o raise a special force to protect Kentucky from invasion by
the Confederate Army. Declaring that “there are already 660,000 men
under arms somewhere . | . [which] can be very well spared,” Stevens
warned against the folly of “piling mountains upon mountains of debt
and taxation, until the nation is fGnally destroyed by the operations of
this war.” #

The chairman was also selective about backing appropriations for
public improvements, especially pork barrel measures thinly disguised
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as military necessities. One such measure, the Illinois Canal Bill pre-
sented during the Thiny-seventh Congress, proposed a five-year
project to construct a canal between the Mississippi River and Lake
Michigan in the event ol a war with Great Britain. Stevens delayed the
bill by referring it to a Committee of the Whole House, which, com-
plained a colleague, was like “consigning it to the tomb of the Capu-
lews.” Om the other hand, the chairman enthusiastically endorsed ap-
propriations during the Thirty-eighth Congress for internal improve-
menis that would benefit all regions of the country equally, such as
the transcontinental railroads. 1

Stevens’ parliamentary prowess and his control over the federal
purse strings made him the most powerful congressman in the House
during the Civil War, Some members complained of his despotic prac-
tices during debate on important bills, but the relations between Ste-
vens and his colleagues on the committee were generally harmonious.
In both war Congresses, the Republicans held solid majorities on the
commitiee of 6-3 and 7-2, with the Democrats in the minority sup-
porting most committee measures. There was only one picce of legis-
lation, the Legal Tender Bill of 1862, that caused serious divisions
within the committee. In other areas a working consensus existed
among the members on both issues and the division of labor neces-
sary for the committee to function efficently.

Early War Finance Imuatives, 1861

The Houwse Committee of Ways and Means originated the key legisla-
tive measures (o finance the Union war effort, as it had similarly f-
nanced the War of 1812, Once again at the committee’s suggestion,
Congress increased excise taxes and secured loan issues. During the
carlier war, the committee had recommended the creation of treasury
notes as a circulatng mediom. They wook the more controversial step
in 1862 of suggesung the establishment of a natonal paper currency,
Finally, the committee presented plans for a federal income tax, simi-
lar to one that had been suggested in 1815 by Secretary Dallas bt
that had been rejecied by the committee at that time,

When the Thirty-seventh Congress convened in specal session
on July 4, 1861, the nation had been in a virtual state of war since
April 15. President Lincoln had declared that a state of insurrection
existed in the seceded Southern states, and he had called uwpon the
loval state governors to provide 75,000 milittamen. The President had
also blockaded Southern ports and removed funds from the Treasury
Lo cover war expenscs without prior congressional authonzaton.

Secretary of the Treasury Salmon P, Chase submitted his first
report to Congress in early July. The appointment of Chase 1o the
Cabinet had been prompied by political considerations. After his elec-
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tion, Lincoln had offered the two most prestigious Cabinet appoint-
ments, State and Treasury, to William H. Seward of New York and 1o
Chase, Seward and Chase, who had been the President’s chiel rivals
for the Republican nomination in 1864, were the leaders of the con-
servative and liberal wings of the party. Their appointment reflected
the desire of the new President, a moderate, to forge a coalition em-
bracing the major ideological elememts of the party. Chase had de-
clined the post, cting his inexperience in fiscal matters, but he later
accepted i, a2 he said, in order not w Yshonk from cares and labors
for the common good which cannot be honorably shunned.” Seward
proved to be an excellent Secretary of State, but Chase’s record at the
Treasury Department was mixed.'?

A former United States senator and governor of Ohio, Chase was
an able lawyer, a hard worker, and a self-righteous opponent of slav-
ery, but he lacked the experience and traiming necessary for the posi-
pen of Secretary of the Treasury. Thaddeus Stevenz waz also un-
schooled in public finance, but he more than compensated for this de-
ficiency with his aggressive leadership qualities. At critical points in
the war, Stevens also proved to be flexible enough to accept innova-
uve methods to meet drastically escalating government expenditures,
Chase, on the other hand, as a hard money advocate of the old
school, lacked Stevens” force and vision in dealings with Congress,
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Fortunately, Chase mamntained a close working relationship with
the banking community, most notably through Jay Cooke, a wealthy
Philadelphia banker. Cooke performed a role in marketing govern-
ment securities similar 1o that provided by Robert Mormis during the
Revolutionary War, From his Washington office across the street from
the Treasury Department, Cooke orchestrated a nationwide campaign
to sell war bonds using advertisements, mass rallies, patriotic speak-
ers, and brass bands, Without his salesmanship and capital, which he
contributed in liberal amounts, the war effort would have suffered at
Chase's direction, Cooke agreed with Chase that the war should be
financed by loans rather than by taxes, and his considerable influence
probably delayed the Treasury Secretary’s conversion to laxation as a
necessary fiscal expedient.'®

The financial picture that Chase outlined in his first linancial
report was not promising. During the previous Buchanan Administra-
tion, the federal government had accumulated a 20-million-dollar
yvearly deficit. The Thirty-sixth Congress consequently passed a loan
act authorizing the issue of ten million dollars in Treasury notes to be
supplemented by the higher import duties imposed by the Morrill
Taniffl of 1861. The tariff helped to bring in some additional revenues,
but by July 1861 the government was faced with a 30-million-dollar
deficit in addition 1o the projected military expenditures for the
coming year. In his report to Congress, Chase requested 350 million
dollars in appropriations. OF this sum, he recommended that one-
gquarter could be raised through taxation and the remainder through
borrowing in the form of Treasury bonds sold o banks and the gen-
eral public.2?

The Committee of Wavs and Means promptly responded to the
Secretary of the Treasury's request. On July 9, Stevens reported a bill
authorizing Chase 1o borrow 250 million dollars over the nexy 12
months. The chairman ensured prompt passage ol the bill by sus-
pending the rules and limiting floor debate 1o one hour, The loan bill
was subsequently approved with only five dissenting votes. On the
heels of this measure, Stevens reported a 150-million-dollar military
appropriations bill that was passed by both the House and the Senate
after only briel consideration,

Congress” next action was (o authorize a comprehensive revenue
plan. Consequently, the Committee of Ways and Means reporied two
hills, the first a tariff, approved by the House on July 19 and contain-
ing moderate increases on items such as coflee, tea, and sugar.'* On
July 24, Justiin Morrill of the subcommitee on axation reported the
second measure, a bill providing for a divect tax and various internal
duties. Borrowing from an earlier measure proposed in 1813, the om-
nibus bill provided 30 million dollars in revenues denived principally
from real estate 1axes apportioned on a state requisition system, In his
introductory remarks on the bill, Stevens admitied that while its terms
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were “most unpleasant,” approval was necessary since “annihilation
of the government is the alternative.” 19

The committee’s 1ax bill encountered sirenuous objections from
representatives of land-abundant Western states. Leading the opposi-
tion, Schuyler Colfax of Indiana labeled the land tax “the most odious
tax of all we levy.” In debate, Colfax complained that the bill's provi-
sions favored the wealthy, whose investments were tied up in stocks
and bonds, stating: "I cannot go home and tell my constituents that 1
voted for a bill that allowed a man, a millionaire, who has put his
property into stock, 1o be exempted from taxation, while a farmer
who lives by his side must pay a tax." '® As an alternative, he pro-
posed that the divect tax clause be replaced by a tax on stocks, bonds,
mortgages, money, and interest, as well as an income tax.

On the strength of these arguments, the House recommitted the
bill with instructions to provide for other taxes. The following day the
Committee of Ways and Means reported its inability to revise the hill
to provide for direct taxes in a manner consistent with the Constitu-
tion. After further debate the House passed a resolution authorizing
the committee to raise such sums as might be deemed necessary “by
internal duties or direct taxation on personal income or wealth.” The
bill was reexamined in the commitiee and an aliernative was proposed
whereby direct taxes would be reduced by ten million dollars and sup-
plemented by an income tax of 3 percent on all incomes exceeding
$600. Morrll designed and introduced the income tax provisions of
the bill. “The indirect or income tax which is o be raised by this bill
will be, in my judgment,” Morrill mainained, “at least twice as much
as what we shall raise by direct waxation.” '7 He argued that the
income tax, which had been considered an indirect tax since it had
first been discussed in 1815, differed from a direct tax on land. Most
members of Congress agreed with Mornll. The revenue bill was
passed by the House on July 29, 1861, by a vote of 77-60.

The House bill was amended by the Senate before a conference
committee compromised the differences beiween the two versions.
The House tarifl and revenue hills were considered together by the
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Senate, which determined that the direct tax could be supplemented
by moderate duties on both imports and incomes. Subsequently, the
Senate Committee on Finance reported a revenue bill amending the
House version to provide a 5 percent income tax on all incomes
above 31,000 with a lower rate levied on incomes of ULS. citizens re-
siding abroad and on income derived from government securities.
The revenue bill eventually forged in conference commitiee contained
the direct tax provision recommended by the House, an income tax of
3 percent on incomes above $800 for cmizens residing in the United
States and 5 percent on those living abroad. Congress also decided to
tax securities by 1.5 percent, This bill was signed into law by Presi-
dent Lincoln on August 5, 186118

The income tax provisions of the Revenue Act of 1861, however,
were never enforced. The tax applied w ncome generated in 1861
and was to be paid on or before June 30, 1862, Chase and the Treas-
ury Department delayed implementation ol the statute, expecting
Congress 1o modify the tax in its next session, He praised Congress in
December of 1861 for postponing *'the necessity of taking steps for
the practical enforcement of the law.” Chase cted every excuse for
delay—the lack of accurate statistics and the large number of incomes
exempt from the tax. He continued to favor loans and direct taxes
rather than the income tax,'#
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The Legal Tender Act of 1862

In August 1861, Secretary of the Treasury Chase journeyed 1o New
York for a meeting with prominent bankers for the purpose ol obtain-
ing the loan authorized earlier that year by Congress. Convinced that
the war would be short, the financiers from New York, Boston, and
Philadelphia agreed 1o supp]}' the Treasury with 50 million dollars in
exchange for a subscription of the same amount in federal securities.
Two additional loans of 50 million dollars would be made in Oclober
and December. Chase stipulated that the bank payments would be
made in specie, as specified by the terms of the Independent Treasury
Act, In addition, Chase agreed o encourage public investment in the
national loan through the purchase of notes at attractively low interest
rates payable to the banks.®® Buoyed by substantial popular support,
the first two payments took place withour complications.

Chase’s policy proved to be shortsighted. By December 1861, the
war was going badly and public interest in purchasing government
bonds had dwindled. In addition, the Secretary’s insistence on specie
payments caused a serious drain on the nation’s gold reserves, As a
result, the banks and the general public began to hoard whatever lim-
ied gold was avalable. Faced with the prospect of depleted gold re-
serves and severely depreciated government secunties, the banks sus-
pended their paymenis 1o the federal government, an action that
posed an immediate threat 1o the war effore 2t

By January 1862, the financial situation was critical. Government
expenditures had exceeded Chase’s July estimates by 200 million dol-
lars, and curremt war costs were nearing the then staggering sum of
two million dollars a day. Foreign wrade was hindered by the war
effort, with a corresponding decline in customs revenues. The gold re-
serves in the Treasury were so low that it had also been forced 1o sus-
pend specie payments, The unexpected action of the banks in sus-
pending specie payments had left Chase hard-pressed wo provide fresh
fiscal alternatives. The best available option would be for Congress o
enact some monetary plan to provide a stable currency not backed by
specie,

Although he opposed the issuance of government notes in princi-
ple, Chase left the door open for the adoption of this expedient in his
report to Congress in which he stated that the legislature possessed
the authority 1o control credit circulation under 1ts power to regulate
commerce and to regulate the value of coin. Chase suggested that the
currency issues of the state banks could be replaced by one of wo
measures: the gradual withdrawal of these notes and their replace-
ment by U.5. notes pavable in coin or on demand, or the creation of a
system of national banks authorized 1o issue notes for circulaton also
convertible into coin by the pledge of government securities, *®* Chase
personally recommended that Congress adopt the second plan.
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Chase's report was referred (o the Commitiee of Ways and
Means, where Spaulding’s subcommittee on loans and currency pro-
duced a very different bill that formed the basis for the Legal Tender
Act of 1862, As introduced by Spaulding on December 30, 1861, the
committee’s currency bill provided for the issue of 50 million dollars
in Treasury notes, payable on demand, The most significant and con-
troversial aspect of Spaulding’s bill was that the notes would be
“lawlul money and legal tender in payment of all debts, public and
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private, within the United States.” This paper money would be legal
tender in payment ol all taxes and debts owed to the government, and
would also be reissued “from time to ime as the exigencies of the
public service may require.” 22 The essential difference between the
twa plans was that Chase's notes would be guaranteed by government
bonds and would be printed by the national banks, but Spaulding rec-
ommended that the government itsell print paper money backed by
its own credit, His bill was read twice and recommitted to the Com-
mittee of Ways and Means for further consideration. #4

The currency bill caused a serious split within the commitiee’s
membership, one that cut across party lines. In prelimmary discus-
sioms, opinion was divided as to whether Spaulding’s bill should be
presented 1o the House, The measure was supported by Republicans
Stevens, Spaulding, and Samuel Hooper of Massachusctts. Morrill,
Valentine 5. Horton of Ohio, and minority member Erastus Corning
of New York actively opposed the bill; Republican members John
L. N. Stratton of New Jersey and Horace Maynard of Tennessee took
no active part in the committee’s deliberations. The ranking minority
member, John 5. Phelps of Missouri, was absent, attending to the
problems of his war-torn home state. After several days of delibera-
tions a vole was taken that found the commitiee equally divided along
these lines. The committee allowed the bill 10 be reported 1o the
House when Stratton finally voted in its favor,2®

On Januwary 7. 1862, Spaulding once more reported his bill, now
labeled H.R. 187, to the House. Before iaking this action, the commit-
tee had made some modifications to the measure, raising the treasury
note issue to 150 milhon dollars but retaining the legal tender clause.
The bill encountered suff opposition from several quarters, principal-
ly from the Secretary of the Treasury and his advisor Jay Cooke, from
opponents of paper money in the House, and from the financial and
banking community. On the day the bill was reported, Cooke's broth-
er wrote o him about the volatility of the currency issue, stating that
“the Committee of the House are perfectly wild on the subject,” and
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mentoning Chase™s opposition to the bill: *1 learn {(but not from Gov
C) that he has dedlared that if Congress persists in such a course, and
fails 1o carry out his policy, bank bill included—he will no longer be
responsible for the national finances by remaining in the Treas-
ury.” 28 On January 8, Chase held his annual dinner for members of
the House Committee of Waya and Means and the Senate Committee
on Finance, with Jay Cooke also present. The currency was the pri-
mary subject of discussion, but Chase was unable 1o change the minds
of the House members favorable to Spaulding’s bill,

Meanwhile, House members who supported hard money, that is,
gold and silver coin only, raised their own objections to the currency
bill. These congressmen rallied around the committee’s minority
report authored by Momill. The Vermont Republican believed that
the issuance of inflationary paper currency by the federal government
would spell fiscal disaster. Morrill prophesied that the circulation of
worthless paper money would “be of greater advantage to the enemy.

. It wall injure creditors; it will increase prices; it will increase
many-lold the costs of the war.” 27 Other representatives questioned
the constitutionality of paper money. The leaders of the opposition in
the House in addition o Morrill were Ohio Democrats George H,
Pendleton and Clement L. Vallandigham.,

Chairman Stevens vigorously defended the legal tender hill. In
commitiee he had originally expressed doubts about its constitutional-
ity, but he quickly changed his mind when he came 1o the realization
that Spaulding’s plan was the government’s only alternative. His re-
sponse 1o the strict constructionists in debate was that the Constitu-
tion’s prohibition upon the states 1o make anything but gold and
silver coin a tender in pavment of debits” did not necessanly apply to
Congress, Besides, he added. “If nothing could be done by Congress

except what is enumerated in the Constitution, government would not
lazst a week. ™ 28
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The leading Northern financial institutions made one last effort
to stop the legal tender bill, While the bill was being debated, dele-
gates [rom banks in New York, Boston, and Philadelphia traveled 1o
Washington o lobby Congress. On January 11, an informal meeting
ook place between members of the Committee of Ways and Means,
the Senate Committee on Finance, Secretary Chase, and the repre-
sentatives of the banks, The son of lormer Secretary of the Treasury
Albert Gallatuin, James Gallatin of the New York Mational Bank, deliv-
ered the principal speech in opposition to the legal tender bill. He
argued that more revenue could be raised through taxation withow
the issuance of paper money. Loans could also be floated on the open
market, a practice ofien derided as “shinmng.” Spaulding ridiculed
the idea of selling depreciated government bonds, or “shinplasters.”
As Spaulding described the meeting, it became “somewhat conversa-
tonal in character.” Mo consensus was reached, and the committee
stuck Lo s version of the bill. On February 6, after several versions of
the bill were presented 1o and debated by the House, the bill, with the
legal tender clause intact, was approved by a vote of 935 1o 50929

The legal tender bill was then considered by the Senate Commit-
tee on Finance. Chairman William Pin Fessenden of Maine, who was
expected 1o guide the bill through the Senate, expressed skepticism
about the measure and s potential “to encourage bad morality, both
in public and in private.” ** The Senate committer subsequently re-
ported a bill authorizing the issuance of paper currency, but stipulated
that the notes would not bhe payable for interest on secunties, for
tariff dutics, or for purchases of public land. These restrictions were
mcluded to protect certain revenues from currency deprecianon, The
measure passed the Senate by a vote of 30 1o 7 after a long debate in
which Fessenden and several other senators attempted unsuccessfully
o sirike out the legal wender clause aliogether. Several disagreemenis
between the two bodies were worked out in conference committee,
and the bill, with the Senate amendments substantially intact, became
law on February 25, 1862, In July an additional 150 million dollars of
papcr currency, referred to as “greenbacks” because of their appear-
ance, were authorized by stawue, All other forms of currency were
gradually eased oul of circulation. The pagsage of these acts were the
only major accomplishments of Spaulding™s short congressional
career. “The father of the greenbacks” returned to Buffalo at the con-
clusion of the Thiny-seventh Congress o resume his  banking
career. 31

The Internal Revenue Act of 1862

The passage of the Legal Tender Act enabled Congress to print the
currency needed o pay the government's expenses, but it did not
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solve the revenue shortage. In the winter of 1862, Congress sicered
is course away from a reliance on loans toward taxation as the princi-
pal means 1o finance the war. This shift in policy stemmed partly from
a favorable change in public opinion, The nation’s newspapers, for
example, urged the imposition of additional taxes, and even began to
pressure Congress to provide the necessary leadership. An editorial
appearing in the New York World in January 1862 charged that the
House Committee of Ways and Means was mappropriately named,
since il provided “neither the leadership nor the means of meeting
the public debt.” The editorial further criticized the “'spouting wretch-
es” in Congress for wasting time in discussing issues other than the
nation's fimances, “the only real question now before the country. ™ 22

In the spring of 1862, a wax bill inally emerged from its “*Serbian
bog of delay,” to use the Warld's colorful phrase for the Committee of
Ways and Means. The delay was more than justified by the complexiny
of the issues and by the thoroughness of the committee's recommen-
dations. In response 1o Secretary Chase's earlier request for 50 mil-
lion dollars in additional revenues, the committes’s bill provided taxes
to yicld 150 million dollars. ‘This measure, as onginally reported by
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Mornll, was more comprehensive than the Revenue Act of 1861, It
extended the income tax by applying a mildly progressive scale ol 3
percent on persons owning or earning between $600 and $10,000,
and 5 percent on incomes above $10,000. The bill alse imposed an
inheritance tax and included other excise, license, and stamp taxes
similar to those levied during the War of 1812, The bill was passed
without significant opposition in Congress or among the general
public. The President signed the Internal Revenue Act on July 1,
1862, The law provided for the first federal income tax in American
history. Moreover, it incorporated the two seemingly radical principles
of progressive rates and withholding. The rates of 3 percent and 5
percent recommended by Morrill were retained, and the law turther
provided for withholding of the wax from government salaries, both ci-
vilian and military, and from interest and dividends paid by railroads.
banks, trust, and insurance companies. 3%

For such an apparently radical departure in federal tax policy, the
income tax elicited little public opposition. The first Commissioner of
Internal Revenue, George 5. Boutwell, set up an office in the Treas-
ury with but three clerks to collect the tax. The confusion inherent in
such a vast system, coupled with the inevitable evasion of the tax, kept
collections Lo less than one-half of the onginal estumates. Congress
also passed a new tariff revision in 1862, drafted by the Committee of
Ways and Means partly o supply additional revenues and partly 1o
offset the impact of internal revenues on domestic commodities. The
bill had a protectionist slant that benefitted domestic producers and
manufaciurers, particularly of iron and wool, while also providing ad-
ditional revenues, 1

Income Tax and Tanflf Revision in 1864

The Committee of Ways and Means produced three new measures in
| B6d—itwn income tax revisions and one further il increase—as the
cost of the Union war effort continued to exceed revenues. The
income from both the Tarifl Act and from the Internal Revenue Act
of 1862 had proved disappointing. Mormill's subcommitiee on taxation
once again set o work m 1864 to double the tax vield of federal reve-
nues. On April 14, Mornll reponted the committee’s bill o increase
the income tax o 5 percent on all incomes over $600. This proposal
would have ehminated the princaple of progressive rates, although the
Commissioner of Intermal Revenue had recommended an increasc in
the graduated scale. Both Morrill and Stevens argued emphatically
against taxing higher incomes at increased rates. The chairman assert-
ed that a progressive imcome lax was “a pumnishment of the rich man
because he is rich.” Morrill similarly argued that such a 1ax was unjust
and would lead to evasion of the law, “This inequality 15 in lact no
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INCOME TAX REVISION OF 1864
RATES FROFOSED BY:

Committee of House Senate Conference/
Ways and Means Fimal

5% on incomes 5% over $600 5% over $600 5% over $600
over B600

7.5% over T.5% over 7.5% over
$10,000 £5,000 $5.000
105 over 105 aver 10% over

$25, (000 F15,000 £ 100, (o0

less than a confiscation of property,” the chairman of the subcommit-
lee on taxation stated. “People who are taxed unequally on their in-
comes regard themselves as being unjustly treated, and seck all man-
ners of ways and means o evade it,” he concluded. 3%

The House amended the committee’s bill to include three grad-
uated rates: 5 percent on incomes over 3600, 7.5 percent on incomes
over 310,000, and 10 percent on incomes over $25,000 (the annual
salary of a member of Congress was §3,000). The Senate Commuttee
on Finance modified the rates, and the Iinal Senate version retained
the rates but lowered the upper income brackets o 35,000 and
£15.000, The conference committee recommended commencing the
10 percent bracket at $10.000. The bill alse included an increased in-
heritance tax provision recommended by the Committee of Ways and
Means, The rates recommended by the conference committee as well
as the increased inhentance tax were incorporated in the Income and
Inhentance Tax Law of June 30, 18649

In spite of these increased taxes, Chase continued o fear that
revenues would not meet the government’s war needs, especially the
pressing need o reeruit more soldiers. In order 1o pay a bounty for
new recruits, Morrill and the commitee proposed a joint resolution
imposing an income tax surcharge of 5 percent on all incomes over
$600 for the previous year. The House and Senate pushed the resolu-
tion through so that it became law on July 4, 1864, the last day of the
first session of the Thirty-eighth Congress. The committee under Ste-
vens and Mornll's guidance had also increased the protective tanflf
rates to the highest level the nation had ever experienced. Manufac-
turing groups had created national organizations such as the National
Association of Wool Manufacturers, the Amerncan Iron and Sieel As-
sociation, and the Manonal Manufacturers’ Assocation to lobby Con-
gress for higher tariffs. The resulting Tanfl of 1864, which raised the
average rate from 37 to 47 percent, remained in effect with only
minor changes unnl 188337
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In addition to imposing higher tarilfs and income taxes, Congress
periodically revised the excise tax rates. Some of these changes
proved to be controversial, as had always been the case with excise
taxes. In January 1864, Stevens introduced a bill to raise the tax on
whiskey from 20 to 60 cents a gallon, in accordance with a recommen-
dation by Secretary Chase. Whiskey speculators, in anticipation of the
higher tax, began to hoard the commodity, In protest, Fernando
Wood of New York proposed an amendment that cuzens with whis-
key currently on hand should pay 40 cenis a gallon, the difference be-
tween the old and new rates. Chairman Stevens voled with a majority
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of the House to omit the amendment from the final bill. A disgruntled
Wood then accused Stevens of collusion with the liquor lobbyisis by
persuading some members o vote against his amendment. A rumor
began to circulate that the chairman himsell was personally “interest-
ed"” in whiskey, and that he had even telegraphed information o the
lobbyists when the vole was pending on the tax bill, According 1o Ste-
vens' biographer, the source of this rumor was a member of the Com-
mittee of Ways and Means. Stevens confronted the member and de-
manded to know on what authority he was circulating this slander, an
action that effectively killed the rumor, 8

The Committee of Ways and Means not only considered the
means o raise money, but also the ways to spend it. Appropriations
was Chairman Stevens” personal forte, One hill the committee report-
ed in January of 1864 caused him some minor embarrassment. The
Confederate Army had destroyved much private property in Pennsylva-
nia during the invasion that led to the fateful battle at Gettysburg in
July 1863. One of the properties destroyed was Stevens’ Caledomia
Iron Works. The chairman was cnticized by some of his colleagues
when he proposed the reimbursement of Pennsylvania for losses sus-
tained in the invasion. Stevens sold his property to avoid criticism,
and he wrote a sarcastic letter o Simon Cameron, a wealthy Pennsyl-
vanian, suggesting that “as you sometimes buy good bargains 1 sug-
gest vou buy my fafe ITron works.™ 39

The Impact of Civil War Revenue

By the end ol the Civil War, the United States government no longer
relied on customs duties as s principal source of revenue. Congress
had implemcnied a comprehensive revenue system of taxation be-
tween [BG1 and 1865 based upon customs duties, income taxes, and
excises. Taken together, the vanious war revenue acts marked a mle-
stone m the naton’s history. Although enacted as emergency meas-
ures, most of which were repealed after the war, the income taxes es-
tablished a precedent of direct government intervention in the lives of
American citizens to a degree that had not previously existed. The
Revenue Acts of 1861, 1862, and 1864 also created a bureaucracy to
adminmister the tax. For example, the Revenue Act of 1862 provided
for the establishment of the Internal Revenue Bureau with personnel
to assess and collect taxes in revenue districts throughout the United
States.

In addition o ws tax initiatives, the war Congresses also re-
vamped the nation’s banking system with the enactment of the Na-
tional Banking Act of 1863, This statute did not originate in the Com-
mittes of Wavs and Means, but it did reflect certain basic concepts
first recommended by Elbridge Spaulding in a comminee bill drafred
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in 1862 but not acted upon. The 1863 bill, drafted by the Senate
Committee on Finance, was proposed largely as a means of sumulat-
ing the sale of war bonds. The act, as signed by the President on Feb-
ruary 25, 1863, required all banks chartered under is terms o invest
one-third of their capital in United States securities deposited in the
Treasury Department. The National Banking Ac regulated state
banks, helping put an end 1o the wildcat banking methods prevalent
before the war. 49

The Committee of Ways and Means, though not directly respon-
sible for the National Banking Act, had nevertheless built an enviable
record of achievement by the close of the second session of the
Thirty-eighth Congress on March 3, 1865, In addition to the major
preces ol legislation discussed in this chapter, such as the Revenue
Acts of 1861 and 1862, the Legal Tender Aci of 1862, the Tanlls of
1862 and 1864, and the Income Tax Revisions of 1864, the commi-
tee had reported 126 bills in the two war Congresses, involving 3.8
billion dollars. The committee reported appropnations bills for mat-
ters as varied as cstablishing an assay office in Carson City, Nevada,
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ncreasing the salaries of government clerks, and opening an exhiba-
ton in London, as well as the more important bills funding the Army
and the Navy, The workload was correspondingly heavy. According 1o
Morrill, the committee worked “day and night, week davs and Sun-
days.” *1 The comminee’s efficiency was considerably enhanced by
the de facto division of responsibilities for appropriations, revenue,
and currency issues among the chairman and the subcommittees. As
had been the case before in the committee's history, an informal ar-
rangement became officially recogmized in the rules, in this instance
when the commttes was split into three standing committees along
these jurisdictional lines.

The Division of the Committee, 1865

On March 2, 1865, the day before the Thiny-eighth Congress ended,
the House adopted a rules revision that split the Committee of Ways
and Means into three separate standing committees. Jurisdiction over
appropriaiions and over banking and currency was granted o two
new committees, with the Committee of Ways and Means retaining ju-
risdiction over revenue matters, Ouiside ol its creation, this was the
most momentous development in the committee’s history, The reason
given at the time for the division was the oppressive workload during
the Civil War. Subsequent writers have repeated the claim that the in-
creased workload was the primary motive for the split of the commit-
tee. Stevens” biographers have added that the chairman’s age, 73, and
his waning endurance also prompred the action 2

The committee’s records for the two war Congresses provide
ample evidence of a heavy volume of business. The petiions, corre-
spondence, and reports contained in the records provide an insigha
inte the breadth of the committee’s junsdictional responsibilities. The
documents submitted by the Secretary of the Treasury and the Com-
missioner of the Internal Revenue were both useful and wide-ranging.
A report from an imspector of the Internal Revenue office with sug-
gested changes in the excise taxes was detailed and precise, for exam-
ple. Similarly pertinent was a report submitted by Chase recommend-
ing a large import duty on Chinese [irecrackers and palm-leal [ans.
But others bordered on the ridiculous, such as one petation request-
ing a tax on dogs, which “would in some degree abate a universal nun-
sance.'' 43

Many subjects competed for the committee’s auention. In addi-
non (o the ubigquitous requests for tax relief, such as prnted circular
petitions from pharmacists and brewers, the committee also received
requests for ax increases and pay rmses. (G, B. Lewis of the Cleveland
Land Warram Office, for example, asked that his tax be increased
over tenfold, in order Yo raise the standards of [the] profession™ and
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“to keep scalawags out.” Colonel B. C. Tilghman, commanding offi-
cer of a regiment of black troops, requested that his men receive a
clothing allowance equal to that allocated to white soldiers, Tilghman
pointed out that mine of his men killed in battle died owing the gov-
crmment money for their clothing and therefore forfeited pensions for
their families. Other requests for appropriations were less obviously
Justified, such as that of President Lincoln's private secretary, John Ni-
colay, for the cost of a horse and carmage used o deliver messages. ¥

Many items, though necessary, were equally as minor as the
matter of Nicolay's carriage. It is ironic, but nonetheless a central re-
ality of legislative procedure, that a committee confronted with the
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problems of financing a war 1o save the Union would be compelled to
consider the Capitol gardener’s request for an extra horse and cart, or
the Commussioner of Public Buildings' recommendations for repairs
o the roof of the Library of Congress in the Capitol. Even a request
tor the committee to visit the Governmeni Hospital for the Insane for
dinner may not have provided a welcome respite. Whether importamt
or trivial, all of these matters demanded the commitlee’s attention.
This diverse and demanding workload formed. if not the primary
reason, at least the context within which the committee was split, 48

Thaddeus Stevens” desire to conirel Reconstruction and  the
growing dissatisfaction of some Republicans and Democrats with his
leadership may well have been another reason behind the decision 1o
divide the Committee of Ways and Means. With the war virtually won
i early 1865, the chairman's thoughts wmed to the procedure by
which the rebellicus states would return to the Union. He was deter-
mined that Congress, not the President, would set the terms under
which the seceded states would be readmitted to the Union. In order
to maintain his control over the party, Stevens may well have agreed
to split his commiitee both 1o appease his opponents and o provide
his loyal lieutenanis with their own power bases. In any event, divid-
ing the committee’s functions would allow him more time o devole 1o
Reconstruction policies,

Toward the end of the second session of the Thirty-eighth Con-
gress in early 1865, the committee had fallen far behind in its work. Tt
was not able to report a wax bill until less than a month remained in
the session, and then the bill did not provide all of the revenues re-
quested by the Secretary of the Treasury. Samuel 5. “Sunset” Cox, an
Ohio Democrat working with a number of younger Republican mem-
bers, imtiated @ movement to break up the Committee of Ways and
Means in order to weaken Stevens' power in the House leadership.
James F. Wilson (R-1A), taking advantage of the committee’s failure 1o
keep up with s workload, introduced a proposal in mid-January 1o
revise the House rules in order 1o divide the committee. *®

The debate over the rules revision bore all the signs of a carelully
archestrated effort to protect the reputations of Stevens, Morrill, and
the Committee of Ways and Means, Cox asked that the House take
action on the report of the Select Committee on Rules recommending
the creation of standing committees on appropnations and on bank-
ing and currency, Cox presented a detailed argument in favor of the
report, emphasizing that the Committee of Ways and Means had been
overworked, but denying that the split was in any way a criticism of
the committee or of its leadership. He denied that the action *cast any
reflection upon the Committee of Ways and Means,” stating that
“Each member of the Ways and Means has his specialty—each Olym-
pian.” Yet, he continued, “even their powers of endurance, physical
and mental, are not adequate o the great duty which has been
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imposed by the emergencies of this historic tme.” The Ohio Demo-
cral concluded his remarks with a detailed hsting ol the 126 bills re-
ported by the committee in the previous two Congresses as fitting
proof that it was overburdened. 47

Stevens and Mormill both affectied an air of indifference over the
proposed division. 1 do not feel any interest in the matter at all.” the
chairman stated. He would not oppose any action the House chose 1o
take. He did express some doubts about separating the revenue and
appropriations [unctions, though with no great sense of convictiomn.
Maorrill likewise questioned the propriety of dividing the jurisdiction
over revenue [rom that over appropriations, "In ordinary times
. he stated, 1 should deem it indispensable . . . that this com-
mittee should have the control of both subjects, in order that they
might make both ends meet.” 48 Both men protested just enough for
the sake of appearance, but not enough to change the outcome,

James Garfield, a Republican from Ohio, presented what may be
considercd the concluding speech in this scenano, Garfield argued
that revenue and appropriations were “quite distinct in their nature,”
and could easily be divided between two committees. The Committes
of Ways and Means could base its revenue estimates casily enough
upon Lthe Committee on Appropriations’ estimates of government ex-
penditures. Garhield concluded by repeating Cox's assurance that the
action, since it applied o futere Congresses, did not imply any crit-
cism of the current committee. With the Committee of Ways and
Means™ reputanon appropnately recognized and reassured, the House
adopted the rules revision. *®

For such a monumental change in the commtiee’s jurisdiction,
the split into three committees had occasioned lintle debate and even
less opposition. The degree to which the action had been predeter-
mined was indicated when Speaker Colfax named the standing com-
mittees of the Thirty-ninth Congress in December 1865, Mormill was
named to chair the Committee of Ways and Means, and Stevens was
appointed o chair the Committee on Appropriations. Both actions
had been outlined in Cox's speech on March 3. Theodore Pomeroy
{R-NY) was named to chair the Commiuee on Banking and Currency,
although Cox had anticipated that Samuel Hooper of Massachusetts
would receive that honor. Hooper, however, was the only member ap-
pointed o bonh the Committee of Ways and Means and the Commuit-
tee on Banking and Currency.%®

The jurisdiction of the Committee of Ways and Means may have
been diminished, but its prestige remained intact. A contemporary ac-
count of the Thirty-ninth Congress observed that the committee “has
ever been regarded of the first importance.” The committee™s control
over revenue ills, this author concluded, “gives the Committee of
Ways and Means a sort of preeminence over all other committees,
whether of the Senate or the House,”™ 81
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MILESTONES IN THE HISTORY OF THE COMMITTEE
1861- 18G5

1861  Thaddeus Stevens (R-PA) appointed chairman

The commitice appointed Justin 5. Morrill {R-VT) to chair a
subcommittes on taxation; Elbnidge G. Spaulding (R-NY) to
chanr a subcommittes on curmency and loans I

Bevenue Act of 1861 provided for a 3 percent tax on incomes
abowe S804, but it was never enforced
1862  Legal Tender Act authonzed Treasury Department (o issue
paper currency known as greenbacks
Internal Revenue Act levied a tax on incomes

Tariff of 1862 raised additional revenue by raising protective
rates of Morrill Tariff of 1861

I 864 Income and Inhentance Tax Act increased income tax rates

Income Tax Surcharge imposed an additional 5 percent tax on
incomes for 1863

Tarifl of 1864 further raised protective rates an average of 10
percent

1865  The House revised rules 1o restrict the jurisdiction of the |
Committee of Ways and Means to the major arca of revenue |
by creating separate standing committees on appropriations
and on banking and currency

Conclusion

The Thiriy-seventh and Thirty-cighth Congresses marked the [irst
major turning point in the history of the Comminee of Ways and
Means. In one sense, the trend toward centralizaton of the House's
legislative authority over finance in this one standing commitiee
rcached its greatest development between 1861 and 1865, as the ex-
traordinary wartime conditions led to fundamental changes in the fed-
eral revenue and currency svstem, The committee devised the means
to raise revenues for vasily increased wartime expenditures not only
by increasing the warill, authorizing bonds, and imposing excise laxes,
but also by the unprecedented levy of a tax upon incomes. Moreover,
paper currency in the form of greenbacks was authonzed 1o meet the
demand for a circulating medium of exchange.

A significant corollary to the committee’s success was the role of
the chairman as the de facio majority leader of the House. Thaddeus
Stevens consolidated the position 1o a degree unmatched in the ante-
hellum period. His [riendship with Treasury Secretary Chase, and Lin-
coln’s lack of invelvement in financal administration, lessened the oc-
caston for conflict between the committee and the excoutive. The
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committee’s dealings with the Lincoln Administration, therefore, were
relatively harmonious, even though the relationship between Congress
and the executive reached new heights of tension and bitterness that
would culminate with the impeachment of Andrew Johnson in 1868,

The committee’s internal organization also reached an unprece-
dented degree of sophistication. Subcommittees were formed 1o
handle the major jurisdictional areas of revenue and banking and cur-
rency. Their formation allowed not only for greater expertise, bur also
for greater efficiency as the committee’s workload intensified under
the demands and pressures of war, These bodies were a sign of the
mstitutional maturation that would continue in the postwar period
with the routine use of hearings and the origins of the senionty
svstem. Yet, for the Committes of Ways and Means, they also pre-fig-
ured the division of the committee at the end of the war.

The war vears marked a wrning point in a second lundamental
sense because the House rules were revised in 1865 1o divide the
commuittee’s authority over finance with the creation of two new com-
mittees. The breakup of the commitiee was mouvared by pragmatic
and paolitical reasons, rather than by philosophical or procedural con-
siderations. The workload was too great for one mine-member body;
furthermore, in the minds of many members, oo much power was
concentrated in the hands of Thaddeus Sievens. The result was that
the control over finances in the Houwse was decentralized among three
committees. From 1865 on, the Committee of Ways and Means wounld
be confined 1o the major junisdictional area of revenue.
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