Chapter 10 Section 2: The History of American Banking
· Banks have become a factor in the everyday lives of Americans.
· American banking as we know it today developed over the course of a nation’s history to meet the needs of a growing and changing population.
· American Banking before the _______________:
· During the first part of our nation’s history, banks were very informal businesses that ____________ managed in addition to their regular trade.
· A merchant who sold cloth, grain, or other goods may allow customers to deposit money – he would charge a small fee to hold the money for the customer. His job was to keep the money safe.
· After the ___________________________, the leaders of the new nation agreed that one of the main goals must be to establish a safe, stable banking system.
· This system was important for ____________________ with other countries and ensuing the economic growth of the new United States.
· The new leaders did not decide how to accomplish this task.
· Two groups argued how to run the country.
· __________________ – wanted a strong central government to establish social and economic order within this country.
· _________________________ – favored leaving most power in the hands of the states. 
· Federalist – Alexander Hamilton believed that the nation needed a ____________________________ as well.
· He felt that it was important to develop healthy industries and trade.
· As Secretary of Treasury – Hamilton proposed a ____________________ – a bank chartered or licensed by the national government. 
· Hamilton felt that the central bank could issue a single currency for the country, manage the federal government’s funds, and monitor other banks throughout the US.
· Anti-federalists led by Thomas Jefferson supported a ________________ banking system in our country. States would establish and regulate all the banks within their borders.
· First Bank of the United States:
· Set up by Congress in 1791.
· Gave the bank a ______________.
· Purpose…
· Hold the money that the government collected in taxes.
· help the government carry out its powers to tax, borrow money in the public interest, and regulate interstate and foreign commerce.
· to issue representative money in the form of bank notes, which were backed by gold and silver.
· to ensure that state chartered banks held sufficient gold and silver to exchange for bank notes should the demand arise.
· The Bank succeeded in bringing order and stability to American banking.
· Anti-federalists argued that the Constitution does not give Congress the power to establish a national bank. They argued that this act was ________________________.
· The bank ended when the charter ended in 1811. Hamilton had died in the famous duel with Aaron Burr. He was the main backer of the national bank idea.
· Chaos in American Banking
· Once the bank’s charter ended, ________ banks began to issue bank notes that they could not back with ________ (gold or silver). 
· The states also chartered many banks without considering whether these banks would be stable or creditworthy. 
· Without any kind of supervision or regulation, financial confusion resulted.
· Prices rapidly rose
· Merchants not customers had confidence in the value of the paper money in circulation.
· Different banks issued different currencies, and bankers always faced temptation to print more money than they had gold or silver to back. 
· Merchants had to keep a list of which notes were redeemable by gold and silver and which were not.
· Second Bank of the United States
· Congress chartered this bank to eliminate financial chaos in 1816.
· It was limited to a ______________ as well.
· Second Bank slowly managed to rebuild the public’s confidence in a national banking system.
· _______________ was the president of the Second Bank starting in 1823.
· He had a unique way of keeping state banks in check.  
· IF he suspected a state bank of issuing notes without the proper amount of gold and silver to back it up, he would surprise the bank with a great number of its notes all at once, asking for gold or silver in return. Most banks could not meet the demand for gold or silver and had to shut its doors.
· The fall of the Second Bank of the US in 1836, triggered a period of state-chartered banks.
· This period (1836 to 1863) is known as the Free banking or ___________
· State banks tripled in number.
· Problems arose again
· 1. Bank Runs and Panics 
· Not enough gold or silver on hand to back the state notes.
· Customers found it difficult to exchange their bank notes for gold or silver.
· Set off bank runs – widespread panics in which a great number of people tried to redeem their paper money all at once.
· 2. __________________
· Some banks were located on the edges of settled areas.
· Called Wildcat Banks because people joked that only wildcats lived in such remote areas. These banks had a high failure rate.
· 3.____________ 
· A few banks engaged in out and out fraud or cheating.
· They issued bank notes collected gold and silver money from customers and then disappeared.
· Many different currencies
· State-chartered banks were allowed to issue currency.
· Notes of the same denominations often had _____________________, so that a dollar issued by the “City of Atlanta” was not necessarily worth the same as a dollar issued by the “City of New York”.
· Most notes were ___________________________.
· By 1860, 8,000 different banks were circulating currency.
· The federal government played no role in providing paper currency or regulating reserves of gold or silver.
· With the eruption of the _____________ in 1861, things got worse.
· Currency in the North and South were different.
· Both the Union and Confederacy needed to raise money to fight the war.
· They sold paper currency to support their cause.
· North had “_________________” – printed with green ink.
· South had currency backed by cotton.
· Government passed acts to restore confidence in paper currency.
· __________________________ of 1863 and 1864.
· The federal government had three powers
· the power to _______________
· The power to require banks to hold adequate gold and silver reserves on hand to cover their bank notes.
· the power to ______________________________.
· Despite reforms made during the Civil War, the country was still plagued by money and banking problems.
· In the 1870s, the nation adopted a ___________________ – a monetary system in which paper money and coins are equal to the value of a certain amount of gold.
· 2 advantages of this system
· It set a __________________ for the dollar [1 ounce/gold= $ 20]
· The government could issue currency only if it had gold in the treasury.
· Banking in the Early 20th Century:
· Reforms like the creation of a single currency and the gold standard stabilized the American economy.
· Panic of 1907 – many banks lacked adequate reserves and could not exchange gold for currency.
· _______________________ of 1913
· Established the _____________________________
· Called the “Fed”
· Nation’s first true central bank
· It reorganized the banking system
· _____________________
· 12 regional Federal Reserve Banks to help local banks
· __________________ were ones that belonged to the Fed.
· These banks would store some of their reserves at the Fed.
· Local banks could get short term loans from the Fed
· System created the __________________________ – our currency today
· These changes helped until the Great Depression
· Banks had loaned large sums of money to high-risk businesses, who in turn could not pay the back the loans.
· Crash of the Stock Market helped make things worse.
· Many people made runs on the banks to get their money out.
· Banking Reforms:
· 1933 – Franklin D. Roosevelt – declared a bank holiday on March 5, 1933. All banks were closed for the day. Within a matter of a few days, sound banks began to reopen.
· Bank holiday was a desperate resort to restore trust in the nation’s financial system.
· 1933 – Congress established an act that created the _________________ _________________________________ – insures customer’s deposits in a bank up to $ 100,000. (at first it was $ 25,000).
· Federal Reserve made more regulations for banks to follow from 1936 to the 1960s.
· Trying to gain the trust of the public that the banks were sound and a safe place to keep your money.
· In the 1970s, banks were given a little relief. Government relaxed some of the rules.
· ___________________________________
· Deregulation caused S&Ls to have problems.
· High interest rates on loans, inadequate capital, and fraud were the other three factors.
· ________________________ in the 1970s and early 1980s, led many long term loans to default (not be able to pay back the money).
· _______________ to businesses and people who could not or would not repay the loan.
· ___________ – many institutions made large loans to businesses that had little chance of succeeding. With the failed loans, it put a lot of strain on the FSLIC – agency who insured the loans.
· [bookmark: h.gjdgxs]1989- Congress passed the ____________________________________ _____________________________________
· Helped to correct the problems caused by the S&L’s.
· 1999 – Congress passed the most sweeping reform act since the Depression allowing banks to sell financial assets such as stocks and bonds. 
· We also saw a great deal of bank mergers come about because of these changes in the rules.

