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The history of American banking is a complex narrative that reflects the evolving economic landscape
of the United States. Chapter 10 Section 2 delves into this evolution, exploring the major milestones,
figures, and institutional changes that have shaped the banking system. This article aims to provide a
detailed overview of the key themes and events, enhancing understanding through guided reading and

review.

Early Banking in America

The origins of American banking can be traced back to the colonial period when the economy was
primarily agrarian. The need for a reliable currency and means of credit became evident, leading to the

establishment of various financial institutions.

The Colonial Era

During the colonial times, banks were not formally established, but various forms of credit and

currency emerged:

- Barter System: Goods and services were exchanged directly, which posed limitations on trade.
- Commodity Money: Items such as tobacco, wampum, and other goods were used as currency.
- Paper Currency: In the 1690s, the Massachusetts Bay Colony issued paper notes, laying the

groundwork for future banking practices.



The First Banks

The first formal banks in America arose in the 18th century:

1. The Bank of North America (1781): Established in Philadelphia, it was the first chartered bank in the
United States, created to help finance the Revolutionary War.
2. The First Bank of the United States (1791): This bank was chartered for a 20-year period and aimed

to stabilize the fledgling economy through a uniform currency and equitable loan distribution.

These early banks paved the way for a more structured banking system but also faced significant

opposition, particularly from agrarian interests who viewed banks as elitist institutions.

The Era of Free Banking (1837-1863)

Following the expiration of the First Bank's charter, the United States entered a period known as the
"Free Banking Era." This era was characterized by a lack of federal regulation and an abundance of

state-chartered banks.

Characteristics of Free Banking

- State Charters: Banks were established at the state level, leading to a proliferation of banks.

- Bank Notes: Banks issued their own currency, leading to a variety of notes in circulation, creating
confusion and instability.

- Bank Failures: The lack of regulation resulted in numerous bank failures, which eroded public trust in

the banking system.

This tumultuous period highlighted the need for a more centralized banking authority, culminating in

the establishment of a national banking system.



The National Banking Era (1863-1913)

In response to the banking chaos, the National Banking Act was enacted in 1863, marking a significant

turning point in American banking history.

Key Features of the National Banking Act

1. Federal Charters: The Act allowed for the creation of national banks, which were required to hold
U.S. government bonds as collateral for their notes.

2. Uniform Currency: The establishment of a national currency aimed to eliminate the confusion
caused by the multitude of state bank notes.

3. Regulation and Oversight: The Office of the Comptroller of the Currency (OCC) was created to

supervise national banks, providing a degree of regulation previously absent in the banking system.

Impact of the National Banking Era

The National Banking Era brought stability to the banking system but also faced challenges, such as:
- Economic Panics: Periodic financial panics, such as those in 1873 and 1893, revealed vulnerabilities
in the banking system.

- Limited Lending: National banks were often criticized for being overly cautious in their lending

practices, which stifled economic growth.

The Federal Reserve System (191 3-Present)

In response to the continued instability and the need for a more robust banking system, the Federal



Reserve System was established in 1913.

Establishment of the Federal Reserve

The Federal Reserve Act created a central banking system aimed at providing a safer, more flexible,

and more stable monetary and financial system.
- Structure: The Federal Reserve consists of a Board of Governors, 12 regional Federal Reserve
Banks, and various advisory councils.

- Functions: Key functions include regulating the money supply, serving as a lender of last resort, and

providing banking services to depository institutions.

Major Developments Post-1930s

The Great Depression in the 1930s led to significant reforms in banking practices, including:

- Federal Deposit Insurance Corporation (FDIC): Established in 1933, the FDIC insured bank deposits,
restoring public confidence in the banking system.

- Glass-Steagall Act: This act separated commercial banking from investment banking to reduce the

risk of financial speculation.

The banking landscape continued to evolve through the latter half of the 20th century, with

deregulation efforts in the 1980s and the financial crisis of 2008 prompting further reforms.

Modern American Banking

Today, the American banking system is a blend of traditional banking practices and modern



innovations. Various factors shape its current state:

The Role of Technology

- Online Banking: The rise of the internet has transformed banking, allowing customers to manage
accounts, transfer funds, and apply for loans online.
- Fintech Innovations: Financial technology (fintech) companies have emerged, providing alternative

banking solutions and challenging traditional banks.

Regulatory Environment

In the wake of the 2008 financial crisis, regulations such as the
Dodd-Frank Act were enacted to increase oversight of financial

institutions and prevent future crises.

Conclusion

The history of American banking is marked by a continuous evolution
characterized by innovation, regulation, and adaptation to economic

needs. From its humble beginnings in the colonial period to the



sophisticated banking system we see today, each phase of banking
history has contributed to the establishment of a robust financial
framework. Understanding this evolution is essential for grasping the
complexities of the current banking landscape and the challenges it
faces in the future. As we move forward, the interplay between
technology, regulation, and public trust will continue to shape the

American banking experience.

Frequently Asked Questions

What were the main purposes of banks in early American history?

The main purposes of banks included providing a safe place for people
to deposit money, facilitating loans to individuals and businesses, and

issuing currency.

How did the Bank of the United States contribute to the American

economy?



The Bank of the United States helped stabilize the economy by
providing a uniform currency, regulating credit, and managing

government funds.

What role did state-chartered banks play in the banking system?

State-chartered banks facilitated local banking needs, often providing
loans and credit to local businesses and individuals, but they had less

regulatory oversight than national banks.

What was the impact of the Panic of 1837 on American banking?

The Panic of 1837 led to widespread bank failures, loss of savings,
and a severe economic depression, highlighting the instability of the

banking system at that time.

How did the Civil War affect the banking industry?

The Civil War led to the creation of a national currency and the



establishment of a national banking system, which aimed to create

uniformity and stability in the banking sector.

What are the key features of the Federal Reserve System established

in 1913°%

The Federal Reserve System established a central bank to oversee
monetary policy, regulate banks, and provide financial services to the

government and public.

How did the Great Depression influence banking laws?

The Great Depression prompted significant banking reforms, including
the Glass-Steagall Act, which separated commercial and investment

banking to reduce risks.

What role does the FDIC play in American banking?

The Federal Deposit Insurance Corporation (FDIC) insures deposits in



member banks, protecting depositors' funds and promoting stability in

the banking system.

How did technological advancements impact the banking industry in

the 20th century?

Technological advancements, such as ATMs and online banking,
transformed the banking industry by increasing accessibility, efficiency,

and convenience for customers.

What are some current challenges facing the American banking

system?

Current challenges include managing cybersecurity risks, adapting to
digital currencies, and navigating regulatory changes in a rapidly

evolving financial landscape.
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