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A Brief History of Banking in the United States
I. Post-Revolutionary War Era, 1783-1789

A. Articles of Confederation



1. Weak central government



2. No national financial system


B. Constitutional Convention in Philadelphia, PA of 1787



1. Checks and balances due to fear of tyranny and centralized power



2. Three (3) branches of government established



3. Strong central government w/ a national financial system established

II. First Bank of the United States, 1789-1811

A. Alexander Hamilton and the Federalists

B. Thomas Jefferson and the Democratic Republicans (Democrats)


C. Sunset date established for the Bank as a compromise


D. Hamilton versus Aaron Burr duel and effect on the Bank


E. Bank dismantled and assets dispersed to the states’ banks

III. Second Bank of the United States,  1816-1836

A. Re-established as a result of War of 1812


B. Andrew Jackson and Democrats vehemently opposed to the Bank


C. Bank issue split Democratic Party, led to founding of the Whig Party


D. Jackson and van Buren lead assault on the Bank, leading to its demise

IV. State Banks Pre-eminence, 1836-1861

A. State banks file charters with their states


B. State then allowed state banks to print and issue money based on how much gold was kept in its vaults


C. No standard format of paper money among the several banks

V. Civil War and Greenbacks

A. Greenbacks issued as fiat money by the Union to fight the war. More money printed than gold held in reserves


B. Confederacy issues its own fiat money, based on cotton reserves


C. Greenbacks became very popular and led to civilian prosperity

VI. End of the War and Return to the Gold Standard


A. Banking interests lobby, and succeed, Republican leadership to remove most Greenbacks out of the economy. Money supply contracts—leads to Panic of 1873

B. Greenbacks kept as standard paper currency, albeit issued by state chartered banks.


C. Panic of 1873 leads to the “Long Depression” (coined by Paul Krugman)

D. Calls by Populists to increase the money supply by adopting the free coinage of silver—leads to passage of Sherman Silver Purchase Act.


E. Panic of 1893 blamed on the free coinage of silver. Sherman Silver Purchase Act repealed.


F. Some in the banking community start to consider the establishment of a national bank as necessary and good.

VII. Establishment of the Federal Reserve System in 1912

A. McKinley’s (R-OH) presidential election victories in 1896 and 1900 firmly establish the gold standard for the nation’s currency.

B. McKinley’s assassination leads to rise of Theodore Roosevelt (TR) to the Presidency—first Progressive President

C. TR’s attempts at banking reform fail due to banking interests of GOP


D. Taft’s (TR’s successor) attempt at financial reform nearly succeeded, rebuffed again by the banking interests.


E. Near financial collapse of Wall Street banks due to run on gold (at single-handed saving of the system by J.P. Morgan) get banking interest on board for financial reform.


F. Wilson’s (D-NJ) presidential victory in 1912 leads to creation of a new central bank—the Federal Reserve System

G. The Federal Reserve System:



1. The Fed is both public AND private in nature and operation



2. The Fed’s structure was meant to address fears of centralized power and not having any real control of the money supply.


3. The Fed is controlled by the private banking institutions that make up its membership, run by private bankers. However, leadership of the Fed (the Board of Governors) area all are appointed by the President and confirmed by the Senate.



4. The Fed’s public directives are few, but clear: maintain a stable money supply (low inflation), make sure the money supply grows at a rate that matches the nation’s economic growth, and adopt policies that promote full employment (5% unemployment rate)
