HISTORY OF BANKING IN THE UNITED STATES

HISTORY OF BANKING IN THE UNITED STATES REVEALS A COMPLEX AND EVOLVING FINANCIAL LANDSCAPE THAT HAS SHAPED THE
COUNTRY’S ECONOMIC DEVELOPMENT SINCE ITS FOUNDING. FROM THE COLONIAL ERA’S RUDIMENT ARY CREDIT SYSTEMS TO THE
ESTABLISHMENT OF THE FIRST AND SECOND BANKS OF THE UNITED STATES, BANKING INSTITUTIONS HAVE PLAYED A CRUCIAL
ROLE IN FACILITATING COMMERCE, SUPPORTING GOVERNMENT OPERATIONS, AND STABILIZING THE ECONOMY. THIS HISTORY
ENCOMPASSES SIGNIFICANT MILESTONES SUCH AS THE CREATION OF THE FEDERAL RESERVE SYSTEM, TRANSFORMATIVE BANKING
REFORMS, AND RESPONSES TO FINANCIAL CRISES LIKE THE GREAT DEPRESSION. THROUGHOUT/ THE BANKING INDUSTRY HAS
ADAPTED TO REGULATORY CHANGES, TECHNOLOGICAL ADVANCEMENTS, AND SHIFTING ECONOMIC CONDITIONS. UNDERSTANDING
THE HISTORY OF BANKING IN THE UNITED STATES PROVIDES INSIGHT INTO THE FOUNDATIONAL STRUCTURES OF MODERN FINANCE
AND THE ONGOING CHALLENGES FACED BY BANKS AND REGULATORS. THE FOLLOWING SECTIONS OUTLINE KEY PERIODS AND
DEVELOPMENTS IN AMERICAN BANKING HISTORY THAT HIGHLIGHT ITS DYNAMIC NATURE AND ENDURING IMPACT.
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EARLY BANKING IN COLONIAL AMERICA

THE HISTORY OF BANKING IN THE UNITED STATES BEGINS IN THE COLONIAL PERIOD, WHERE FORMAL BANKING INSTITUTIONS WERE
LARGELY ABSENT. THE EARLY ECONOMY DEPENDED ON BARTER, COMMODITY MONEY, AND INFORMAL CREDIT SYSTEMS. CoLONISTS
OFTEN USED FOREIGN CURRENCIES SUCH AS THE BRITISH POUND, SPANISH DOLLAR, AND DUTCH GUILDER. DUE TO THE SCARCITY
OF HARD CURRENCY, MERCHANTS AND LOCAL GOVERNMENTS SOMETIMES ISSUED THEIR OWN BILLS OF CREDIT TO FACILITATE
TRADE AND PUBLIC EXPENDITURES.

CuUrrReNCY AND CreDIT IN THE COLONIES

COLONIAL GOVERNMENTS ISSUED PAPER MONEY AS PROMISSORY NOTES TO FINANCE MILITARY EFFORTS AND INFRASTRUCTURE
PROJECTS. THESE BILLS OF CREDIT WERE OFTEN BACKED BY FUTURE TAX REVENUES BUT SUFFERED FROM INFLATION AND
DEPRECIATION. PRIVATE MERCHANTS EXTENDED CREDIT TO CUSTOMERS BASED ON TRUST AND LOCAL REPUTATION, CREATING A
PATCHWORK FINANCIAL SYSTEM.

EARLY BANKING ATTEMPTS

THE FIRST BANKS IN AMERICA EMERGED IN THE LATE 18TH CENTURY, PRIMARILY IN COMMERCIAL HUBS LIKE PHILADELPHIA AND
NEw Y ORK. THESE EARLY BANKS WERE CHARTERED BY STATE LEGISLATURES AND SERVED LIMITED FUNCTIONS SUCH AS DEPOSIT-
TAKING AND LENDING TO MERCHANTS. HO\X/EVER, THEY WERE RELATIVELY FEW AND LACKED A UNIFORM REGULATORY

FRAME\W ORK.



THE FIRST AND SECOND BANKS OF THE UNITED STATES

THE ESTABLISHMENT OF THE FIRST BANK OF THE UNITED STATES IN 179 1 MARKED A PIVOTAL MOMENT IN THE HISTORY OF
BANKING IN THE UNITED STATES. PROPOSED BY ALEXANDER HAMILTON, IT AIMED TO STABILIZE THE NATIONAL ECONOMY,
MANAGE GOVERNMENT DEBT, AND CREATE A SOUND CURRENCY SYSTEM. THE BANK WAS CHARTERED FOR TWENTY YEARS AND
OPERATED AS A CENTRAL BANK WITH BOTH PUBLIC AND PRIVATE OWNERSHIP.

THE FIRsT BANK OF THE UNITED STATES

THE FIRST BANK FUNCTIONED AS THE GOVERNMENT’S FISCAL AGENT, ISSUING NOTES AND REGULATING CREDIT TO SUPPORT
ECONOMIC GROW TH. DESPITE POLITICAL OPPOSITION ARGUING IT EXCEEDED FEDERAL POWERS, THE BANK HELPED ESTABLISH
CREDITWORTHINESS FOR THE NEW NATION AND FACILITATED COMMERCE.

THe SeconDp BANk oF THE UNITED STATES

FOLLOWING THE EXPIRATION OF THE FIRST BANK’S CHARTER, THE SECOND BANK WAS CREATED IN 18 16 TO ADDRESS POST-
WAR FINANCIAL INSTABILITY. |T PERFORMED SIMILAR FUNCTIONS BUT FACED INTENSE POLITICAL CONTROVERSY, MOST NOTABLY
FROM PRESIDENT ANDREW JACKSON, WHO OPPOSED ITS INFLUENCE. THE BANK’S CHARTER WAS ULTIMATELY NOT RENEWED IN
1836, LEADING TO A PERIOD OF DECENTRALIZED BANKING.

THe FRee BANKING ErRA

THe Free BAnkING Era (1837-1863) IS CHARACTERIZED BY THE ABSENCE OF A CENTRAL NATIONAL BANK AND THE
PROLIFERATION OF STATE-CHARTERED BANKS. THIS PERIOD SAW RAPID GROWTH IN THE NUMBER OF BANKS, BUT ALSO INCREASED
FINANCIAL INSTABILITY DUE TO INCONSISTENT REGULATIONS AND THE ISSUANCE OF DIVERSE BANKNOTES.

STATE-CHARTERED BANKS

DURING THIS ERA, INDIVIDUAL STATES GRANTED CHARTERS TO BANKS WITH VARYING DEGREES OF OVERSIGHT. BANKS ISSUED
THEIR OWN CURRENCY NOTES BACKED BY SPECIE RESERVES OR STATE BONDS. THE LACK OF A UNIFORM CURRENCY LED TO
CONFUSION AND FREQUENT BANK FAILURES.

CHALLENGES AND RIsks

THE FREE BANKING ERA WAS MARKED BY RAMPANT SPECULATION, INADEQUATE CAPITAL, AND FRAUDULENT PRACTICES. BANk
RUNS AND FINANCIAL PANICS WERE COMMON, CONTRIBUTING TO ECONOMIC UNCERTAINTY. THESE CHALLENGES UNDERSCORED THE
NEED FOR A CENTRALIZED BANKING AUTHORITY.

ESTABLISHMENT OF THE FEDERAL RESERVE SYSTEM

THE CREATION OF THE FEDERAL RESERVE SYSTEM IN 19 13 WAS A LANDMARK EVENT THAT TRANSFORMED THE HISTORY OF
BANKING IN THE UNITED STATES. DESIGNED TO PROVIDE A CENTRAL BANKING AUTHORITY, THE FEDERAL RESERVE AIMED TO
STABILIZE THE BANKING SYSTEM, REGULATE MONETARY POLICY, AND SERVE AS A LENDER OF LAST RESORT.

ORIGINS AND PURPOSE

THE FEDERAL RESERVE WAS ESTABLISHED IN RESPONSE TO RECURRING FINANCIAL CRISES, PARTICULARLY THE PANIC OF ]907,



WHICH EXPOSED WEAKNESSES IN THE BANKING INFRASTRUCTURE. THE FEDERAL RESERVE SYSTEM CONSISTS OF A BOARD OF
GOVERNORS, TWELVE REGIONAL FEDERAL RESERVE BANKS, AND THE FEDERAL OPEN MARkeT CommiTTeE (FOMO).

FUNCTIONS AND IMPACT

THe FEDERAL RESERVE REGULATES MEMBER BANKS, CONTROLS THE MONEY SUPPLY, AND SETS INTEREST RATES TO PROMOTE
ECONOMIC STABILITY. |TS ACTIONS HAVE PLAYED A CRITICAL ROLE IN MITIGATING ECONOMIC DOWNTURNS AND GUIDING
MONETARY POLICY THROUGHOUT THE 20TH AND 2 1ST CENTURIES.

BANKING REFORMS AND THE GREAT DEPRESSION

THE GREAT DePRESSION OF THE 1930S PROFOUNDLY INFLUENCED THE HISTORY OF BANKING IN THE UNITED STATES BY
EXPOSING SYSTEMIC WEAKNESSES AND PROMPTING SWEEPING REFORMS. THE ECONOMIC COLLAPSE LED TO WIDESPREAD BANK
FAILURES, MASSIVE UNEMPLOYMENT, AND LOSS OF PUBLIC CONFIDENCE.

BANKING CRIsIS oF THE 1930s

BeTween 1930 AND 1933, THOUSANDS OF BANKS FAILED, WIPING OUT THE SAVINGS OF MANY AMERICANS. BANK RUNS
BECAME COMMON AS DEPOSITORS RUSHED TO WITHDRAW FUNDS, FURTHER DESTABILIZING THE FINANCIAL SYSTEM.

New DeaL BANKING REFORMS

IN RESPONSE, THE FEDERAL GOVERNMENT IMPLEMENTED SIGNIFICANT REFORMS, INCLUDING!:

e THe BANKING ACT ofF 1933 (GLASS-STEAGALL ACT), WHICH SEPARATED COMMERCIAL AND INVESTMENT BANKING.

o CREATION OF THE FeperaL DeposiT INSURANCE CorPorATION (FDIC) TO INSURE BANK DEPOSITS AND RESTORE
CONFIDENCE.

® REGULATION OF SECURITIES MARKETS THROUGH THE SECURITIES ACT oF 1933 AND THE SECURITIES EXCHANGE ACT OF
1934.

THESE MEASURES HELPED STABILIZE THE BANKING SECTOR AND LAID THE FOUNDATION FOR MODERN FINANCIAL REGULATION.

MoDErRN DEVELOPMENTS IN U.S. BANKING

THE HISTORY OF BANKING IN THE UNITED STATES CONTINUES TO EVOLVE WITH TECHNOLOGICAL ADVANCEMENTS, REGULATORY
CHANGES, AND GLOBALIZATION. THE LATE 20TH AND EARLY 2 1ST CENTURIES HAVE SEEN SIGNIFICANT SHIFTS IN BANKING
PRACTICES AND STRUCTURES.

DEREGULATION AND INNOVATION

THe 1980s AnD 1990S WITNESSED SUBSTANTIAL DEREGULATION, INCLUDING THE REPEAL OF PARTS OF THE GLASS-
STEAGALL ACT, ALLOWING GREATER INTEGRATION BETWEEN COMMERCIAL AND INVESTMENT BANKING. TECHNOLOGICAL
INNOVATIONS SUCH AS ELECTRONIC FUNDS TRANSFERS, ONLINE BANKING, AND AUTOMATED TELLER MACHINES REVOLUTIONIZED
CUSTOMER ACCESS AND SERVICES.



FINANCIAL CRISES AND REGULATORY RESPONSES

THe 2008 FINANCIAL CRISIS, TRIGGERED BY THE COLLAPSE OF THE HOUSING MARKET AND RISKY LENDING PRACTICES, LED TO THE
FAILURE OF MAJOR FINANCIAL INSTITUTIONS AND REQUIRED GOVERNMENT INTERVENTION. THE Dobb-FRANK W ALL STREET
RerorM AND CoNSUMER ProTECTION ACT oF 20 10 INTRODUCED COMPREHENSIVE REGULATIONS AIMED AT REDUCING SYSTEMIC
RISK AND ENHANCING CONSUMER PROTECTIONS.

CURRENT TRENDS

TODAY, THE U.S. BANKING INDUSTRY FACES CHALLENGES AND OPPORTUNITIES RELATED TO DIGITAL CURRENCIES, FINTECH
INNOVATION, CYBERSECURITY, AND EVOLVING CONSUMER PREFERENCES. REGULATORY FRAMEWORKS CONTINUE TO ADAPT IN
RESPONSE TO THESE DYNAMIC FACTORS, ENSURING THE ONGOING STABILITY AND EFFICIENCY OF THE BANKING SYSTEM.

FREQUENTLY ASkeD QUESTIONS

\WHEN WAS THE FIRST BANK ESTABLISHED IN THE UNITED STATES?

THE FIRST BANK IN THE UNITED STATES WAS THE BANK OF NORTH AMERICA, ESTABLISHED IN 178 1 IN PHILADELPHIA.

\WHAT ROLE DID ALEXANDER HAMILTON PLAY IN THE HISTORY OF BANKING IN THE U.S.?

ALEXANDER HAMILTON, AS THE FIRST SECRETARY OF THE TREASURY, ESTABLISHED THE FIRST BANK OF THE UNITED STATES IN
17971 To STABILIZE AND IMPROVE THE NATION'S CREDIT AND MANAGE GOVERNMENT FINANCES.

WHAT WAS THE SIGNIFICANCE OF THE SECOND BANK OF THE UNITED STATES?

THe SEconD BANk OF THE UNITED STATES, CHARTERED IN 18 16, SERVED AS A CENTRAL BANK TO REGULATE CURRENCY AND
CREDIT, BUT IT FACED OPPOSITION LEADING TO ITS CHARTER NOT BEING RENEWED IN 18306.

How pIb THE NATIONAL BANKING ACTs oF 1863 AND 1864 IMPACT U.S. BANKING?

THE NATIONAL BANKING ACTS ESTABLISHED A SYSTEM OF NATIONALLY CHARTERED BANKS AND CREATED A UNIFORM NATIONAL
CURRENCY, HELPING TO STABILIZE THE BANKING SYSTEM DURING AND AFTER THE CiviL W AR.

\WHAT CAUSED THE GREAT DEPRESSION'S BANKING CRISES IN THE 1930s?

THE GREAT DEPRESSION LED TO WIDESPREAD BANK FAILURES DUE TO ECONOMIC COLLAPSE, LOSS OF CONFIDENCE, AND BANK
RUNS, PROMPTING FEDERAL REFORMS LIKE THE ESTABLISHMENT OF THE FDIC To INSURE DEPOSITS.

How pID THE GLASS-STEAGALL ACT oF 1933 CHANGE BANKING IN THE UNITED
STATES?

THE GLASS-STEAGALL ACT SEPARATED COMMERCIAL AND INVESTMENT BANKING ACTIVITIES TO REDUCE RISKS AND PREVENT
ANOTHER FINANCIAL COLLAPSE, AND IT ESTABLISHED THE FDIC TO INSURE BANK DEPOSITS.

\WHAT LED TO THE DEREGULATION OF BANKING IN THE LATE 20TH CENTURY?

DEREGULATION IN THE LATE 20TH CENTURY, INCLUDING LAWS LIKE THE GRAMM-LEACH-BLILEY ACT oF 1999, WAS DRIVEN BY
A DESIRE TO INCREASE COMPETITION AND MODERNIZE BANKING, ALLOWING COMMERCIAL BANKS, INVESTMENT BANKS, AND
INSURANCE COMPANIES TO CONSOLIDATE.



ADDITIONAL RESOURCES

1. THE HisTORY OF BANKING IN THE UNITED STATES

THIS BOOK OFFERS A COMPREHENSIVE OVERVIEW OF THE DEVELOPMENT OF BANKING INSTITUTIONS IN THE U.S. FROM COLONIAL
TIMES THROUGH THE MODERN ERA. |T EXPLORES THE EVOLUTION OF BANKING LAWS, THE ESTABLISHMENT OF THE FEDERAL
RESERVE, AND THE IMPACT OF ECONOMIC CRISES ON THE BANKING SYSTEM. THE AUTHOR PROVIDES DETAILED ANALYSIS OF HOW
BANKING SHAPED THE COUNTRY'S ECONOMIC GROW/TH.

2. A MonNeTARY HisTORY OF THE UNITED STATES, 1867-1960 BY MILTON FRIEDMAN AND ANNA J. SCHWARTZ

A SEMINAL WORK IN ECONOMIC HISTORY, THIS BOOK EXAMINES THE ROLE OF MONETARY POLICY AND BANKING IN THE ECONOMIC
FLUCTUATIONS OF THE LATE 19TH AND EARLY 20TH CENTURIES. IT ARGUES THAT MISMANAGEMENT OF THE MONEY SUPPLY BY
BANKS AND THE FEDERAL RESERVE CONTRIBUTED SIGNIFICANTLY TO THE GREAT DEPRESSION. THE DETAILED EMPIRICAL ANALYSIS
HAS MADE IT A CORNERSTONE IN UNDERSTANDING U.S. FINANCIAL HISTORY.

3. THe Bankers’ New CLOTHES: WHAT'S WRONG wiTH BANKING AND WHAT To Do ABoUT ITBY ANAT ADMATI AND
MARTIN HELLWIG

\X/HILE MORE CONTEMPORARY, THIS BOOK PROVIDES CRITICAL INSIGHTS INTO THE STRUCTURE AND REGULATION OF THE U.S.
BANKING SYSTEM. |T TRACES HISTORICAL BANKING PRACTICES AND EXPLAINS HOW THEY HAVE EVOLVED INTO CURRENT
CHALLENGES. THE AUTHORS ADVOCATE FOR REFORMS TO PREVENT FINANCIAL CRISES AND IMPROVE THE STABILITY OF BANKS.

4. THe GREAT DEPRESSION AND THE REGULATION OF BANKING

FOCUSING ON THE TRANSFORMATIVE PERIOD OF THE 1930S, THIS BOOK DETAILS HOW THE GREAT DEPRESSION LED TO
SWEEPING CHANGES IN BANKING REGULATION IN THE UNITED STATES. |IT COVERS THE CREATION OF THE FDIC, THE GLASS-
STEAGALL ACT, AND THE FEDERAL RESERVE'S NEW ROLE. THE WORK HIGHLIGHTS THE INTERPLAY BETWEEN BANKING CRISES AND
LEGISLATIVE RESPONSES.

5. AMErRICA’S BANK: THE EPIC STRUGGLE To CREATE THE FEDERAL RESERVE BY ROGER LOWENSTEIN

THIS NARRATIVE RECOUNTS THE POLITICAL AND ECONOMIC BATTLES THAT CULMINATED IN THE FOUNDING OF THE FEDERAL
RESERVE SYSTEM IN 19 13. |T DELVES INTO THE PERSONALITIES, POWER STRUGGLES, AND FINANCIAL CRISES THAT MOTIVATED
THE CREATION OF A CENTRAL BANK. THE BOOK OFFERS A VIVID HISTORICAL CONTEXT FOR UNDERSTANDING THE U.S. BANKING
SYSTEM’S CENTRAL INSTITUTION.

6. FroM PANIC To Power: How THE FEDERAL RESERVE CREATED THE MODERN FINANCIAL SYSTEM

THIS BOOK TRACES THE FEDERAL RESERVE'S EVOLUTION FROM ITS INCEPTION TO BECOMING A DOMINANT FORCE IN U.S.
FINANCIAL MARKETS. |T DISCUSSES KEY EVENTS SUCH AS THE GREAT DEPRESSION, POST-WAR ECONOMIC BOOM, AND THE 2008
FINANCIAL CRISIS. THE AUTHOR EMPHASIZES THE FED’'S ROLE IN STABILIZING AND SHAPING THE BANKING INDUSTRY.

7. BANKING ON THE FUTURE: THE FALL AND RISE OF CENTRAL BANKING BY HowARD DAVIES AND DAVID GREEN

EXPLORING THE HISTORY AND REFORMS OF CENTRAL BANKING, THIS WORK COVERS THE U.S. BANKING SYSTEM’S CENTRAL ROLE IN
GLOBAL FINANCE. |T INCLUDES HISTORICAL BANKING CRISES AND THE REGULATORY CHANGES THAT FOLLOWED. THE BOOK OFFERS
INSIGHTS INTO HOW AMERICAN BANKING HISTORY INFLUENCED CENTRAL BANKING PRACTICES WORLDW IDE.

8. THe Panic of 1907: LESSONS LEARNED FROM THE MARKET 'S PerrecT STorMBY ROBERT F. BRUNER AND SEAN D. CARR
THIS DETAILED ACCOUNT OF THE 1907 BANKING PANIC EXPLAINS HOW A SERIES OF RUNS ON BANKS THREATENED THE ENTIRE
FINANCIAL SYSTEM. THE NARRATIVE HIGHLIGHTS THE ABSENCE OF A CENTRAL BANK AT THE TIME AND HOW THIS CRISIS SPURRED
THE CREATION OF THE FEDERAL RESERVE. THE BOOK SERVES AS A CRUCIAL CASE STUDY ON BANKING STABILITY IN U.S.
HISTORY.

Q. HisTorYy oF THE AMERICAN BANKING SYSTEMBY BRAY HAMMOND

A CLASSIC HISTORICAL ANALYSIS, THIS BOOK TRACES THE ORIGINS AND DEVELOPMENT OF BANKING IN THE UNITED STATES FROM
COLONIAL TIMES TO THE EARLY 20TH CENTURY. |IT COVERS KEY BANKING INSTITUTIONS, LEGISLATION, AND ECONOMIC IMPACTS
IN DETAIL. HAMMOND’S THOROUGH SCHOLARSHIP MAKES IT ESSENTIAL READING FOR UNDERSTANDING AMERICAN FINANCIAL
HISTORY.
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