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Student Resources
	Resource
	Description 

	Student Resource 4.1
	A History of US Banking

	Student Resource 4.2
	Research A Brief History of US Banking

	Student Resource 4.3
	Assignment: Banks and Our Economy

	Student Resource 4.4
	Reading: Banks and Our Economy

	Student Resource 4.5
	Assignment: Introduction to the Federal Reserve

	Student Resource 4.6
	Reading: Introduction to the Federal Reserve



Student Resources 4.1 and 4.2
A Brief History of US Banking
Student Name:_______________________________________________________ Date:___________
Directions: Conduct online research to fill in the chart below.  Start with this Article: History of Banking in the United States
Key Data Points:
Key data points help you remember the most important points. Then write a summary of the reading on the next page. Use at least two key words from each section in your summary.
	Section

	Key Data Points

	The First Banks: 1791 to 1836

	

	Many Kinds of Money: 1836 to 1864

	

	Creating a National Currency: 1864 to 1914

	

	The Banking Crisis: 1929 to 1933

	

	A Revolution in Banking: 1970s to Today

	


Write your summary on the next page:



































Student Resource 4.3
Assignment: Banks and Our Economy
Student Names:_______________________________________________________ Date:___________
Directions: Read all of the statements that follow. Decide whether you agree or disagree with each statement. Discuss your ideas with your group. Give at least two reasons for your response. Then read Student Resource 4.4, Banks and Our Economy. Compare your perceptions with the facts and make edits as needed.
Banks make most of their profit by taking in deposits from individuals, lending that money to others, and charging interest on the loans.


Today’s US banking system ensures that if everybody who has money on deposit in the banks suddenly decides to take out their money all at once, all depositors can get their cash.



· The federal government in Washington, DC, has established that a group has to have $1,000,000 to start a bank.



Stockholders generally own banks.


Banks compete with credit unions, finance companies, investment banks, insurance companies, and many other financial services providers.


Student Resource 4.4
Reading: Banks and Our Economy
Bank is a term people use broadly to refer to many different types of financial institutions. What you think of as your bank may be a bank and trust company, a savings bank, a savings and loan association, or another depository institution.
Banks: What Are They?
Banks are institutions based almost entirely on financial transactions. This means that the services provided by banks involve transactions that produce a change in status of the finances of the institution itself and the consumer. 
One of the main services provided by banks is that of accepting deposits and making loans. Deposits are money people leave in an institution with the understanding that they can get it back at any time or at an agreed-upon future time. A loan is money lent out to a borrower, generally to be paid back with interest. This action of taking deposits and making loans is called financial intermediation. A bank’s business, however, does not end there.
Most people and businesses pay their bills through bank checking accounts, placing banks at the center of our payments system. Banks are the major source of consumer loans—for cars, houses, and education—as well as the main lenders to businesses, especially small businesses.
Banks are often described as our economy’s engine, in part because of these functions but also because of the major role banks play as instruments of the government’s monetary policy.
How Banks Create Money
Banks can’t lend out all the deposits they collect, or they wouldn’t have funds to pay out to depositors. Therefore, they keep primary and secondary reserves. Primary reserves are cash, deposits due from other banks, and the reserves required by the Federal Reserve System. Secondary reserves are securities that banks purchase, which they can sell to meet short-term cash needs. These securities are usually government bonds. Federal law sets requirements for the percentage of deposits a bank must keep on reserve, either at the local Federal Reserve Bank or in its own vault. Any money a bank has on hand after it meets its reserve requirement is its excess reserves.
The excess reserves are what create money. This is how it works (using a theoretical 20% reserve requirement): You deposit $500 in YourBank. YourBank keeps $100 of it to meet its reserve requirement but lends $400 to Ms. Smith. She uses the money to buy a car. The Sav-U-Mor Car Dealership deposits $400 in its account at TheirBank. TheirBank keeps $80 of it on reserve but can lend out the other $320 as its own excess reserves. When that money is lent out, it becomes a deposit in a third institution, and the cycle continues. Thus, in this example, your original $500 becomes $1,220 on deposit in three different institutions. This phenomenon is called the multiplier effect. The size of the multiplier depends on the amount of money banks must keep on reserve.
The Federal Reserve can contract or expand the money supply by raising or lowering banks’ reserve requirements. Banks themselves can contract the money supply by increasing their own reserves to guard against loan losses or to meet sudden cash demands. A sharp increase in bank reserves, for any reason, can create a credit crunch by reducing the amount of money a bank has to lend.
How Banks Make Money
Although public policy makers have long recognized the importance of banking to economic development, banks are privately owned, for-profit institutions. Stockholders generally own banks; the stockholders’ stake in the bank forms most of its equity capital, a bank’s ultimate buffer against losses. At the end of the year, a bank pays some or all of its profits to its shareholders in the form of dividends. The bank may retain some of its profits to add to its capital. Stockholders may also choose to reinvest their dividends in the bank.
Banks earn money in three ways:
They make money from what they call the spread, or the difference between the interest rate they pay for deposits and the interest rate they receive on the loans they make.
They earn interest or dividends on the securities they hold.
They earn fees for customer services, such as checking accounts, financial counseling, loan servicing, and the sales of other financial products (e.g., insurance and mutual funds).
To measure how profitable a bank’s assets are in generating revenue, the return on assets (ROA) ratio is used. The ROA determines how well management is employing the bank’s assets to make a profit. It is calculated by comparing net income to average total assets and is expressed as a percentage.
A Short History of American Banks
The first American banks appeared early in the 18th century to provide currency to colonists who needed a means of exchange. Originally, banks only made loans and issued notes for money deposited. Checking accounts appeared in the mid-19th century, the first of many new bank products and services developed through the state banking system. Today, banks offer credit and debit cards, automatic teller machines, NOW (negotiable order of withdrawal) accounts, individual retirement accounts, home equity loans, and a host of other financial services.
In today’s evolving financial services environment, many other financial institutions provide some traditional banking functions. Banks compete with credit unions, finance companies, investment banks, insurance companies, and many other financial services providers. They continue to evolve to meet the changing needs of their customers, as they have for the past 200 years. If banks did not exist, we would have to invent them.
Banks and Public Policy
Our government’s earliest leaders struggled over the shape of our banking system. They knew that banks have considerable financial power. Should this power be concentrated in a few institutions, they asked, or shared by many? Alexander Hamilton argued strongly for one central bank. That idea troubled Thomas Jefferson, who believed that local control was the only way to restrain banks from becoming financial monsters.
We’ve tried both ways, and our current system seems to be a compromise. It allows for a multitude of banks, both large and small. Both the federal and state governments issue bank charters for “public need and convenience” and regulate banks to ensure that they meet those needs. The Federal Reserve controls the money supply at the national level based on the demand for currency; the nation’s individual banks facilitate the flow of money in their respective communities.
Because banks hold government-issued charters and generally belong to the Federal Deposit Insurance Fund, state and federal governments have considered banks as instruments of broad financial policy beyond money supply. Governments encourage or require various types of lending; for instance, they enforce nondiscrimination policies by requiring equal opportunity lending. They promote economic development by requiring lending or investment in banks’ local communities and by deciding where to issue new bank charters. Using banks to accomplish economic policy goals requires a constant balancing of banks’ needs against the needs of the community. Banks must be profitable to stay in business, and a failed bank doesn’t meet anyone’s needs.


Student Resource 4.5
Assignment: Introduction to the Federal Reserve
Name: ____________________________________________Date: __________________________
Directions: Read Student Resource 4.6, Introduction to the Federal Reserve. As you read, answer the questions below. You may consult with your group members to decide on the best answers.

Why did President Wilson establish The Federal Reserve System (the Fed)?




Why wouldn’t a bank be able to give every single customer all of the money he or she has deposited with the bank at the same time?




Why might a local bank choose to become a member of the Fed?






Of the Fed’s four main functions, which one do you think is the most important? Explain your reasoning.
Student Resource 4.6
Reading: Introduction to the Federal Reserve
What Is the Federal Reserve?
The Federal Reserve System is the central banking system of the United States. It comprises the Federal Reserve Board, the Federal Open Market Committee (FOMC), the 12 Federal Reserve Banks, the national and state member banks, and various advisory councils. Its primary purpose is to regulate the flow of money and credit in the country.
The Federal Reserve System (often referred to as the Fed) was established in 1913 by President Wilson to bring stability to the banking system. Before this time, many banks failed and there were many financial panics. A financial panic is when word spreads that a bank may go bankrupt and large groups of people run to the bank to get their money out before the bank goes under.
The Federal Reserve Bank is essentially a “bankers’ bank.” In fact, the Federal Reserve serves as a bank for banks and performs many services for financial institutions that a local bank performs for people.
Banks operate on the assumption that not everyone will demand their deposits all at once. Because banks are allowed to invest part of the money that’s deposited with them by their customers, they’re not likely to have everyone’s cash deposits in the vault. So they’re unable to simultaneously return everyone’s money. For example, if you deposit $100 in a savings account and the bank pays you 2% interest, the bank may turn around and invest part of your money somewhere else for perhaps 5% interest. The spread is the difference between 2% and 5%. In this example, the bank would make 3% on the spread. The Fed sets the limits on what portion of money deposited by customers may be invested elsewhere.
There are seven Federal Reserve Boards of Governors, appointed by the president of the United States and approved by the Senate, who manage the Federal Reserve. Each of the 12 Federal Reserve banks represents a geographical area of the US and its territories. These aren’t banks whose customers are individuals or businesses. Reserve banks serve private member banks by holding reserves or their member banks’ deposits, minting money, and performing functions that help regulate the economy.
What services does the Federal Reserve provide for the federal government?
The four main functions of the Fed are to:
Affect monetary policy to influence the employment rate, prices, and short-term interest rates
Regulate banks and protect consumers’ financial rights
Stabilize and maintain the financial system and promote economic growth
Provide financial services to depository institutions, the US government, and central banks of other countries. Oversee the Nation’s payments systems
What services does the Federal Reserve provide for financial institutions?
By law, all national banks must be members of the Fed. State and local banks may be members if they so choose, and they are managed within the guidelines established by the Fed. Each member bank must deposit a certain amount of its capital (currently 3%) with one of the Federal Reserve banks in return for membership. Membership allows banks to borrow money from the federal government at a discount rate and then lend that money to customers at the market rate. The difference between the rate paid for borrowing from the Fed and the rate charged for lending money to customers is called the spread. Banks make money on this spread. When the Fed wants to make money more available for consumers, it lowers the discount rate. When the Fed wants to tighten the money supply, it raises the discount rate.

Fed Quick Facts:
	The Federal Reserve System

	7 Federal Reserve Board of Governors
	Appointed by the president and approved by the Senate

	12 Federal Reserve banks
	Designated by geographic location

	About 3,000 member banks
	National, state, and local banks that deposit 3% of their capital with the Fed



	The 12 Federal Reserve Banks

	City
	Letter*
	Number

	Boston
	A
	1

	New York
	B
	2

	Philadelphia
	C
	3

	Cleveland
	D
	4

	Richmond
	E
	5

	Atlanta
	F
	6

	Chicago
	G
	7

	St. Louis
	H
	8

	Minneapolis
	I
	9

	Kansas City
	J
	10

	Dallas
	K
	11

	San Francisco
	L
	12


*If you look on the old-style paper money, you’ll find where it was minted by locating the letter and number designation on the bill.
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