How the Banks Create Money

The Knickerbocker Trust in New York City was a people’s bank, a businessman’s bank, and a bank of the elite. Everyone in the community used it and trusted them with their money. The Knickerbocker Trust earned money just like any other bank earns money, by making loans and making investments. At the time Charles T. Barney was the President and was not exactly the most ethical person in business. 

Barney who invested most of the company’s money into a plan to drive up the cost of copper. To no avail, the plan soon folded out from underneath of him. At the time, another company was trying to hostilely
 take over another copper company which in turn drove the price of copper down severely. The decrease in the value of copper happened because the company that was the victim dumped all their assets into copper to drive down the price by increasing the supple of it. When the National Bank of Commerce found out what was going on, they stopped accepting checks from the Knickerbocker Trust which triggered a run on the bank to withdraw money. With the run on the Knickerbocker Trust came runs on banks all over New York City. Many banks were forced to close their doors to customers because they simply did not have money to give to their depositors. On Sunday, October 20, Barney went to J. P. Morgan to ask for his help. At first there was no help, then when Morgan realized that most of the banks in New York City were in danger of closing, stepped in to help by lending money and deciding on which banks to save and which to let go. Soon after this, Barney committed suicide. The reason why banks are so vulnerable if there is a rush on the bank is because they keep only a small percentage of what one actually deposits in their account. If someone were to deposit $100, the bank might keep $20 on hand and loan out or invest the other $80. As one can see, if everyone were to rush the bank, then very few people would actually get what was in their account. During the Great Depression this same instance of a rush on the banks happened again. When this happened, banks tried to call in their loans that they had with businesses, but few if any could actually repay them right then. One of the main problems that arose out the Depression was how banks speculated with people’s money by loaning out money that they really did not have to loan out in the first place. At this time the Federal Reserve System was playing a neutral role in the economy and the banking system. When Franklin Delano Roosevelt came into office, he wanted banks to end their speculation with their depositor’s money. One of the first things F.D.R. did once in office was to have a National Bank Holiday. This was to make sure that banks were capable of being open and handling claims made by depositors. This helped put the nation back on track with the financial institutions. 
� Hostilely: a person or thing that is antagonistic or unfriendly





