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This will be the concluding part of our Money & Banking course.  We skip Chapter XII, The Origins of Central Banking, due to lack of time.  

At this point in our studies, having learned what central banking is and how it operates, we examine the origins of central banking in the United States.  Students need to be familiar with the history of money and banking in the United States, and its importance for our wealth and prosperity.  

Central banking in the United States has gone through a gradual process of development beginning in 1791 with the First Bank of the United States and until 1913 when the Federal Reserve System—a full-blown central bank—was signed into law—some one hundred and twenty-two years later. What we will notice is that under central banking, expansion of the supply of money, rising prices, with sharp expansions and contractions in business and banking activity, and depressions are all too common features of centralized banking—the nature of such a system.   The old adage is that history will repeat itself when you follow the same path. Let’s begin with the first phase of centralized banking in the U.S.

CORRECT:   /87  =  .00  =  /10

Chapter XIII   Central Banking in the United States I:  The Origins
Question 1:  Who were the Nationalists and what did they believe?  (5 points)

Answer 2:

Question 2:  The Bank of North America was granted monopoly privileges by Congress.  What were these privileges?   (5 points)

Answer 2:

a)

b)

c) 

Question 3:  What eventually happened to the Bank of North America?  (5 points)

Answer 3:

Question 4:  

a)  Describe the First Bank of the United States(BUS) in terms of its national charter  in 1791. (5 points)

b)  With the creation of the first BUS, explain what happened to monetary inflation, wholesale prices, speculation and the newly created commercial banks from 1791 to 1796?  (5 points)

c)  Even though the BUS was not rechartered in 1811, it is interesting to note that merchants, Chambers of Commerce, and most state banks were in favor of  rechartering the BUS?  Why?  (5 points)

Answer 4:

a)

b)  

c)

Question 5 

a) Why did the U.S. government encourage an enormous expansion in the number of banks and in bank notes and deposits in 1811 to 1815?  (2 points)

b)  Why did free banking, as defined and explained in Chapter VIII, not work as well in the U.S. during this time period?  (5 points)

c)  Did the general suspension of specie payment set a precedent for all financial crises from then on?  Explain.  (5 points)

Answer 5:

a)

b)

c)

Question 6:  

a)  After the War of 1812, what was the state of the monetary system and banking like in the U.S.?  (5 points)

b)  Describe the Second Bank of the United States (Second BUS) in terms of its national charter  in 1811. (5 points)

c)  What was the purpose of the Second Bank of the United States?  (5 points)

d)  The most eloquent attack on the new Second BUS was that of the Old Republican from Virginia, John Randolph.  In short, what did Randolph warn about a central bank?  

(5 points)

Answer 6:

a)

b)

c)

d)

Question 7:  

a)  From its inception, the Second BUS launched a massive inflation of money and credit.  Explain.  (5 points)

b)  The expansionary operations of the Second BUS impelled an inflationary expansion of state banks on top of the enlargement of the central bank.  From 1816 to 1818, what was the increase in the number of State banks and the total money supply like?  (5 points)

c)  The Second BUS was in danger of going under and was illegally failing to maintain specie payments by July 1818.  The contraction in 1) money and credit by the Second BUS, and 2) the number incorporated banks from 1818 to 1822 was incredible.  Explain. (5 points)

Answer 7:

a)

b)

c)

Question 8: 

a)  The Second BUS was supposed to bring the blessings of a uniform paper currency to the United States, but instead what was the result?  Be specific.  (10 points)

