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Econ 113:  February 24, 2015 

• Postbellum Banking 

– National Bank Acts 

– 1920s Bank Failures 

• Changing Business Environment 

• Marketing & Distribution 

1863 & 1864 National Banking Acts 

1. Banks can obtain federal charter (“national banks”) 

– But not nationwide banking 

2. Only national banks issue national bank notes 

– Which must, by law, circulate at par 

3. State bank notes taxed: 

–   2 % June 1864 

– 10 % March 1865 
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National bank note (1865) 
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National Bank Note, 1900 
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National Bank Note, 1908 
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National Banking Acts, continued 

4. Capital Requirements 

  $200,000 if population > 50,000 

  $100,000 if 6,000 - 50,000 population 

  $ 50,000 if population < 6,000 

– Over 1/3 capital in U.S. bonds 

– Could issue bank notes for 90% of bond face value 
(limit ends 1875) 
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National Banking Acts, continued 

5. reserve requirements  

•  Reserves  

– Calculated as a % of deposits AND notes outstanding 

– Held as cash in vault plus deposits at a national bank in a 
"redemption city" 

• Requirements 

– 25 % for redemption city banks 

– 15 % for country banks 
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Where keep reserves 

• Country bank 

– At least 2/5 in vault 

– Less than 3/5 in redemption city national bank 

• Redemption city bank 

– At least ½ in vault 

– Less than ½ in New York City banks 

• NYC banks 

– All reserves in vault 

 

Banking                 1920s Bank Failures                      Changing Business Environment                    Marketing & Distribution 

More National, Fewer State Banks 
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Where were the banks? 
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Animated:  http://dsl.richmond.edu/historicalatlas/154/a/  

http://dsl.richmond.edu/historicalatlas/154/a/
http://dsl.richmond.edu/historicalatlas/154/a/
http://dsl.richmond.edu/historicalatlas/154/a/
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Everywhere, by 1910 
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Advantages to state charters 

• Lower capital requirements 

• Lower reserve requirements 

• Less vault cash required 

• Looser supervision 

• Less lending restrictions 

• But  

– can't issue national bank notes 

– can issue deposits  
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Threat of bank panics 

• Panic in small town can pull down . . . 

– Country banks, and  

– Redemption city banks, and 

– New York City banks 
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Rise of Investment Banking 

• Banking laws prohibited inter-state and sometimes even 
intra-state commercial banking 

• But large inter-state commerce required finance 

• Result:  The beginnings of Wall Street! 

– Goal: Channeling funds from savers to borrowers 

– Challenge:  Asymmetric Information 
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Establishment of the Fed 

• Periodic Financial Panics 

– 1870s, 1880s, 1890s, 1907 

– 1907 ended when JP Morgan & others provided liquidity to 
banks 

 

• Federal Reserve Act, 1913 

– Stabilize banking system (avoid panics) 

– Serve as agent for U.S. Treasury 

– Initially 20-year charter (here we go again…) but amended in 
1927 to be permanent charter 
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Bank Failures in Kansas in 1920s 

• David Wheelock 

• Question 

– Did deposit insurance increase bank failures? 

• Argument  

– Deposit insurance encourages risk taking by banks (moral 
hazard), so expect higher failure rates among insured banks 

• Counter-argument  

– Insured banks were in areas with high systemic risk due to 
agricultural distress 
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Testing the argument 

• Test 

– Control for agricultural distress 

– Then ask: Do insured banks fail more? 
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Changing Business Environment 

• labor force in agriculture decreasing 

• increased urban population 
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Changing Business Environment 

• real incomes rising (1875-1900) 
– industrial:   1.7% annually 

– non-farm:   1.5% annually 

– GNP:    3.1% annually 

 

• work hours down 
– leisure time up 

 

• many immigrants trying to assimilate through spending 
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Changing Business Environment 

• big business with high fixed costs 

– mass production 

 

• periodic business cycles 

–  1873-78 

–  1883-86 

–  1893-97 
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Marketing: Installment Selling 

• Installment Selling (more on this next Thursday) 

– Purchase of particular durable good 

– Down payment 

– Regular periodic payments 

– Singer sewing machines, starting 1856 

– Pianos, starting late 19th century 

– Autos, not until 1910s 
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Marketing: Advertising 

• "Reason-why" advertisements 

• Brand Names 

– Not just flour, but Gold Medal flour 

• Use of psychology in advertising begins about 1910 

– What psychological needs can the good meet?  Advertise 
those. 
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Psychology & advertising 

• ambition  

• pleasure 

• bodily comfort 

• possession 

• approval by others 

• appetite 

• love of offspring 

• health 

• sex attraction 

• parental affection 

 

Banking                 1920s Bank Failures                      Changing Business Environment                    Marketing & Distribution 

Distribution Networks 

• Dealers 

– Assemble, repair, inform, sell 

– Work for 1 company only 

• Franchised Dealers 

– Begins late 1800s 

– Small businessman 

– Pays manufacturer for franchise license 

– “Not big business” but “locally owned” 
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Distribution, continued 

• Department Stores 

– With catalogs for rural customers 

• Chain Store Movement 

– Grocery chains, beginning 1859 with A&P 

– Growth, especially 1920s & 1930s 

– Fewer services 

– Lower prices 
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