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accoun. They lend money fo usinesses. f you start
Jour own busines,you might aply 10 bank for 3
<l business loan. Banks alsolend money 0 ini-
vidals One day, you may buy 3 car o a house with
money from  bank loan.
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The Origins of B: 9

Money presented problemsfor many people
1000 years ago fust as it does today. People
haddiffculty findinga sae place o keep their
tiche. Carrying money made people the tar-
s ofthieves. Hiding it in their Homes did
not guaranteeissafety cither

I most communites there were gold-
smiths who kept a supply of gold to work
on in their busines. Because gold was o
valuabl, the goldsmiths kept it in heavy
safes. In time, the townspeople began to
bring their money o the goldsmiths for
safekeeping. Before long, local goldsmiths
had entered the money-keeping business,
charging a small fee for the servce.

Eventually, goldsmiths began providing
moneylendingservicesas well Townspeople
‘who needed money came to the goldsmiths
forloans. I retun or the loans, they signed
 paper promising (o repay the money by a
ceran dae and to pay ineret for using the
money. The it banks were bom.





[image: image2.jpg]promising to give up their property 1 the
money lender f the loans were not repaid on
time. Property used to guaraniee repayment
an s called collteral, Over time, these

money-lending practces developed nto the

Danking system we know today

CCIITIETEN Finding the Maindon

anksfs bcome nscessary?

The Banking System

dern b
complicated than that of the early money
lenders. Banks today handie bilions of

lars worth of deposits and withdrawals Busi

nesses and individuals ely upon the services
and security of banks to help them protect
and manage thelr money

Most people rely on banks for cheeking
and savings accounts. Although you usu:
ally do mot earm interest on regular checking
ccounts, you can casily acces the money

Types of Banks

Today businesss and indiduals Naveavriety o iersn ypesof
anks o chooserom. Wil th basic soices o each ypeof ek vy
simila they offer ifeent erices o thi customors.

Commercial Banks | Savin,
Commecial anks o ol onge
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1n thes ccouns. Money ' g
count s clled 3 demand depo
in checks iany ks s g8
omaied ellr machine AT ca
o o 0 wil
o secounts at vaos lcaiogil
time of day, even when the bank js =
Anoinr popula_ option for wiienek
moncy is e ceit cad,whieh s ek
ectone check

You can sl depost s R
savings account, heee i e et
e bank s you 0 ke th
In your savings sccount fo a il
ko of time, then the accoun s il
time depost, The amount of ety
puid depends on the ype of accout i
e thne depost accounts el
e of depost, or CDs. Wit e
acounts you recie a cenifiene g
ihe depoi, the time period,and th
st e, Anothe tpe of saving st

95 and Loan

nd oo assciations
olfnanciol senices o busnesses s that el poopl s
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Types of Banks

main types of banks in the
States—commercial b

s, savings

assoctations, savings banks, and

. Althor

s hanks have blurmed fn recent
distinctions remain,

h the differences

CommarcialBanks Mostof the banks In the
States are commercial banks. Com-

Al ks offer 3 full range of services

et checking, savings, and NOW
ey also make loans o Individu-
ssinesses. Many commercal banks
it cards and manage retire-
They have deparments
scrs manage property and

mercialbanks reinsured
sovermment agency called the Fed-
xponit Insurance Corporation (FDIC)
19 cact depostor was insured up 10
forsome reason a bank i unable
it deponttons thelr money, the FDIC
und thet deposits up 10 thisHunit

Stings and Loan Associations ks KW
svings oo
e created in the mid-18005 10 help people
s o They sl ccount ot e
Pt of home morgage K.

PRIMARY SOURCE

.A’

SKiLL Al

545 viton

During the 19805 federal legilation
allowed Sis o expand thee services
offer many of the same services as commer-
il ks Customers can obtan loans, open
checking savings, and NOW accounts, and
apply for credit cards. When this deregula-
tion first began, many S made risky oans
‘and other bad investments. As & result, hun=
s of S5 thioughout the couniry alled
i what became known a5 the SKL crss.
Unil 1989 the Federal Savings and Lown
Insurance Corposation (L) insured SEL





[image: image4.jpg]By August 1994 the RTC had saved more
than 730 savings and loans. The total
cost 10 taxpayers was estimated at nearly
5165 billon.

‘Savings Banks Savings banks began in the
early 18005 o encourag people who could.
make only very small deposits to save
Today these banks offera variety ofservices,

ncluding home loans. As with commercial
banks, deposits in savings banks are insured
by the FDIC

CreditUnions Most ereditunions ae estab-
lished by people who work for a single
company o belong t0 a single organization.
Credit unions are owned and operated by
their members.

FOCUS ON
Anna Escobedo)
Cabral
aose— )
1 2008, Present George W Bush
nominted Anna Escobedo Cabal o
be thefrty-second reasurer of the
Unied Sites. During he terure s easure, Cabeals signatre
appeared oneach new pce of curency o make the bl fical

Cabral,who grew up n Calforna, studied polical scence at

e Unversiy of Calforna,Davs. She later earned a master
of publc acminstaton degree a Hanrd Universy In the
19505 Cabral became depuy sttt drector of th Senate
Juiary Commitee, and she served 3 executve staffdector
of ihe Senate Repubican Conference Task Force n Hispric
Afars leaing 25 senatos on  mission 10 resp0nd 1 His~
paric ommunites. Afervards she became president and
chif executie oficer of the Hispanic Associaton on Corpo-
fate Responsbiy and the drectr of the Sthsonin it
tlon's Center fo Latno Intathes,

s weasurer, Cabrl was n charge of collecing anes though
th Internal Revenue Service She alo cversaw the printing and
miting of American curency nd served 34 3 Spokesperson
on tnancia educaton
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Comparing How ety
feronttypes of banks simiar?

The Federal Reserue System
At one time, banks were allowed 0 cndag
business with. few rules. AS a resul thy
sometimes lent money to high-nisk g,
ers and did not get enough colaeal
retum for loans. Some banks lent too mdh
Tmoney and did not keep chCUE RSN
Under these conditions, some banks fll.

Rumors occasionally spread thata
ticular bank was shaky. Deposltars
then start a run on the bank—mus
the bank to withdraw all ther
case the bank did fal. I too many
tors withdresw their money a
bank would have no funds
with money il in the bank
105t thelr savings.

To prevent such bank
ive people more confidence it
banks, the fedeal government
1o regulate the U, banking systen
Congress et up the "

banks by requiring that t
amount of money i rse
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{hefederal govemment. For example,Feens

o preas out it the economy fo e
Sccond, the 12 Federal Reserve barks
ondevarious services tostate and ation
i banks, and control the bankin systen,
example, 2 member bank can o 10 he
eral Reserve bank n s disrctand bor
s money. Doing 50 allows the member
arkto meet  high demand fo cah from
ne mermber bank must pay intereston
e oans i receies from the Fed, Just ke
vl or businesses. The rate of inter-
s charge to member banks by the Fed
e s called the discountrate, This
‘en influences the amovnt of money
valbl o banks for making loans

The Board of Governors
e Federal Reserve System is managed
om Washington, D.C., bya seven-member

bourd of governors. Each member

sppointed by the president, with the con-
et of the Senate, and serves for a single

Through its influence over the bank.

18 system, the Fed tries to keep the right
amount of currency In cisculation. When
‘cconomyis growingand moregoodsand
servicesare being produced, more Currency.
wceded in circulation. The additional
sscs and individuals

conomy.

ncy allows busines

ske part in a growing €&
- the currency supply grWs Ster

end 10
an the supply of goods, prices
ise. To prevent this, the Fed may tfy 0

“low the growth of the money Supply Of
0 take money out of crculation

I Anayin formation Hov

< th Federa Reserveraguate he sconom/?
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Banks and the
Money Supply
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W
from a by

t happens when you borrow money
K2 Imagine that you own and
operate a small computer repalr service
company. You need $5,000 to buy some
pment in order to service the I

60 not have the money yoursef, you apply
foraloan.

lon of computers Hecause y0

You meet with a loan office to explain
why you nieed this money. You bring in bus
s records that show that you have been
making a profit You might also bring finan.
cial analyses, called projections, that esi-
mate how your business will improve with
the added cquipment. In addition, you want
o convince the loan offcer that you will be
able o repay the loan. So you also point out
that you have no othe debis except fora car
oan, which you have always paid on time.
The loan officer nceds the approval of
the banks lending committee for lrger
loans. She does, however, have the author-
ity to approve smallr loans like yours on

Reviewing Ideas and Terms

1. Explain How did thefrt banks originate?

Define Wie » bref definiton for the terms.
collterl, savings and loan associations, and
credit unions.

b. Compare and Contrast Whtis the difer
nce between a demand depositaccount anda ime
deposit account?

3. Define Wie a bref definiion for the terms.
Federal Reserve System and discount rate.

b,

US. govermment decide o egulate banks, and howw

diditdo this?

Define Wite »brieldefntion for th term
scountin.

b. Analyze Information How do businessloans

help the US. economy grow?

516 curerenss

e . You v o SHOTAG oy
000, which you must epay np.

You do ot receive the full 35000, p%
e The bank deducs a smll g
tvance s the nerst 113 Chrgi o
Toan hdeposts the remaindee s e
ot checking account at the bak.Degge
7 the ntert on a o e
i discounting.

e you, receve the ian
e mew cqulpement. This st e
events ntackon: You can norfoitat
o service 0 your customes, ikt R
Il you make more money. The bankat
mkes money o the loan. Th cqupmee
compony uses the money it got oy
and othe customers 0 pay s emploes
and suppir. Peehaps it il even b e
(o cxpand s busines s el Intis vy
s ——
hroughont he Us: econoia

B> Identiing Cause and
Whatfactrs might cause a bank o agree ol

rize the different types of

that perate in the United States.

ntifying Cause and Effect Why did the  FOCUS on Writing

6. Summarizing Imagine that you are an
prolessor teaching acours tofuture

2 lsson explanng the pupose
Reserve banks. o 3




