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Panel on “Banking Union” 
 

1. If the United States could form a workable banking union among 13 states at the 
beginning in the 1790s, among 30 or so states by the time of the Civil War in the 1860s, 
among 48 states on the eve of World War I in 1914, and among 50 states despite the 
banking debacle of the Great Depression by mid-20th century, and these US states were at 
very different levels of economic development throughout this period, one could easily 
think that the task of forming a European banking union in the early 21st century 
among the 17 Euro-Zone states and the 27-28 E.U. states would be comparatively 
easy. 

2. From the 1780s to the early 1860s, individual states of the American Union were the 
chartering (and eventually, regulatory) authorities for banks. Until the late 1830s, all state 
banks were chartered on an individual-bank basis by special acts of state legislatures, and 
most banks of the period were these “chartered” banks. In 1838, New York State passed a 
general incorporation law for states, the so-call Free Banking Act.  This made bank 
incorporations an administrative function rather than a legislative function of state 
governments. A number of other states emulated New York, mostly in the 1850s, by 
enacting similar “Free Banking” laws. Like the early US, the states of the European 
Union also are responsible for incorporating banks. 

3. Despite the multiplicity of state chartering authorities for banks, the American Union 
managed to achieve a relatively coherent banking union through two mechanisms.  The 
first of these was the operations of two central banks chartered by Congress, the first and 
second Banks of the United States (BUSs), which practiced nationwide branch banking 
from 1791 to 1811 and then again from 1816 to 1836. These were the banks of the federal 
government of the American Union, and by far the largest banks in the country.  They 
received the liabilities of state banks as payments to the federal treasury, a feature that 
gave them Union-wide regulatory powers over the US banking system.  Those powers 
caused political problems for the two central banks, leading to non-renewal of their 
national charters in 1811 and 1832.  Bray Hammond, a leading scholar of antebellum 
banking more than half a century ago, argued that the 1832 failure to renew the second 
BUS transformed US banking from about the best in the world to about the worst over 
the next three decades.  More recently, Michael Bordo, another leading scholar of 
banking and monetary history, reiterated the view that the BUS was a fine central bank 
that the US ought to have kept. The European Central Bank (ECB) in principle could 
contribute to a relatively coherent banking union just as the two BUSs did. 

4. Perhaps the results of killing the central bank in the 1830s were not as bad as Hammond 
thought.  That was because of a second mechanism that developed to make the American 
banking union relatively coherent.  This was an elaborate system of correspondent 
banking relationships that developed without any governmental oversight to connect 
banks within and across state borders. European banks appear to have similar 
correspondent relationships within and across state borders, but cross-border 
banking relationships perhaps still have not developed to the extent they did in the 
US banking union a century or more ago.   



5. During the 1860s, the federal government launched the National Banking System, a 
system of federally incorporated banks that were regulated by a national authority, the 
Comptroller of the Currency housed in the US Treasury Department. Despite the word 
“National”, these federally chartered banks operated within state borders and, in an act of 
federal deference to states, they had to follow many of the banking rules and regulations 
of the states in which they operated.  But the National Banking System encouraged a 
nationwide reserve system and a centralization of reserves in so-called reserve city banks 
and central reserve city banks.  New York City national banks were at the apex of this 
reserve system and, along with the US Treasury Department and private clearing houses, 
discharged some central banking functions during the period 1863 to 1913 when the US 
continued to have no official central bank.  US states also continued to charter banks, so 
the US had a “dual banking system” of federally and state-chartered banks. Although the 
leading banks of the EU can establish offices in states other than the ones of their 
origin, there is no US-like mechanism whereby the EU itself can charter banks.   

6. The advent of the Federal Reserve System (the Fed) a century ago in 1913-1914 re-
established a central bank in the American Union.  It was and remains a decentralized 
central bank with 12 regional Reserve Banks, but the Depression-era Banking Act of 
1935 made it a much more centralized institution than it had been during its first two 
decades.  In subsequent decades the Fed’s regulatory powers over the entire US banking 
system were enhanced.  The Depression era also brought federal deposit insurance (the 
FDIC) and the Glass-Steagall separation of commercial and investment bank (repealed in 
the 1990s) to the US.  In Europe, the ECB has a similar structure to the Fed’s, but 
deposit insurance is provided by the EU states rather than the EU. 

7. Compared to most of the world’s national banking systems, the US system has always 
been fragmented with hundreds, then thousands, and for most of the 20th century tens of 
thousands of independent banks. But it proved to be an effective banking union because 
of the ligatures provided by, at different times, three central banks, as well as by 
correspondent banking ties across state borders, by national banks chartered by the 
federal government, and by federal deposit insurance.  By the early 20th century the US 
had some 20-30 thousand independent banks and approximately 40 percent of the world’s 
bank deposits. Regulation has been equally fragmented, with 50 different state banking 
authorities as well as several federal authorities (the Fed, the Comptroller of the 
Currency, the FDIC).  Gradually, banking regulation became more centralized at the 
federal level, and by the 1990s the old barriers to cross-border banking among US states 
were gone.  Today by world standards the US system still seems fragmented with 
about 7 thousand independent banks with some 80 thousand branches.  But with all 
the relative fragmentation of both banks and regulation, the American banking 
union seems far more integrated than the European banking union in which the 
various European states still are the only creators of banks and just about the only 
bank regulators, with those state privileges still jealously guarded.  The ligatures of 
banking union are not as strong in the EU as they are in the US.   

8. Canada provides a contrast of interest to both America and Europe. Since becoming an 
independent country in 1867, Canada has had far fewer banks with extensive branch 
systems than either the US or the European states.  It has also had strong, centralized 
federal regulation of banking instead of provincial (state) regulation as we see in both the 
US and European states.  With a banking oligopoly protected by centralized regulation 



valuing safety and soundness over risk-taking, the Canadian banking union has 
enjoyed a stability that might be admired and certainly should be understood by 
both Americans and Europeans.  

9. In the American and Canadian mirrors, it would appear that Europe lacks the central 
authority to create a more perfect banking union, much less a more perfect political 
union.  As a recent New York Times op ed (David Unger, “Who Can Bring the EU To Its 
Senses?”, 3/31/2013) put it, part of Europe’s problem “lies in the way the EU was put 
together in the 1950s and ‘60s as a loose union of jealously sovereign states—somewhat 
like the United States under the Articles of Confederation [1780s]…. There are plenty of 
smart politicians attending EU summit meetings and plenty of capable European 
commissioners keeping the Brussels bureaucracy whirring.  But there are no Alexander 
Hamiltons or James Madisons pushing for the interests of Europe as a whole, not just the 
interests of Germany, France, Finland, the Netherlands, or Cyprus—even as ambitious 
projects like the euro have increased the need for coherent and consistent rules and 
policies…. Someday Europe may produce leaders willing to grapple with the task of 
building sustainable European economic institutions.  Until then, the union seems 
doomed to lurch from one mismanaged crisis to the next.” 

10. Europe’s recent fumbling on the Cyprus issue (after the fumbling on Greece) is hardly 
encouraging. The haircut imposed on large depositors plus controls on capital movements 
across borders seem like anything but steps toward a better banking union. A depositor in 
a bank in any EU country with sovereign debt and/or banking problems might be 
forgiven for cashing in that deposit and moving the funds to another country before 
haircuts and capital controls spread from Cyprus to other EU states. 

11. With spreading recessions and rising unemployment, with austerity in the saddle and 
Germany calling the shots, at some point not far off the notion of giving up on the euro, 
going back to state currencies, and starting over on the EU project in the hope of getting 
it right at last may prove to be compellingly attractive. 

 
 


