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Richard Tilly
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I. Introduction

The fi nancial boom and bust of our most recent economic past has 
repeated a pattern that has marked capitalist economic development 
for over 200 years. Banking crises have been much less frequent 
than such cyclical ups and downs. The most severe busts, however, 
have always involved the banking system. This essay, therefore, 
attempts to identify conditions conducive to banking crises. As its 
title indicates, the essay builds on historical comparison, which in 
this case is limited to just three countries—the United States, Great 
Britain, and Germany—but for the period surveyed here, from the 
early nineteenth century to the early 1930s, they were important ones.

The main theme developed here is the relationship between banking 
crises and government regulation of banking, employing the work-
ing hypothesis that the frequency and severity of banking crises de-
pended critically on government regulation. I focus on regulation for 
two reasons. First, it had powerful long-term eff ects on the structure 
of banking institutions. Regulatory rules—or direct regulation—de-
termined how banks could operate; they could set capital and reserve 
requirements, dictate lending practices and branching options, and so 
on. Such rules aff ected the degree of competition in banking systems 
and shaped their structure—just as much perhaps as economic forces 
such as income or capital accumulation. That structure, in turn, 
strongly infl uenced the propensity of those systems for crisis.

Second, government regulation clearly also infl uenced the short-run col-
lective responses to banking crises, and it was an important determinant 
of the severity of crises. This regulation was what I call indirect here. In 
any case, an institution was necessary that could provide an elastic cur-
rency to off set the surging demand that marked banking crises and limit 
monetary contraction. We usually think of a central bank that prints 
money in this role, though historically there were alternatives.

To supplement my working hypothesis, I draw on the concept of 
asymmetric information.1 It belongs here because it captures a 

1  The literature connecting 
this concept with crises 
burgeoned in the 1990s. 
For studies applying this 
concept to United States 
banking crises, see Freder-
ick Mishkin, “Asymmetric 
Information and Financial 
Crises: A Historical Per-
spective,” Financial Markets 
and Financial Crises, ed. R. 
Glenn Hubbard (Chicago 
and London, 1991), 69–108; 
Charles Calomiris and Gary 
Gorton, “The Origins of 
Banking Panics: Models, 
Facts and Bank Regula-
tion,” Hubbard, ed., 109–74.
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structural disadvantage of bank creditors (depositors and other 
banks): they know much less about how banks use their money 
than the banks do. Their trust in particular banks will depend on 
the reputation of the latter as well as on their general knowledge of 
the economic situation. Should the economic situation deteriorate 
markedly, bank creditors may well assume that their banks as lenders 
will face adverse selection and be left  with bad risks on their balance 
sheets, and, in response, bank creditors may withdraw their funds. 
With many banks linked together through correspondent and clear-
ing relationships, it can be diffi  cult for bank creditors to distinguish 
between sound and unsound banks, and such withdrawals can be-
come general, in the extreme, leading to panic and runs. With this 
asymmetry in mind, I turn now to the crises themselves.

II. The Crises

I begin with a defi nition: if we were to defi ne crises as panics and 
take panics to mean sudden runs on banks with widespread sus-
pensions of convertibility and bank failures, then we would have 
Table 1 with a score of 13 to 3 to 1, with the U.S. having the most 
crises and Germany the fewest. 

That is an important result, for panics, as mentioned earlier, refl ected 
generalized asymmetric information and a particularly severe form 

of loss of trust in banks. Nevertheless, 
the table leaves out part of the story. 
By the defi nition used, a number of 
oft -cited crises in Great Britain and 
Germany are excluded. I thus opt here 
for a broader defi nition, viewing a cri-
sis as a fi nancial disturbance in which 
banks are signifi cantly aff ected, or an 
event with important consequences 
for banking policy. This change in 
perspective gives Table 2 a less one-
sided ranking of 13, 8, and 6 crises, 
respectively. Question marks indicate 
that a fi nancial disturbance was reg-
istered, but without any unusual col-
lective response or signifi cant reforms 
documented.

We thus have the following: first, 
banking crises took place in all three 

Table 1: Banking Crises in Three Countries, 1814–1933

Crisis Year USA Great Britain Germany

1814 +
1819 +
1825 +
1837 +
1839 +
1847–48 + ?
1857 + ? ?
1861 +
1866–67
1873 + ?
1878
1882–84 +
1890 +
1893 +
1900–1901
1907 +
1914 + +
1930–33 + +

+ = banking crisis

? = uncertain evidence 
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countries in the years discussed here; sec-
ond, they came more frequently and with 
greater severity in the United States. As 
has been noted elsewhere, this was one 
reason why cyclical downturns in America 
tended to be longer and deeper than in the 
other two countries in this period.2 The 
relevant crisis years are in Table 2. Espe-
cially severe were the crises of 1825–26 (in 
Britain), 1837, 1873, 1893, 1907 (United 
States), and, of course, 1930–33 (United 
States and Germany). More details on the 
crises are in three-country tables published 
elsewhere.3 

Third, if we connect the dates of crisis 
outbreaks with the business cycle, we see 
a rough correspondence between crises 
and the upper turning point, a result which 
mirrors the cyclical movement of key asset 
prices at these times, and which suggests 
a source of crisis potential that was particularly pronounced in the 
American case. Table 3 off ers a summary view based on the older 
National Bureau approach.

Fourth, and fi nally, 15 of the 27 crises refl ected, at least in part, 
the eff ects of international linkages, usually due to a fi nancial 
disturbance in another country. This is an important point, for the 
economies of these three countries became highly interdependent 
in the course of the survey period. This was particularly true of 
Anglo-American fi nance, about which much has been written.4 The 
American crisis of 1837, for example, refl ected the extent of British 
credit and capital moving into and out of the American fi nancial sys-
tem. The same thing can be said of the crises in the United States of 
1857, 1873, and even 1907. Indirectly, British banks and capitalists 
were far-off  creditors of American banks at such times. The German 
fi nancial system was similarly aff ected by British creditors in 1847 
and 1857, and to a lesser extent in 1866. A similar well-known link-
age characterized the role of American creditors of German banks 
in the crisis of the 1930s. Nevertheless, the basic fi nding of this 
section is the relative instability of American banks. Since I believe 
this instability depended on diff erent regulatory regimes, I now turn 
to a discussion of governmental regulation.

2  Richard S. Grossman, “The 
Macroeconomic Conse-
quences of Bank Failures 
under the National Bank-
ing System,” Explorations 
in Economic History 30 
(1993): 294–320. Strictly 
speaking, this assertion as-
sumes that panics cause 
more damage than the less 
dramatic forms of crises 
characteristic of Anglo-Ger-
man experience, for which 
comparable studies are 
missing.

3  Richard Tilly, “Banking Cri-
ses in Comparative and 
Historical Perspective: 
The Nineteenth Century,” 
Bankhistorisches Archiv 34, 
no. 1 (2008): 1–17.

4  Loci classici are Leland 
Jenks, The Migration of Brit-
ish Capital to 1875 (1927; 
repr., London, 1971); R.C.O. 
Matthews, A Study in Trade-
Cycle History: Economic 
Fluctuations in Great Brit-
ain, 1833–1842 (Cambridge, 
1954). 

Table 2: Banking Crises in Three Countries

Crisis Year U.S.A. Great Britain Germany

1814 +
1815–16 +
1819 + ?
1825 +
1837 + ?
1839 + ?
1847–48 + +
1857 + + +
1861 +
1866–67 + ?
1873 + +
1878 +
1882–84 +
1890–91 + + ?
1893 +
1900–1901 +
1907 + ? +
1914 + + ?
1930–33 + ? +

* + = Banking Crisis, ? = Financial “Disturbance”
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III. Historical 
Comparisons: Regulation 
in the 
Three Countries

United States

The United States is fi rst 
on the list, since its dual-
istic regulation history was 

thick with complexity. It was dominated by its federal political 
beginnings. The country’s Founding Fathers endowed the states 
with considerable freedom to develop their local economies as they 
saw fi t. In pursuit of their economic and fi scal aims. they chartered 
corporate banks, initially note-issuing banks, regulated directly by 
the terms of the charters. These charters usually, though not always, 
included restrictions on branching and created a growing politi-
cal constituency favoring unit banking, that is, a banking system 
consisting of many small and independent banks. Regulation by 
the individual states and unit banking survived all four regulatory 
stages of the period covered here. 

The fi rst stage, from around 1800 to the early 1830s, was marked 
by dual regulation: the states regulated directly by means of the 
charters they had granted, and the federal government regulated 
indirectly through its central banks, the First and Second Banks of 
the United States. The latter is said to have infl uenced the state-
chartered banks—by virtue of its great size, its branches, and its 
government ties—much like a modern central bank. This circum-
stance produced good fi nancial and economic results, but it also 
brought about a populist political attack on the Second Bank led 
by President Andrew Jackson in the Bank War, which put an end 
to it, thereby leaving the United States de facto as early as 1833 
without a central bank for the next 80 years. This was forced partial 
deregulation, and it opened stage two, a period marked by state 
regulation alone, and by the boom and bust and severe banking 
crises of the 1830s, for which Jacksonian intervention was at least 
partly responsible.5 

The National Banking Acts of 1863 and 1864 brought stage three and 
introduced direct federal control over banking in the United States. 
These were emergency Civil War measures, temporar ily made 
possible by the absence of Southern representatives in Congress, 
but they proved long-lasting. Aimed at note-issuing banks, these 

5  The locus classicus of this 
story is still Bray Hammond, 
Banks and Politics in America: 
From the Revolution to the 
Civil War (Princeton, 1957); 
a revisionist view is Peter 
Temin, The Jacksonian Econ-
omy (New York, 1969). Since 
then, further revisions of the 
revision have appeared. 

Table 3: Cyclical Position of Banking Crises in Three Countries

Country Close to Peak Recession Other
Asset Prices 

Change

USA 8 3 2* 10
Great Britain 5 2 1** 4
Germany 3 3 3
Total 16 8 3 17

*Wars **War’s end
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measures resolved 
the country’s cur-
rency problem of 
heterogeneous bank 
notes, but these 
regulations also led 
many of the deposit 
banks founded in the 
following decades to 
prefer state charters. 
Figure 1 shows ini-
tial decline, then resurgence. Restrictions on branching insured the 
further growth of unit banking refl ected in the fi gure. 

The National Banking Act rules, coupled with market forces as-
sociated with correspondent banking (a kind of substitute for 
branching), led to a concentration of deposits in money centers 
like New York City. These nascent centers of wealth may be said to 
have underwritten the remarkable growth of the American capital 
market that characterized the late nineteenth century.6 These same 
rules, however, enhanced the system’s crisis potential by pyramid-
ing reserves in money centers like New York City, for these were 
vulnerable to extreme swings in currency demand, which drew 
liquidity out of the money centers and created crisis conditions, as 
happened in 1873, 1890, 1893, and 1907. And there was no central 
bank to provide new currency to off set such swings. 

The institution of the central bank came on the heels of the panic 
of 1907, which had strong shock eff ects. These eff ects yielded a 
reform movement, culminating in 1914 in a kind of central bank, 
the Federal Reserve System. Trust companies, a new type of lightly 
regulated bank, played an important role in this crisis. They were 
just as big as the larger New York banks, but remained outside the 
latter’s cooperative institution, the New York Clearing House. It was 
their illiquidity, however, which set off  the panic, brought most New 
York banks into diffi  culties, and at last induced the New York banking 
elite to accept the need for a central bank. The ultimate result, how-
ever, refl ected an irony of history, since the remarkable leadership role 
played by J.P. Morgan as rescuer of the New York banks in the crisis 
of 1907 probably stimulated fear of concentrated fi nancial power and 
convinced many politicians and the unit bank lobby of the need for 
a central bank that would not be controlled by Wall Street and that 
would protect their interests.7 The cartoon in Figure 2 illustrates the 

6  The standard work is still 
John James, Money and 
Capital Markets in Postbel-
lum America (Princeton, 
1978).

7  On this see Eugene White, 
The Regulation and Reform 
of the American Banking 
System, 1900–1929 (Princ-
eton, 1983). See also James 
Neal Primm, A Foregone 
Conclusion: The Found-
ing of the Federal Reserve 
Bank of St. Louis (St. Louis, 
1989), ch. 2, which cites the 
famous “Pujo Committee’s” 
investigation of the “Money 
Trust” in 1912–13 (and J.P. 
Morgan’s fi nancial power) 
as a factor affecting the 
Federal Reserve Act even-
tually passed in 1913. 

Figure 1: Number of Nation-
al Banks, State Banks, and 
Trust Companies in United 
States, 1863–1910.
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way in which the unit bank lobby—and many 
Americans as well—envisioned J.P. Morgan 
at this time. This was perhaps the reason 
why the country got twelve regional central 
banks instead of just one.

With the Federal Reserve Act, stage four 
of the United States regulation story be-
gan. From 1914 to 1930, the Federal Re-
serve System, regulating directly and indi-
rectly, fulfi lled one expectation in making 
the American money supply more elastic. 
It failed, however, to eliminate the large 
number of small, unit banks with limited 
diversifi cation of risk. This failure was a 
direct result of the unchanged restrictions 
on branching. 

That was one reason for the severity of the 
crisis of 1930–33. In that crisis, however, as 
hundreds of banks failed, the Fed—its lead-
ers divided—failed to act. It remained pas-

sive, raised interest rates, and did not off er the liquidity that might 
have stabilized the banks. Some historians believe that this was 
what turned a recession into a deep depression.8 What then came in 
response was the Glass-Steagall Act of 1933, and along with it federal 
deposit insurance, later embodied in the Federal Deposit Insurance 
Corporation, a measure which made the unit banking system much 
less susceptible to runs.9 

Great Britain

The British story is somewhat simpler. It begins with the Bank 
of England, protected by the Bubble Act, which made it the only 
joint-stock bank. Its size and proximity to the government gave it con-
siderable infl uence over the London money market, the country’s 
payments nerve center, through which it indirectly regulated the 
private banks in London as well as the country banks. On the edge 
of this system stood a small number of Scottish banks, joint-stock 
banks with unlimited liability and note-issuing rights, but subject 
to Scottish (and not English) law.

The severe crisis of 1825–26 was a catalyst of change. Two indices 
of its severity display the immediacy of the situation: the London 

8  The classic study of United 
States monetary policy by 
Milton Friedman and Anna 
Schwartz, A Monetary History 
of the United States, 1867–
1970 (Princeton, 1963), ch. 7, 
cites organizational change 
in the Fed’s power structure 
in 1930 in favor of provincial 
bankers as a major cause of 
its inaction.

9  Less wise was a provision of 
the same act that made the 
combination of investment with 
commercial banking illegal, 
that is, banned “universal bank-
ing.” On this see Eugene White, 
“Before the Glass-Steagall Act,” 
Explorations in Economic His-
tory 23 (1986): 33–55.

Figure 2: “One Man Power.” 
Cartoon of the New York 
newspaper The World 
published February 7, 1910.
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police had to be called out to disperse angry crowds; and by 1826 
close to 10 percent of all English banks had failed. The British 
government was shocked into action. Their diagnosis of the crisis 
focused on the vulnerability of unit banking as embodied in the 
large number of small, note-issuing country banks.10 Step one was 
the implementation of a reform program that restricted growth of 
the country banks, strengthened the Bank of England through its 
establishment of branches outside London, and changed company 
law to encourage the development of the joint-stock deposit banks. 
These three points anticipated the next steps. Here we see England 
learning from Scotland, since the unregulated Scottish banks came 
through the crisis virtually unscathed. 

Step two was Peel’s Act of 1844, which regulated the Bank of Eng-
land. It embodied the triumph of the “monetarists,” that is, the Cur-
rency School and Lord Overstone. As such, it was, in eff ect, a vote 
of no confi dence in the bank, for its statutory limit on note issue 
tied to gold reserves formally precluded its intervention as lender of 
last resort. Nevertheless, it was an important step. It signaled the 
end of private note-issuing banks, de facto the end of the country 
banks, and paved the way for the Bank of England to become the 
country’s central bank, “guardian of the nation’s gold reserves.” 
Step three was the further liberalization of English company law 
in the 1850s, which conferred limited liability and facilitated the 
growth of the deposit banks and their network of branches across 
Britain. In 1858, for example, limited liability was extended to joint-
stock banks. There was no other direct regulation. 

Though crises in 1847, 1857, and 1866 revealed the inadequacies 
of Peel’s Act, which later had to be suspended to permit lender of 
last resort action in these crises, British banking remained relatively 
stable from 1866 on. Nobody really knows, of course, how much the 
Bank of England contributed to that stability. There are alternative 
explanations, the most prominent of which was the stability of the 
diversifi ed and integrated network of the large British deposit banks, 
which steadily replaced the unit banking of the country banks. 

Germany

The German regulatory story is even simpler. In stage one we have 
a highly restrictive regulatory regime in Prussia, the dominant state 
in Germany. Its bureaucracy, fearful of corporations and especially 
of corporate banks, concentrated on strengthening its bank of issue, 

10   The classic study is Leslie 
Pressnell, Country Banking 
in the Industrial Revolution 
(Oxford, 1956), chs. 15–16. 
See also Larry Neal, “The 
Financial Crisis of 1825 and 
the Restructuring of the 
British Financial System,” 
Review (Federal Reserve 
Bank of St. Louis) 80, no. 3 
(May/June 1996): 53–76.
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the Prussian Bank, which became a proto-central bank as early as 
the 1860s. Stage two came in 1870 with free incorporation, supple-
mented in 1875 with the founding of the German Central Bank, the 
Reichsbank. From then until the 1930s, there was no direct regula-
tion of commercial banking, only indirect measures implemented 
by the Reichsbank. One might call this a phase of deregulation. 
As is well known, light regulation in this period encouraged con-
centration and the emergence of the “great banks”—or “universal 
banks”—with diversifi ed nationwide networks of branches and 
very close links to the Reichsbank. In addition, specialized and 
carefully regulated institutions became well established: savings 
banks, credit cooperatives, and mortgage banks. The relative sta-
bility of German banking in this period refl ected the joint eff ects 
of all these actors. 

Nineteenth-century crises, especially those of 1847–48 and 1873, were 
important historically, but not primarily as banking crises. The crisis 
of 1873 felled many banks, but it was actually a stock market crisis.11

It was probably more important as a turning point in the ideology of 
economic policy. The crisis of 1907 involved the loss of gold and set 
off  a debate concerning possible confl ict between gold standard rules 
and domestic bank credit expansion. Other than the Bank Enquete of 
1908 and a few minor regulatory changes, little came of it. 

The crisis of 1931 was the watershed in German banking regula-
tion, as it led to the creation of a public organization specifi cally 
concerned with the supervision of banks, the Supervisory Offi  ce for 
Credit Matters, in 1934. The crisis itself, to be sure, refl ected more 
than banking problems. The “great banks” had become vulnerable, 
but the Reichsmark had also become a weak currency, both a result 
of World War I and the Great Infl ation. In 1931 the Reichsbank had 
exhausted its gold reserves because of its assistance to the banks, 
and it proved powerless against the run on the Reichsmark by 
foreign creditors. The central bank could not support both weak 
banks and the weak currency.12 Runs, a bank holiday, exchange 
controls, government bailouts of big banks, and defaults were the 
well-known results. 

IV. Historical Comparison: Differences 

Let us begin by examining diff erences in the character and timing of 
economic development. Britain, the fi rst industrial nation, led the 
way in economic and fi nancial development, but the United States 

11  On this see Markus Baltzer, 
Der Berliner Kapitalmarkt 
nach der Reichsgründung 1871 
(Münster, 2007).

12   The most recent study of this 
crisis is by Isabel Schnabel, 
“Macroeconomic Risks and 
Financial Crises—A Historical 
Perspective” (PhD diss., Uni-
versity of Mannheim, 2003).
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began catching up early in the nineteenth century. 
The American economy, moreover, soon took on 
continental dimensions, grew much faster, and 
became much larger than its British or German 
counterparts. That alone made the economic en-
vironment of American banking unique. British 
banks, meanwhile, supported a fi nancial center 
increasingly shaped by global interests. That was 
also unique. Germany, in contrast, lagged far behind the other two 
countries until the last third of the century, and along with it lagged 
the “banking habit.” This may be one cause of its observed relative 
stability. Table 4 shows one rough measure of the ranking men-
tioned: Great Britain ahead, Germany behind, then convergence.

Data on fi nancial structure also confi rm the same ranking. In Table 
5 we see Great Britain ahead and Germany way behind in 1850, 
up to 1913 convergence, then the eff ects of World War I and the 
Great Infl ation on German fi nancial wealth. Diff erences in the po-
litical structures of the three countries also deserve attention. The 
decentralized structure of the United States, though increasingly 
threatened by the growth of federal government powers since the 
1870s, remained comparatively strong, especially in banking af-
fairs. Perhaps it was supported by the continued importance of the 
rural, agricultural interest that helped shape state-level politics. 
This was a constellation favorable to support for unit banking. In 
Great Britain, government was comparably more centralized, run 
by a small, educated elite, whose interests, following the country’s 
fi nancial system, became more and more absorbed by global and 
especially imperial concerns. These concerns did not include pro-
tection of unit banks from competition. Germany—less centralized 
than Great Britain, but much more so than the United States—did 
not even display a pedestrian political interest in defending unit 
banking, that is, the private banks, from competition over my period 
of examination.

What about central banking? 
Its absence from the United 
States and presence in the other 
two countries was surely one 
reason for the relative severity 
of the American crises during 
this period. The Americans 

Table 4: Index of Nominal GNP in Three 
Countries 

Country 1850 1913

USA 96 1523
Great Britain 100 504
Germany 58 487

(Britain, 1850 = 100)

Table 5: Financial Assets as Share of Total Assets in Three 
Countries, 1850–1929 

Country 1850 1875 1913 1929

USA 30 37.4* 42.9 53.6
Great Britain 35.8 37.5 47.4 59.9+
Germany 15.2 23.5 39.5 27.1

*1880 + 1927
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developed creative alternatives: the state-level co-insurance funds, 
or Clearing House guarantees, could dampen panics and limit 
monetary contraction, but not as eff ectively as a central bank. The 
mere presence of central banks, to be sure, did not guarantee their 
eff ectiveness as stabilizers. Pro-cyclical behavior by central banks in 
Britain and Germany up to 1866, and especially by the United States 
Federal Reserve in the crisis of the 1930s, illustrated the point. Thus, 
it was not the existence of central banks, but their willingness to 
act as leaders in crisis that could restore confi dence in the system 
and stabilize it eff ectively.

The gold standard was another hurdle for central banks. Even in its 
heyday, its “rules of the game” imposed restrictions on lenders of 
last resort, usually overcome by international capital movements. 
Aft er World War I, that proved more diffi  cult for both Great Britain 
and Germany. The fate of the German Reichsmark in 1931 has been 
mentioned already. The fi nancial crisis in Europe in 1931 ultimately 
led to a severe depletion of American gold reserves that may have 
hindered the Federal Reserve System from off ering American com-
mercial banks more support.13 

A more important ramifi cation of government regulation, however, 
was its synthesis of the defi ning characteristics in the banking struc-
tures of the three countries. As pointed out earlier, dual regulation 
led to branching restrictions and the predominance of a unit bank-
ing system in the United States, while in Britain from the 1850s and 
in Germany from the 1870s, government regulation was restricted 

to the normal opera-
tions of the central 
banks, and compe-
tition was allowed 
to shape banking 
structure. A few in-
dicators of this may 
suffi  ce.

Figure 3 shows that 
the United States 
had far more com-
mercial banks than 

the other countries, even in relation to population. Note that the 
smaller the column, the greater the number of banks per 1000 
inhabitants. 

13  See on this Barry Eichen-
green. Golden Fetters: The 
Gold Standard and the Great 
Depression, 1919–1939 (New 
York, 1992).

Figure 3: Number of Per-
sons per Bank Offi ce in 
Three Countries, 1860–
1930.
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As Figure 4 dem-
onstrates, however, 
the American banks 
were mostly small 
ones, and according-
ly they were highly 
dependent on their 
local economies. 
Branching in Great 
Britain and Germa-
ny produced larger 
banks, estimated for 
1913 as roughly four or fi ve times as large. Figure 4 shows the rela-
tively high degree of branching attained by British banks.

Figure 5 shows the diff erence between Germany and the United 
States. 

Thus, both the German and British commercial banks could develop 
extensive branch systems which permitted a degree of risk diversifi -
cation missing in the unit banking system of the United States. This 
trend enhanced the stability of the commercial banks and made it 
easier to distinguish between sound and unsound banks than it was 
in the atomized American system. The German banking system, 
however, diff ered from those of the other two countries in two other 
important respects. First, the German “great banks” were “universal 
banks” that combined commercial with investment banking. It is 
likely that this state 
of affairs permitted 
better management 
of capital market 
risks than was typi-
cal of American com-
mercial banks. Sec-
ond, the networks of 
public savings banks 
and credit coopera-
tives, each of which 
had, by the end of the 
nineteenth century, 
their own monitoring institutions and arrangements for emergency 
assistance in troubled times, controlled a signifi cant share of the total 

Figure 4: Number of 
Branches per Commercial 
Bank in Three Countries, 
1860–1930.

Figure 5: Bank Offi cers per 
Commercial Bank in USA 
and Germany, 1860–1913.
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market for fi nancial services by 1913. These two types of institutions 
held about 30 percent of total fi nancial assets as opposed to some 
22 percent for the joint-stock banks. 

Conclusion

Banking crises in the United States were more frequent and severe than 
in Germany or Great Britain over the period observed. This circum-
stance was a marked derivative of the vulnerability of a unit banking 
system at the mercy of periodic swings in the demand for currency. The 
absence of a central bank further contributed to this result. 

Another way of stating the same result is to stress the eff ectiveness of 
the branching networks developed by the British and German com-
mercial banks and to emphasize the role of these countries’ central 
banks. In the German case, the special status of the self-regulated 
public savings banks and credit cooperatives may have also con-
tributed to the observed stability. It is interesting to note that the 
diffi  culties of the savings banks in the crisis of 1931 were a result of 
reforms since 1909 that permitted them to operate as commercial 
banks; but the crisis of 1931 was far more than a banking crisis, and, 
in any case, it hit the branch banks just as hard.

A number of puzzles remain unsolved. One concerns the role of 
politics as a determinant of how banks were regulated. Did a kind 
of asymmetry exist between the costs and benefi ts of political 
protection for local banks and those associated with advocacy of 
branch banking? That is not implausible. But why did it take so 
long for American politicians to reverse the Jacksonian decision on 
central banking when the banking system proved so crisis-prone? 
Central banking, aft er all, is wholly compatible with a unit banking 
system. Perhaps the answer lies in the ease with which the collec-
tive memory of crises could be blotted out by subsequent phases of 
growth and prosperity. These phases, aft er all, better characterize 
American economic history of the period than the crisis-dominated 
cycles do. 

Another unresolved problem concerns the comparability of bank-
ing systems in diff erent countries. Given the numerical preponder-
ance of commercial banks in the United States, it seems likely that 
these served social strata much broader and more encompassing 
than their counterparts in Britain and especially Germany, where 
commercial bank clients represented a relatively small elite, and 
other specialized institutions catered to the banking needs of all 
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others. For this same reason, moreover, currency played a larger 
monetary role in Germany than in the other two countries. This 
was one reason behind the already noted one-sided distribution of 
bank panics marked by runs. The subject deserves more research 
attention. 

A further conclusion of the paper is that regulation, where com-
peting authorities set rules, necessarily hampers the coordination 
and cooperation badly needed in crises. As the interdependence 
of banks subject to diff erent regulatory restrictions grew, the col-
lective response to crises became more diffi  cult to coordinate. The 
role of dual regulation and competing regulatory regimes in the 
United States has already been mentioned, and it became painfully 
evident in the crisis of 1907. The same applies to international 
interdependence. When the Bank of England raised its discount 
rate to arrest or reverse an outfl ow of gold, as it did in 1836 and at 
other times, it did not pay much attention to the consequences for 
banks in other countries. Such introspection became even more 
painfully apparent in the global crisis of the 1930s, when the gold 
standard collapsed and international cooperation stumbled. If 
that applies in lesser degree to the fi nancial crisis of the past few 
years, perhaps that is due to policymakers taking “lessons from 
history” seriously. 

Richard Tilly is emeritus professor of economic and social history at the Univer-
sity of Münster. From 1966 to 1998 he was director of the Institute for Economic 
and Social History at that university. His most recent publications are Geld und 
Kredit in der Wirtschaftsgeschichte (2003) and Willy H. Schlieker: Aufstieg und 
Fall eines Unternehmers, 1914-1980 (2008).

TILLY | BANKING CRISES IN THREE COUNTRIES 89




