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The City

1
The Bank of England

Hundreds of years ago there were no banks as there are to-
day. People did not use money to buy and sell things and
had to barter instead®, When they wanted a bag of salt or
another horse, they had to find someone with these things

and offer him something in return. This was difficult and

barter did not work very well in other ways® people
were always fighting about how much fruit they should give
in return for® a bag of salt and the deals® always used to
take a long time. After a while, they decided to use gold to
pay for things which made business a lot easier. Most peo-
ple seemed to want this beautiful metal and thieves tried to
steal it. Some people hid their gold but others used to leave
it in strongrooms® where it was much safer than in their

own homes. A special guard called a goldsmith® used to
1



look after it and keep careful records to say how much be-
longed to each person. People soon stopped going to the
strongrooms themselves to get the gold they needed to pay
for something and used to give the seller a piece of paper in-
stead®. This let him get the gold himself and goldsmiths
soon began to make special notes for their customers. They
were the first banknotes® and soon became the normal way
to pay someone.

Strongrooms slowly began to change into the places
now called banks. More and more people began to use them
and goldsmiths were soon earning a lot of money. They
used to lend it to people for a short time and always asked
them to pay back a little more which they kept for them-
selves. Goldsmiths also used to give a little extra money or
interest® to people who left it with them for a long time.
This was the beginning of banking and it soon became an
important business. More and more businessmen ‘opened
banks and all hoped to become rich. But they often used to
lend more money than they had in their strongrooms and
sometimes could not return it when customers wanted. This
was a dangerous situation and many people lost their mon-
ey. Banks were not such a good idea when people were not
able to trust them.

In 1694 there was an important change in the banking
world. William III, the King of England, needed a lot of
money to pay for a war with France so a group of rich busi-
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nessmen offered to lend him £1, 200, 000. The King let
them open the Bank of England which started business on
the 1st August in a small room on- Cheapside, London.
Thirty years later it moved to Threadneedle Street where it
still stands today. It soon became very powerful because it
always had enough money or gold to be able to return money
when people wanted it. It is now one of the most important
buildings in the City® and people sometimes call it ‘the Old
Lady of Threadneedle Street’. It got this name in 1797
when the Prime Minister, William Pitt, needed money from
the bank to pay for another war with Napoleon. An artist,
called Gillray, drew a funny picture of Pitt in which he was
trying to steal money from an old lady. Few people remem-
ber this story but still call the Bank ‘the Old Lady of
Threadneedle Street’ because it is so powerful, But what
does the Bank of England do today and why is it so impor-
tant?

The Bank of England has belonged to the nation since
1946 and now works closely with the Treasury®. This is the
government department which looks after the country’s
money. Everybody who has a job in this country must pay
part of the money he receives to the government. This is
called tax®. It is put into the Bank of England which looks
after all the money the government needs to pay for things
like new roads and hospitals for the people. Soon after the
Bank of England opened, the government needed to borrow
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more money from the people to pay for these things, It has
never been able to pay this money back and the amount of
money has grown over the years from £1,200,000 to more
than £68 million. It is called the National Debt® and the
Bank of England looks after it. The amount is growing day
by day and it seems strange that people are happy to lend so
much money to the government. But they lend it because
they usually get it back with interest. If you lend £100 to
someone for five years at an interest of 8% , you will receive
an extra £40 at the end of five years. So when the govern-
ment borrows money from someone, it gives him a piece of
paper which promises to pay the money back and also fixes
the amount of interest. This is a stock or security® and
many people buy them to help the government and earn
more money for themselves at the same time. These stocks
are a large part of the National Debt, which the Bank of
England watches closely.

One hundred and fifty years after the Bank of England
opened, the government asked it to make banknotes for the
whole country. Before this, the different banks used to
make their own but people could not always trust them.
Many of the smaller banks went bankrupt® in those days.
They used to invest their customers’ money stupidly®, by
helping a company or a businessman who went bankrupt.
When the bank’s customers heard about this they all tried to
take their money from the bank at the same time. Some-
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times there was not enough for them all and the bank itself
had to go bankrupt. The Bank of England stopped this and
now people can trust its notes completely.

The Bank of England controls® the production® of new
money. It controls the production of banknotes, and also of
coins®. It decides, with the government, how many ban-
knotes and coins are necessary. For the banknotes, there is
a special Bank of England building in Essex, -outside Lon-
don, where machines make over 8 million new banknotes ev-
ery year. The people here also destroy® all the old, dirty
and torn banknotes that the banks have received from their
customers. Only the Bank of England is allowed to destroy
these old notes. Outside England, the banks of Scotland
and Northern Ireland can make their own banknotes, which
have a different.design. People can use these notes in Eng-
land, but they are not official® and so the shops do not have
to accept them.

New coins come from the Royal Mint®?, which has a big
factory in Wales. It makes about 150 million coins each year
and sends them to the banks around the country. It is a dif-
ficult job now, but when Britain began to use decimal® mon-
ey in 1971, the Royal Mint had to produce 4,000 million
new coins in one year.

The Bank of England also works with the Treasury,
the government department that controls the money and fi-
nance in the country®. They decide on the Minimum Lend-
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ing Rate®, the MLR. This canbe 5% or 13% or 17% it
tells the banking world how much interest they can take
from people who borrow money from the banks. The banks
must take this minimum rate of interest. Usually they take
a higher rate, so they can make a profit®. The MLR
changes quite often, so the banks decide every Friday what
their rates should be.

The Minimum Lending Rate is important for everybody
in banking, finance and business, because it makes the cost
of borrowing money for new businesses and factories cheap-
er or more expensive € So the City is very interested in what
the Bank of England decides about the Minimum Lending
Rate. The Bank of England also helps the government to
borrow money from the City. The government sells stocks
to businessmen and other people, and gets money that it
needs to organise the country. The people get interest from
the government. The Bank of England organises the selling
of stocks for the Treasury.

It is also the bank for all the other banks in Britain——
see Chapter 3. The Bank of England holds some of the mon-
ey that the other banks have, and it helps the government to
control what these other banks do.

The Bank of England also looks after international
business. Britain buys many things from other countries and
must pay for them in the money or currency® of the country
which is selling them, so if a company wants to but cars
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from America, they must pay for them in dollars which is
the currency that country uses. The number of pounds they
must exchange for dollars depends on how many people are
buying dollars at the time. Most people want to lend their
money to the place which will offer them the best interest.
So if an American company is offering better interest, some
people may want to take their money away from this country
and invest it in America. They must then use the Foreign
Exchange Market® where they can sell pounds and buy dol-
lars. If a lot of people do this at the same time, the pound
loses its value® and the Bank of England sometimes has to
buy pounds back to stop it falling any more. It must watch
the market all the time and can buy more pounds, if neces-

sary, to keep the currency strong.
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Exercises

1.

Describe how the money in England came into being.

2

Beginning with “ barter and ending with
“banknote”.

Describe the possible danger faced to people who
want to run a bank.

Describe the importance of the Bank of England.



