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I . The Rise of Central Banking

1. The Evolution of Central Banks

“Central banks” are not “banks” in the
same sense as commercial banks.  They are
governmental institutions that are not concerned
with maximizing their profits, but with achiev-
ing certain goals such as the prevention of com-
mercial bank failures, or of high unemploy-
ment, and so on. Central banks, even if in a
formal sense owned by private stockholders,
carry out governmental functions, and are
therefore part of the government.

“Central banks” were not originally called
central banks, they were generally known as
banks of issue or as national banks. After such
banks of issue acquired other functions, duties
and powers; the term “central bank” came to be
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generally used and to have a more or less stan-
dardised meaning.

Ot all the central banks, Bank of England
was the first bank of issue to have the functions
of a central bank and to develop what are now
generally recognised as the fundamentals of cen-
tral banking. The history of the Bank of Eng-
land is universally accepted as illustrating the
evolution of central banking principles and tech-
nique.

Bank of England  The Bank of England
was establisned in 1694 for the purpose of ad-
vancing money to the Government,in return for
the privilege of note issue. With every renewal
of its charter, the right to issue notes was re-
newed and extended in exchange for further
loans to the Government. It was not until 1826
that other joint-stock banks were granted the
right of issue, and then only if they were estab-
lished outside a 65-mile radius from London.
Moreover, under the Bank Act of 1844 the is-
sues of all the other banks were limited to the
amounts in circulation. In 1826 the Bank was
also authorised to open branches in other parts
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of England.

Its partial monopoly of note issue, in addi-
tion to the gradual expansion of its function as
the banker and agent of the Government, placed
the Bank of England at a special position vis-a-
vis the other banks. The private banks of the
eighteenth century had discovered that there was
an advantage in keeping an account with the
Bank of England, as it was the Bank whose
notes got the greatest confidence and the widest
circulation and as it was becoming more and
more the Government’s banker and agent. The
tendency to keep larger balances with the Bank
grew as time went on, and when the widespread
establishment of joint-stock banks in England
hegan in 1826, the Bank of England had already
come to be regarded as the custedian of the cash
reserves of the private banks, and thus of the
country’s gold reserves. This tradition of
maintaining balances with the Bank was also
taken up by the joint-stock banks, and its posi-
tion as the centre of the Englich banking struc-
ture was further strengthened in 1854.

The next developmeni was that the Bank
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came to accept the position of being the “lender
of last resort”, and to assume responsibility for
endeavouring to maintain the currency and the
credit system of the country on a sound basis.
The close relationship between currency and
credit was forcibly brought to the Bank’s atten-
tion by the crises of 1847, 1857 and 1866. It
had under the Bank Act to maintain a minimum
gold reserve against its note issue and to redeem
its notes on demand in gold coin;and those crises
clearly demonstrated the extent to which the po-
sition of the Bank could be affected by specula-
tion and undue expansion of credit, and , ac-
cordingly, the need for taking steps in good
time to protect its gold reserve.

Then, the Bank Rate as an important in-
strument of credit policy was adopted and the
Bank’s regulatory function received greater
prominence. The crisis of 1873 was promptly
and successfully handled by the Bank;and simi-
larly, in 1890. In neith>r case was it necessary
for the Government to suspend the goldcover re-
quirements of the Bank Act.

The successful application of its influence in
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the crises of 1847, 1857, 1866, 1873 and 1890,
not only gave the Bank of England great prestige
and established it finally as the central bank of
Great Britain, but also stimulated the develop-
ment of central banking in other parts of the
world.

Development of Other Central Banks In
various countries, during the nineteenth centu-
ry, the State either endowed an existing bank
with the sole or principal right of note issue, or
set up a new bank of issue with special powers
and privileges, accompanied by varying degrées
of State control and supervision.

The Bank of France, which was founded in
1800 partly with the aid of State funds but main-
ly with private capital, was closely connected
with the State from the beginning. It became
the Government’s banker and received the exclu-
sive right of note issue in Paris. The Govern-
ment claimed a participation in the Control of the
Bank through the appointment of the Gevernor
and two Sub — Governors. In 1848 its scope
and capital were enlarged as a result of the

transformation of nine provincial banks with
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note-issuing powers into branches of the Bank of
France. In due course more branches were es-
tablished and the Bank obtained a monopoly of
note issue in the whole of France. In accor-
dance with the intention of its founder,
Napoleon Bonaparte, the Bank became“national
in its operations as well as in name”, and like
the Bank of England it became not only the
banker of the State and the bapk of issue, but
also the custodian of bank reserves and the ulti-
mate source of credit in an emergency.

The Bank of Russia was founded in 1860 as
a State bank with the declared object of consoli-
dating the monetary circulation and the floating
debt of the Russian Empire. The country had
suffered greatly from the evils of depreciated
Government paper money and from the lack of
proper banking facilities. The Bank was grant-
ed the sole right to issue bank-notes and was
called upon to stabilise the currency and promote
the development of commerce, industry and a-
griculture by means of short-term credits. The
Governor and Deputy Governor were appointed
by the Government, while a Council consisting
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