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Origin of Banking
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Origin of Banking |
Ancient Banking

The first banks were probably the religious
temples of the ancient world., and were
probably established sometime during the third
millennium B.C. Banks probably predated the ‘
invention of money. Deposits initially consisted |
of grain and later other goods including cattle,
agricultural implements, and eventually
precious metals such as gold, in the form of
easy-to-carry compressed plates. Temples and
palaces were the safest places to store gold as
they were constantly attended and well built.
As sacred places, temples presented an extra
deterrent’ to would-be thieves. There are extant
records of loans from the 18" century B.C. in

Babylon that were made by temple priests/monks

to merchants. By the time of Hammurabi's |

Code, banking was well enough developed to ‘
justify the promulgation” of laws governing ‘

banking operations. |
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Ancient Greece holds further evidence of |
banking. Greek temples, as well as private and i
civic entities. conducted financial transactions |

|
such as loans, deposits, currency exchange, ‘
and validation of coinage. There is evidence ‘
too of credit, whereby in return for a payment |
from a client, a moneylender in one Greek }
port would write a credit note for the client who
could “cash” the note in another city, saving |
the client the danger of carting coinage with him

on his journey.

In the late third century B.C., the |
barren lVAegean island of Delos, known for |
its magnificent harbor and famous temple of |
Apollo. became a prominent banking center. |
With the defeat of its main rivals, Carthage and ‘
Corinth, by the Romans, the importance of ‘
Delos increased. Consequently it was natural ;
that the bank of Delos should become the model

most closely imitated by the banks of Rome.

Ancient Rome perfected the administrative
aspect of banking and saw to greater regulation
of financial institutions and financial practices.
Charging interest on loans and paying interest
on deposits became more highly developed
and competitive. The development of Roman
banks was limited, however, by the Roman

preference for cash transactions. During the

reign of the Roman emperor Gallienus ( 260
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268 C.E.) , there was a temporary breakdown
of the Roman banking system after the banks
rejected the flakes of copper produced by his
mints. With the ascent of Christianity, banking
became subject to additional restrictions, as the
charging of interest was seen as immoral. After
the fall of Rome, banking was abandoned in
Western Europe and did not revive until the time

of the crusades.

Most early religious systems in the ancient
Near East, and the secular codes arising from
them, did not forbid usury. These societies
regarded inanimate matter as alive, like
plants, animals and people, and capable of
reproducing itself. Hence if you lent “food
money” , or monetary tokens of any kind, it
was legitimate to charge interest. Food money
in the shape of olives, dates, seeds or animals
was lent out as early as 5 000 B. C., if not
earlier. Among the Mesopotamians, Hittites,
Phoenicians and Egyptians, interest was legal
and often fixed by the state. But the Jews took a

different view of the matter.

The Torah and later sections of the
Hebrew Bible criticize interest-taking, but
interpretations of the Biblical prohibition vary.
One common understanding is that Jews are
forbidden to charge interest upon loans made
to other Jews, but allowed to charge interest
on transactions with non-Jews, or Gentiles.

However, the Hebrew Bible itself gives
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numerous examples where this provision was

evaded.

Jews were ostracized from most professions
by local rulers, the Church and the guilds
and so were pushed into marginal occupations
considered socially inferior, such as tax and
rent collecting and money lending, while the
provision of financial services was increasingly
demanded by the expansion of European trade

and commerce.

Early Modern European Banking

Early modern European banking had its

origins in Italy. The profession grew out of

the trade boom of the so-called commercial
revolution of the High Middle Ages ( 1000
1350 ) . The first bankers engaged in manual
exchange of coins and did not extend credit. By
the early modern period, however, banking
spread throughout Europe and became complex

and increasingly involved in credit transactions.

By the late thirteenth and fourteenth
centuries there were three basic types of banks :
international merchant banks, local deposit
banks, and pawnbroking establishments.
The categories were not exclusive: the same
businessmen sometimes engaged in two or all

three types simultancously.
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International Merchant Banks and
Bills of Exchange

The international merchant banks were the
largest and most sophisticated. They began as a
Tuscan phenomenon, established by merchants
to facilitate their long-distance trade and the
transfer of funds across national boundaries.
Several extremely large firms—what modern

scholars have called “super companies™ —

developed in Florence. The second largest of

them, the Peruzzi bank, had fifteen branches
located throughout Europe and in North
Africa. The bank collapsed suddenly in 1345,

bringing down with it much of the Florentine
banking industry. This demise resulted from a
combination of unwise fiscal practices and bad
market conditions. The companies organized
themselves so that all branches were jointly
owned by large extended families. There was no
limited liability, and thus investors lost more

than what they put into their companies. Whole

family fortunes were lost.

The collapse was followed by a new
generation of banks. The most famous was
which lasted from

1397 to 1494. To avoid the calamity of its

the great Medici firm,

predecessors, the Medici bank configured itself

in the manner of a modern holding company.
Members of the family held controlling interest

in the branches, but each branch was a separate
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