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RECEKT DBVELORffiKTS IK TEL RELATIOPS BSTTiSEK 

GOVEEKffiHT AHD CENTRAL B.AHK 

A* S ta tu to ry p rov is ions regarding ownership end raana£omont 

"The Stat© has i n several count r ies manifested a strong 
tendency i n recent years t o c la im a l a rge r ex ten t o f p a r t i -
c i p a t i o n i n the ownership and admin i s t ra t i on o f the c e n t r a l 
bank* 

" I n Denmark and lJow Zealand the former pr ivate ly-owned 
c e n t r a l banks were converted i n t o e n t i r e l y State-owned cen t ra l 
banks i n 192&* Paraguay a pr ivate ly-owned oamo»rcial bank, 
the Bank o f the Republic o f Paraguay, was converted i n t o a 
State-owned c e n t r a l bank i n 19^6* I n I t a l y the c e n t r a l bank, 
whose c a p i t a l was owned e n t i r e l y by p r i v a t e shareholders, was 
transformed i n t o an " i n s t i t u t i o n under pub l i c law" i n 1936, 
when the o l d c a p i t a l and pa r t o f the reserves were repaid t o 
the p r i v a t e shareholders and the new c a p i t a l was subscribed by 
" p u b l i c law" banks and c r e d i t i n s t i t u t i o n s , savings banks, 
insurance companies and prov ident s o c i e t i e s ; and as the State 
already had a la rge share i n the ownership and c o n t r o l o f many 
o f these i n s t i t u t i o n s , i t acquired an i n d i r e c t p a r t i c i p a t i o n 
i n the ownership and admin i s t ra t i on o f the Dank o f I t a l y . I n 
the same year the Government o f Canada took steps t o acquire a 
c o n t r o l l i n g i n t e r e s t i n the c a p i t a l o f the Bank o f Canada? and 
the process o f conversion i n t o a State-owned i n s t i t u t i o n was 
completed i n 192$ when the Government pa id out a l l the p r i va te 
stockholders* 

" i t h regard t o admin i s t ra t i on , i n 1 ew Zealand the State 
now has the power t o appoint a l l the d i r e c t o r s o f the Reserve 
Bank, whereas fo rmer ly i t was t o nominate on ly three out o f the 
seven d i r e c t o r s (exc lus ive o f the Governor, Deputy-Governor and 
Secretary o f tho Treasury) ; and the Secretary o f the Treasury 
i s now a member o f the Board w i t h v o t i n g power, which he d id not 
have p r i o r t o 1936* a d d i t i o n , i t was l a i d down i n the new 
law t h a t the Reserve Bank * i s t o g ive e f f e c t as f a r as may be 
t o the monetary p o l i c y o f the government as communicated t o i t 
from t ime t o t ime by the l o i n i s te r o f Finance1 • I n Canada the 
State now has the r i g h t t o appoint a l l the d i r e c t o r s (exc lus ive 
o f the Governor and Deputy-Governor), as compared w i t h three 
out o f the nine under the o r i g i n a l s ta tu te * I n Denaark tho 
Chairman o f the Board o f three Governors i s now t o be nominated 
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by the King, end e i gh t o f the 25 d i r e c t o r s are t o be e lec ted by 
the Riksdag from among i t s own members, two by the M in i s te r o f 
Trade, I ndus t r y and Shipping, and the remaining 15 by the Board 
o f D i rec to rs , whereas former ly a l l the d i r e c t o r s , except two 
who wore appointed by the M i n i s t e r o f Trado, were e lected by 
the General Lleeting o f p r i va te shareholders, and the Board o f 
D i rec to rs appointed two or three out o f the four or f i v e managers 
o f the Bank. 

"Furthermore, wh i l e i n the United Sta tes , Cermany, France 
and Greece no change was made i n the ownership o f the o a p i t a l , 
the State acquired a b igger share i n the admin i s t ra t i on end 
c o n t r o l o f the c e n t r a l bank. 

" I n Germany the p r o v i s i o n i n the Bank Law of 1921; t ha t ' t h e 
Reichsbank i s a bank independent o f Government con t ro l 1 was r e -
pealed by an amending law i n 1937» tuki the Reichsbank-Diroktor ium 
was placed d i r e c t l y under the Fuhrer and Chancel lor . Under the 
law o f 192^ the President o f the Reichsbank was appointed by the 
General Counci l o f the Bank w i t h the counters ignature o f the 
Reichspres ident , and when the General Counci l was e l im ina ted i t 
was provided t h a t the President o f the Reichsbank was t o be 
appointed by the Reichspresident on the advice o f the Di rektor ium 
("anageraont Board), and the other members o f the D i rek tor ium by 
the Heichspresident on the nominat ion o f the President o f the 
Reichsbank; but under the 1937 amendment the President and other 
raembers o f the D i rek tor ium are t o be appointed by the Fuhrer and 
t o be d i r e c t l y responsib le t o him. 
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" I n France, where fo rmer ly the General Counci l o f the Bank 
o f France consisted o f 15 regents e lec ted by the 200 la rges t 
shareholders, the composit ion o f the Council was r a d i c a l l y 
changed i n 193&. and p rev i s i on was made f o r a large measure o f 
d i r e c t and i n d i r e c t State p a r t i c i p a t i o n i n appointments t o the 
Counci l , I n the f i r s t p lace , nine out o f the 20 members o f the 
Council are t o represent ' t h e c o l l e c t i v e i n t e r e s t s o f the n a t i o n ' , 
throe represent ing the M i n i s t r i e s o f Finance, na t iona l Economy 
and Colonies, wh i l e the other s i x are ex o f f i c i o members ho ld ing 
spec i f i ed pos i t i ons i n State f i n a n c i a l i n s t i t u t i o n s . I n add i t i on , 
s i x members are t o be appointed by the I ' i n i s t e r o f Finance from 
a l i s t o f three names submitted by each o f s i x commercial, i n -
d u s t r i a l , a g r i c u l t u r a l and labour o rgan isa t ions , wh i le three are 
t o be nominated or e lec ted by the Nat iona l Economic Counci l , the 
Centra l Committee o f the savings banks, and the s t a f f o f the 
Bank o f France, leav ing only two t o bo e lec ted by the General 
Meeting o f shareholders, 

" I n Greece the Governor, Deputy-Governor and Sub-Governor 
are now t o be appointed by the Cabinet o f M in i s te rs on the 
proposal o f the Board o f D i r ec to r s , whereas p r i o r t o 1932 they 
wore e lec ted by the General Meeting o f shareholders subject t o 
the a- p rova l o f the Government. 

" I n Argent ina, on the other hand, where p r i o r t o 1935 
some c e n t r a l banking func t ions wore performed by a State-owned 
bank, the Bank o f the Argent ine Nat ion, the commercial banks now 
have an equal share w i t h the State i n the c a p i t a l o f the new 
Central Bank; and not on ly do the shareholding banks nominate 
s i x o f the 12 d i r e c t o r s from among t h e i r own represent ives , and 
another four on the proposal o f the Board o f D i rec to rs and a f t e r 
c o n s u l t a t i o n between the Board and c e r t a i n representa t ive organ-
i s a t i o n s , but the President and V ice-Pres ident o f the Bank are t o 
be designated by the Chief Executive o f the Argent ine Nat ion i n 
agreement w i t h the Senate from among the three candidates f o r 
eaoh post e lec ted by the meeting o f shareholding banks. 

" I n China, a l so , where the Central Bank i s a State-owned 
i n s t i t u t i o n , i t was provided i n the Monetary Reform Programme 
announced by the M i n i s t e r o f Finance i n November, 1935» t h a t the 

'Cen t ra l Bank i s t o be reorganised as the Central 
Reserve Bank o f China and s h a l l be owned p r i n c i p a l l y by 
banks and the general p u b l i c , thus becoming an independent 
i n s t i t u t i o n , devot ing i t s e l f c h i e f l y t o main ta in ing the 
s t a b i l i t y o f the n a t i o n ' s currency,* 

"Owing t o strong oppos i t i on from c e r t a i n c i r c l e s both 
w i t h i n and outs ide the Government, t h i s p a r t of the Honetary 
Reform Programme was, however, not c a r r i e d i n t o e f f e c t . 
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" l ioroovor, I n Salvador the c a p i t a l of the Central Bank, 
which was es tab l i shed i n 193U# ^ras not on ly subscribed by the 
commercial banks and the p u b l i c , but the Governor and Deputy-
Governor arc t o bo e lec ted by the General Meeting o f shareholders 
sub ject t o the approval o f the Government. 

" ITi th these except ions, a d e f i n i t e t rend i n the d i r e c t i o n 
o f g rea ter State p a r t i c i p a t i o n i n ownership end admin is t ra t i on 
o f c e n t r a l banks i s t o be observed i n recent ohangea i n c e n t r a l 
banking s ta tu tes . I t i s s i g n i f i c a n t t h a t such changes -were 
nade i n the s ta tu tes o f two newly-establ ished c e n t r a l banks, 
the Hesorve Bank o f 1 Sow Zealand end the Bank o f Canada, w i t h i n 
two years from t h e i r i ncep t i on , as w e l l as i n the s ta tu te o f one 
o f the o ldes t c e n t r a l banks, the Nat iona l Bank o f Denmark. 

"'Hie Economic I n t e l l i g e n c e Service o f the League o f Uations i f 
has a lso seen f i t t o drew a t t e n t i o n t o the f a c t t h a t * i n tho 
s ta tu tes as drawn up or emended i n recent years , the State has 
gene ra l l y assumed a more important r o l e both i n respect o f the 
ownership and management o f c e n t r a l bonks*, and t h a t 

' Th i s tendency stands I n con t ras t w i t h t h a t o f the 
pre-war per iod and e a r l y post-war years, i n p a r t i c u l a r 
when s t ress was l a i d on the d e s i r a b i l i t y o f preserv ing 
or inc reas ing the independence o f cen t ra l banks from the 
State,* 

even t o the ex tent o f i n s e r t i n g i n the s ta tu tes o f new or 
reorganized c e n t r a l banks 1 a clause or a sentence emphasising 
t h i s independence e i t h e r as regards ownership or management1. 

Sourcej "Cent ra l Banking" by I I . H. DeEock, 
pp. J'20 - 52U. 

If "Monetary Review 1937-38", p . 01. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



i> 

& Extension o f monetary func t ions o f cen t ra l banks 

Functions o f Central Banks have been s i g n i f i c a n t l y extended 

i n several respects i n recent years, 

a. Open market operat ions 

" r t t i i le genuine open-market operat ions a r e , and can be, 
undertaken a t present on a r e l a t i v e l y la rge scale on ly by the 
Bank o f England and the Federal Reserve System o f the United 
States, owing t o the existence o f wide and ac t i ve markets i n 
shor t - te rm and long- term Government s e c u r i t i e s i n London and 
Kew York r e s p e c t i v e l y , the c e n t r a l banks o f many other coun-
t r i e s , o ld and new, have r e c e n t l y been exe r t i ng themselves t o 
e s t a b l i s h some or other form o f open-market operat ions as a 
supplement t o d i scoun t - ra te p o l i c y and as an instrument f o r 
n e u t r a l i s i n g seasonal movements or movements o f Government 
funds or f o r i n s u l a t i n g the i n t e r n a l c r e d i t s t rue tu re from 
sudden and temporary changes i n the balance o f payments. 

\f "Annual Report f o r 1930". pp. 15-16. 

"A number o f the o lder c e n t r a l banks, however, could not 
undertake open-market operat ions u n t i l they were s p e c i f i c a l l y 
empowered by amendments t o t h e i r s ta tu tes t o buy and s e l l 
Government bonds, t reasury b i l l s and s im i l a r s e c u r i t i e s f o r 
t h e i r own account. This was done, f o r example, i n Germany i n 
1933, Hol land and Norway i n 1936, Belgium i n 1937, and France 
i n 1936. 
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b, Contro l over reservos 

"A new development i n conneetion w i t h the s t a t u t o r y c e n t r a l i -
sa t i on o f cash reserves i s t h a t o f g i v i n g the cen t ra l banking 
a u t h o r i t i e s the power t o decrease or increase the minimum cash 
reserves t o be kept w i t h the c e n t r a l bank by the commercial banks. 
I t was f i r s t in t roduced i n the Uni ted States i n 1933 
I n JAML * ' HMfci—liw 1 

"New Zealand fo l lowed s u i t i n 1936 when the Governor o f the 
Reserve Bank, ac t ing w i t h the a u t h o r i t y o f the M i n i s t e r o f Finane©, 
was empowered to vary the percentages o f balances t o be maintained 
by t r a d i n g banks w i t h the Reserve Bank, subject t o suoh balances 
not being a t any t ime less than those provided f o r i n the o r i g i n a l 
s ta tu tes and i n A u s t r a l i a the Monetary and Banking Caniaission 
recommended i n 1937 t h a t the Commonwealth Bank Board be empowered, 
subject t o the consent o f the Treasurer, not only t o requ i re 
t r a d i n g banks t o ho ld minimum balances w i t h the Commonwealth 
Bank f o r l i m i t e d per iods , but also t o va ry the reserve percentages 
w i t h i n the l i m i t f i x e d by the consent o f the Treasurer . " 

Souroei "Cent ra l Banking" by 14. H. DeEock 
336-337 
336-9 

D. Loss o f func t ions and Control t o governments 

I n s p i t e o f these developments, however, i t cannot be doubted 

t h a t i n reeent years governments have increased t h e i r share i n the 

f o rmu la t i on and admin i s t ra t i on o f monetary and f i n a n c i a l p o l i c i e s at 

the expense o f c e n t r a l banks. x 
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I n a way t h i s i s morely a r e f l e c t i o n o f the obvious need f o r 

u n i f i e d oon t r o l over a l l monetary, f i n a n c i a l and f i s c a l p o l i c i e s when 

such p o l i c i e s become of increas ing importance. But such u n i f i e d oon t ro l 

might l o g i c a l l y be seated e i t h e r i n the cen t ra l bank or i n the govern-

ment . That the tendency has d e f i n i t e l y been a s h i f t from ben t ra l 

banks t o governments i s due t o at l eas t two f a c t o r s . 

(1) During the l a s t depression the s t r i c t l y monetary p o l i c i e s 

o f c e n t r a l banks were recognized t o be o f smal ler importance than the 

f i s c a l p o l i c i e s o f the Treasury. I f any coord ina t ing had t o be done, 

i t was qu i t e na tu ra l t h a t the Treasury should do i t ra the r than the 

c e n t r a l bank. This i s merely a p a r t i c u l a r a p p l i c a t i o n o f the general 

p r i n o i p l e o f the dog wagging i t s t a i l ra ther than v i c e versa. (2) This 

exp lana t ion does n i c e l y f o r the Uni ted States where d e f i e i t p o l i c i e s 

loomed la rge and the government through the sale o f i t s s e c u r i t i e s be-

came dominant i n the whole c r e d i t s i t u a t i o n . But a s i m i l a r t rend I s 

pe rcep t ib le i n count r ies where ac t i ve f i s c a l p o l i c y d id not p lay such 

a r o l e . An a d d i t i o n a l exp lanat ion i s needed. I t may be i n fao t t h a t 

governments ra the r than cen t ra l banks are the ac tua l centers of a u t h o r i t y 

e i t h e r democra t i ca l l y e leoted or d i e t a t o r l a l l y es tab l i shed . I t i s 

n a t u r a l t h a t powers oome t o be exerc ised by them ra the r than by the 

c e n t r a l banks, who are slower t o respond t o changes i n p o l i t i c a l 

a u t h o r i t y , and are the re fo re s ide-stepped i n the fo rmu la t i on o f p o l i c i e s 

and the exerc ise o f f unc t i ons . Their vague inhe r i t ance o f sea l -

Independence thus a c t u a l l y i s a m i l l s t o n e around t h e i r necks. 
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Assuming the r o l e o f c e n t r a l banks through making them responsible pub l i c 

i n s t i t u t i o n s 

Commenting on the forces t h a t mot ivate the act ions o f the Bank 

o f England, the London Economist saidt "Yet there i s the danger t h a t 

the C i t y may become a law t o i t s e l f , and t h a t the Bank may unconsciously 

acquire powors which more p roper ly belong t o the Government| and may 

even Judge quest ions from the standpoint o f the " c i t y "as d i s t i n c t 

from the na t i on • • . . I f the Bank i s t o r e t a i n i t s independence and i t s 

u n o f f i c i a l leadership i n f i n a n c i a l and monetary mat te rs , i t i s necessary 

t o l a y down several gu id ing c o n d i t i o n s , " l / w h i c h inc lude a con t ro l and 

leadersh ip t h a t i s e n t i r e l y d i s i n t e r e s t e d , and a f a r greater degree o f 

p u b l i c i t y regard ing the act ions o f the Bank. 

Regarding the c o n s t i t u t i o n o f the Bank, the Economist has 

the f o l l ow ing t o say 2 / 
" I n theory , the Bank i s a p r i v a t e i n s t i t u t i o n , charged w i t h 

c e r t a i n d u t i e s , both s t a t u t o r y and unwr i t t en , but con t ro l l ed by 
I t s shareholders, who i n theory e l e c t the Governor» Deputy-
Governor and Court o f D i r e c t o r s , and are a lso u l t i m a t e l y respon-
s i b l e f o r the appointment and re t i rement o f the Bank's s t a f f . 
I n p r a c t i c e t c e r t a i n changes have taken place dur ing recent years. 
The Governor i s no longer e lec ted f o r only two years , f o r the 
present Governor has he ld o f f l o e since 1920. The present Deputy-
Governor has r i s e n from the s t a f f o f the Bank, thereby ca r ry ing 
i n t o e f f e c t Bagehot's suggestion t h a t the Deputy-Governor should 
correspond t o the permanent head o f a Government department. 
The d i r e c t o r s o f the Bank no longer represent exc l us i ve l y ' C i t y ' 
i n t e r e s t s , and two o f the d i r e c t o r s are now f u l l t ime and f u l l y -
pa id employees o f the Bank. The Governor has also r e c r u i t e d a 
personal s t a f f o f t echn i ca l adv isers , and o f these two have come 
t o the Bank f rom the Treasury. F i n a l l y , i t i s inconceivable t h a t 
the Governor could cont inue t o ho ld o f f i c e i n oppos i t i on t o the 
wishes o f the Government o f the day or t h a t a new Governor could 

1 / Economist, August 10, 193b 
? / T55555II7, 1935 
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be e lec ted w i thou t the de f ac to approval o f the Cabinet. 

"The main need, t he re fo re , i s f o r a c o d i f i c a t i o n o f what 
has already become accepted p r a c t i c e . Ihe exact l e g a l owner-
ship o f the Bank* c c a p i t a l i s comparat ively unimportant . The 
Bank has long ceased t o make i t s p r o f i t s a major cons idera t ion , 
end the p r o f i t s a r i s i n g from the note issue already accrue by 
s ta tu te t o the Exchequer. A l e g a l l i m i t a t i o n o f the Bank's 
p r o f i t s a t approximately t h e i r present l e v e l would please pub l i c 
op in ion and would invo lve l i t t l e r e a l change. There i s l i t t l e 
t o be gained or l o s t lay t r a n s f e r r i n g t o the State the ownership 
o f the Bank* s c a p i t a l , which nay reasonably be l e f t ea i t stands 
a t present . I t i s o f g rea te r importance t o make i t c lear t h a t 
the Governor, not the Court , i s i n c o n t r o l o f p o l i c y — as he 
r e a l l y i s today — and t h a t the Government has the f i n a l word i n 
h i s appointaent , as i n the ease o f any other important pub l i c 
servant* Thus, i n f u t u r e , the e l e o t i o n o f the Governor — and 
poss ib l y the Deputy-Governor — should be made sub jec t t o the 
approval o f the Cabinet . n 
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