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DO000o00000n0 Supportfor the safety of the banking
system via a lender of last resort mechanism became the most
Important function of central banks in the early twentieth century.
However, the capacity of central banks to support commercial banks
In trouble and to prevent a loss of confidence in all deposit taking
institutions should not be overestimated. 0 O O O 0O O 0O OO O
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0 O 0O O Central banks have never actually had that much capital



of their own, and theyve never been able to finance any large scale
rescue entirely on their own. Instead they act as information
gatherers and co-ordinators of the banking system and they
encourage and corral the banks as a group to provide support and
assistance to the bank in difficulty. And that has actually been the
case more or less throughout ... and the Bank of England has acted as
the co-ordinator and the central operator of a rescue system, rather
than doing it all by itself. More recently, the willingness of the banks
to get together to bail out and support their colleagues has actually
been diminishing with the more competitive system we now have.
And effectively now the fund to bail out or to provide any large scale
support system for the banks has to come from the taxpayer. [ O [
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global depression of the 1930s and the demands for economic



controls during the second world war thrust new responsibilities
upon central banks. New economic ideas, principally those of the
English economist John Maynard Keynes, legitimated a more
Interventionist set of government policies to direct the economy in
pursuit of full employment and price stability. O 0O O 0O 0O O O O
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central bank was an institution that was already in existence, that now
could act as agent for the government, combined with what we call
fiscal policy, in bringing about full employment, price stability and so
on. This became really their dominant or prime function from the
end of the Second World War probably up until the 1970s. Its really
the exercise of monetary policy which becomes the overriding
objective. The older ones of lender of last resort, managing the note
Issue, being banker to government, really slide back into the
background. D 0 000000000000 OoO0OooOooOoOon,
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