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Perplexing time for central bankers:

Finely balanced moment in the business cycle. 

Ongoing adjustment in the financial system in wake of 2008. 

Not obvious that central bank balance sheets will ever return to normality. 

Large parts of fixed-income sliding into negative yield.

Surprising technical disturbances in money markets. 

In the eurozone, unresolved structural. 





Contrast to the period before 2008 is pretty stark. 
Tempting to cling to familiar mantras: 
independence, mandate, price stability

This is intelligible as a defensive reaction when institutions are 
under threat. 
But we should recognize that pre-crisis normality was 
a. framed against great moderation
b. has constantly changing content. 
c. was a relatively recent historical artefact. 



Historical origins of central banking are in an elite creditor 
cartel for managing public debt. 
Anchored not in democracy but in parliamentary 
representation of wealthy stakeholders. 
= solution to problem of original sin. 

1668 Swedish Riksbank aka Bank of the Estates 
1694 Bank of England



A key test was the historic deflation of the post Napoleonic 
period. 

St. Peter's Field, Manchester, sixteenth day of August, 
1819



Modern lender of last resort goes back to Bagehot (1873) and 
his interpretation of the global financial crisis of 1859. Even in 
2008 you could hear Bernanke and co citing Bagehot. 



International monetary affairs began to 
take on a modern form with the formation 
of the international gold standard from 
1871. 
It is a conservative international framework 
that constrains monetary policy.
It also makes central banks into key 
managers of reserves and triggers tough 
deflation of the 1870s. 

-> Modern monetary economics emerged 
as effort to make sense of this. 



Key nodes in modern network of 
central banking are founded in 
late 19th century. 

First modern central bank is the 
Fed created in 1913.

Why first modern? Because it is a 
central bank created to manage 
monetary policy under 
democratic conditions. 





Aftermath of World 
War I saw central 
banks for the first time 
contending with 20th-
century forces of class 
conflict and organized 
labour. 



Tempting to 
think of socialist 
parties as big 
spenders. But in 
fact historically it 
is militarists who 
have been far 
larger. 



Gold standard of 
1920s was effort not 
just at economic but 
at political and 
geopolitical 
stabilization.



Adolf Hitler and central banker 
Hjalmar Schacht at the ceremony 
to lay the foundation stone for the 
new German central bank 
(Reichsbank) in 1934 



After the crises of the interwar 
period, the era of Bretton Woods 
was one of “boring banking” and 
“financial repression”.



Through central banks are centuries old, it is only in the 1970s that the 
global monetary system as we know it today comes into existence: fiat 
money, flexible exchange rates, zero capital controls, increasingly 
large-scale financial flows = system typified by Eurodollar market 





The 1970s – after collapse of Bretton 
Woods and in face of surging inflation 
- is first moment when the 
Bundesbank model first comes into its 
own. 

The Deutsche Bundesbank Act of July 
26, 1957 gave birth to the present 
German central bank.

Shaped by Germany’s traumatic 
experience and occupation comes 
into its own. 

1973-74 Bundesbank becomes first 
central bank to adopt monetary 
targets. 

-> establishes norm of price stability 
and low inflation as low-cost optimal 
policy





1990s spread of 
central bank 
independence. 

By 2011 9000 
academic papers 
had been 
devoted to the 
topic. 





Great moderation: heroes or accidental beneficiaries?  



The crisis of 2008 disrupts the great 
moderation. 

The most dangerous crisis ever – Bernanke. 

Vast expansion of both national and
transnational action (liquidity swap lines)

Huge expansion in balance sheets.

QE

Macroprudentialism





“[T]he increasing 
hostility of the 
Republicans to the Fed 
and to me personally 
troubled me, 
particularly since I had 
been appointed by a 
Republican president 
who had 
supported our actions 
during the crisis. I tried 
to listen carefully and 
accept thoughtful 
criticisms. But it 
seemed to me that the 
crisis had helped to 
radicalize large parts of 
the Republican Party,”
Ben Bernanke 2015

“lost patience with Republicans’ susceptibility to the 
know-nothing-ism of the far right. I didn’t leave the 
Republican Party. I felt that the party left me.”
Ben Bernanke 2015





Faced with slow growth and 
resentment at inequality, 
economic nationalism is 
tempting. 

It is tempting to think of the economic policy dilemmas and the political problems as separate. 
But they are surely linked both in triggering and enabling conflict. 

Nationalism causes market stress. But a politician like Trump 
pays a minimal price for his aggression against the central bank 
in demanding looser policy.

There is no risk of inflation.

Furthermore given limp economic conditions. 
Many on the central bank and large cross section believe that 
he is right.

Despite giant deficits, there is no risk of 
bond vigilante punishment. 









German and Italian populism have opposite 
views on euro – too soft v. too hard – but a 
common enemy in the ECB. 








