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Editorial
Dear Colleagues,
:KLOHWKHZKROHZRUOGPDLQWDLQVDFORVHH\HRQWKHELJLQWHUQDWLRQDO¿QDQFLDOFHQWUHVVXFKDV1HZ<RUN
/RQGRQRU7RN\RDQRWKHU(DVWHUQPHWURSROLVKDVEHHQZRUNLQJKDUGRQLWVDPELWLRXVDLPWRMRLQWKH
SUHVWLJLRXVOLVWRI,)&V(YHUVLQFHZKHQ3UHVLGHQW0HGYHGHYDQQRXQFHGWKHµREYLRXV¶LQWHUHVWLQ
WKLVJRDO0RVFRZKDVVWDUWHGRQLWVDGPLWWHGO\µORQJZD\WR>«@DWUXO\FRPSHWLWLYH¿QDQFLDOFHQWUH¶$QG
ZKLOH7URLNDKDVEHHQVXSHUYLVLQJWKHSURJUHVVLQ*UHHFHWKH5XVVLDQJRYHUQPHQWFKLHIHFRQRPLVWVDV
ZHOODV0D\RU6HUJHL6RE\DQLQKDYHLQLWLDWHGWKHLURZQLQWHUQDOEDWWOHWRZDUGVEHWWHUHFRQRPLFSROLFLHV
DQGDGYDQFHGOLYLQJFRQGLWLRQVLQ0RVFRZµ,IZHPDNH0RVFRZFRPIRUWDEOHIRURXURZQSHRSOHWKHQLW
ZLOOUHVROYHWKHSUREOHPVIRUFUHDWLQJDQLQWHUQDWLRQDO¿QDQFLDOFHQWUH¶0D\RU6RE\DQLQUHDVRQHGVKRUWO\
DIWHUKLVDSSRLQWPHQWLQ7KXVWKLVYROXPHRIRXUEABH bulletinZLOOVHUYHDVDYHKLFOHWRLQWURGXFH
($%+PHPEHUVDQGIULHQGVWR5XVVLDQ¿QDQFLDOKLVWRU\+RZIDU0RVFRZKDVFRPHRQ‘the way to an
LQWHUQDWLRQDO¿QDQFLDOFHQWUH¶LVVXEVHTXHQWO\GLVFXVVHGE\IRXU5XVVLDQHFRQRPLVWVIURP6DPDUD6WDWH
(FRQRPLF8QLYHUVLW\ZKRZHUHQRWDIUDLGWRWDNHDQRSWLPLVWLFEXWDOVRFULWLFDODSSURDFKRQWKLVORQJWHUP
SURMHFWDQGWKHFXUUHQWGHYHORSPHQWVLQ5XVVLD
($%+LVDOVRGHOLJKWHGWRIXUWKHUGHHSHQWKHKLVWRULFFRRSHUDWLRQZLWKWKH&HQWUDO%DQNRI5XVVLDDQGWR
SUHVHQWDQRWKHUQXPLVPDWLFFRQWULEXWLRQIURPWKHHVWDEOLVKHG5XVVLDQH[SHUW6HUJH\97DWDULQRYZKRKDV
NLQGO\SURYLGHGQHZUHVHDUFKPDWHULDODERXWµ7KH+LVWRU\RIWKH8QLTXH)LQDQFLDO2SHUDWLRQRIWKH6WDWH
%DQNRIWKH5XVVLDQ(PSLUHDQG%DQTXHGH)UDQFH¶7RURXQGRIIWKLV5XVVLDQLQWURGXFWLRQ\RXQJVFKRODU
9ODGLPLU%DNKWLQHODERUDWHVRQµ5XVVLD¶V)LQDQFHDQG:DU¶VLQWKHQLQHWHHQWKFHQWXU\¶
)XUWKHUPRUHZKLOH($%+DQGWKH1DWLRQDO%DQNRI5RPDQLDDUHGRLQJODVWSUHSDUDWLRQVIRUWKHHDJHUO\
awaited annual conference on µ3XEOLF3ROLFLHVDQGWKH'LUHFWLRQRI)LQDQFLDO)ORZV¶IURP-XQHLQ%X
FKDUHVW\RXQJVFKRODU$QQ.DWKULQ3ULRUDOUHDG\RIIHUVDOLWWOH$VLDQH[FXUVXVRQWKLVWKHPHDQGLQWURGXFHV
WKHUHDGHUWRµ$'XDO7UDFN5HIRUPRI&KLQD¶V%DQNLQJ6\VWHPLQWKHVDQGLWV&RQVHTXHQFHVRQWKH
'LUHFWLRQRI)LQDQFLDO¶LQWKLVHGLWLRQRIWKHEXOOHWLQ
5HWURVSHFWLYHO\WKLVYROXPHRIIHUV($%+PHPEHUVDQGIULHQGVDOLWWOHLQVLJKWRQWKHV\PSRVLXPµThe
(XUR *UHHN WUDJHG\RU(XURSH¶VGHVWLQ\¶ZKLFKXQLWHGQXPHURXVH[SHUWVLQ%D\UHXWKLQWKHEHJLQQLQJ
RIWKH\HDUDVZHOODVDWWKH($%+¶VVXFFHVVIXOUG<RXQJ6FKRODUV:RUNVKRSNLQGO\KRVWHGE\*5(7K$
5HVHDUFK&HQWUHLQ%RUGHDX[/DVWEXWQRWOHDVWZHDUHKDSS\WRKDYH&DWKHULQH(DJOHWRQLQWURGXFLQJ
WKHQHZSURMHFWRIWKH%ULWLVK0XVHXPDORQJZLWKRWKHUQHZVDQGODWHVWERRNUHSRUWV
7UXVWLQJWKDW\RXZLOOHQMR\WKHODWHVWDQGDOUHDG\WKHGLWLRQRIRXU($%+1HZVOHWWHU,ORRNIRUZDUGWR
PHHWLQJ\RXLQ%XFKDUHVW
0DQIUHG3RKO
'HSXW\&KDLUPDQ
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Moscow: the Way to an International Financial Centre?

FKDOOHQJHV DQG RSSRUWXQLWLHV DQG ¿QG DQ HI¿cient way forward. It proceeds as follows: Part 1
provides the literature review on the processes
of emergence and development of international
¿QDQFLDOFHQWUHV3DUWSURYLGHVWKHEULHIRYHUYLHZRIWKH5XVVLDQRI¿FLDOSURJUDPPHRQWKH
LQWHUQDWLRQDO¿QDQFLDOFHQWUH3DUWGLVFXVVHV
the present level of Russia’s involvement in inWHUQDWLRQDO¿QDQFH3DUWGHDOVEULHÀ\ZLWKWKH
issues of development of the Russian banking
system. Part 5 goes on with the discussion of
perspectives of further development of Russian
EDQNLQJDQGRWKHU¿QDQFLDOVHFWRUVWRPHHWWKH
FKDOOHQJH RI WKH LQWHUQDWLRQDO ¿QDQFLDO FHQWUH
3DUWGHDOVZLWKWKHVSHFL¿FLVVXHVRIWD[DWLRQ
DQG WD[ DGPLQLVWUDWLRQ RI WKH ¿QDQFLDO VHFWRU
which is critically important for the endeavour
RIGHYHORSPHQWRILQWHUQDWLRQDO¿QDQFH)LQDOO\
there is a brief conclusion.

Introduction
In the course of market transformation of the
Russian Federation the country faces the big
challenge of integration in the global economy.
One aspect of such an integration is the fullVFDOHSDUWLFLSDWLRQLQWKHZRUOG¿QDQFLDOV\VWHP
The country has already done a lot in this direction – both the government and the private
sector. High rates of economic growth in the
V FUHDWHG QHZ RSSRUWXQLWLHV IRU ¿QDQFLDO
development in Russia via high liquidity from
WKHERRPLQFRPPRGLWLHVPDUNHWVDQGLQÀRZV
of private capital. Russia accumulated substantial international reserves and sovereign wealth
IXQGVZKLFKVKRXOGEHLQYHVWHGDQGHI¿FLHQWO\
managed.
0RVFRZKDV¿UPO\HVWDEOLVKHGLWVHOIDVWKHQDWLRQ¶V ¿QDQFLDO FHQWUH ZKHUH WKH EXON RI WKH
¿QDQFLDO LQGXVWU\ DQG ¿QDQFLDO ÀRZV DUH FRQcentrated. However from the international perVSHFWLYH WKH FRXQWU\ LV VWLOO GHSHQGHQW RQ WKH
JOREDOLQWHUQDWLRQDO¿QDQFLDOFHQWUHV±SULPDULO\
/RQGRQDQG1HZ<RUNWKHQ)UDQNIXUWDQGQRZ
+RQJ.RQJ±ZLWKUHJDUGWRELJ¿QDQFLDOEXVLQHVV ,32VORQJWHUPERUURZLQJVYLDV\QGLFDWLRQV DQG (XURERQGV LPSRUWDQW 0 $ WUDQVDFtions). Moscow is still placed very low by the
Corporation of London research team in the
Global Financial Centres’ Index. Therefore the
Russian authorities have put forward the obMHFWLYH WR GHYHORS D 5XVVLDQ ¿QDQFLDO FHQWUH
of international standing which will be based in
Moscow and probably later partially in St. Petersburg.
The present paper intends to start the discussion on the feasibility of such intentions and
tries to assess critically the perspectives of the
programme from the present situation. The authors hope that such discussion will help the
RI¿FLDO FLUFOHV LQ 5XVVLD DQG WKH LQWHUQDWLRQDO
¿QDQFLDO FRPPXQLW\ WR EHWWHU XQGHUVWDQG WKH

1. Literature on International Financial Centres:
DQRYHUYLHZRISUREOHPVVROXWLRQVDQGJDSV
A developed post-industrial economy’s key feature is a leading International Financial Centre
(IFC) located within its territory. Yet there is no
single opinion on what constitutes an IFC. A
¿QDQFLDO FHQWUH LV DV < &DVVLV DQG - &ROOLHU
SXW LW D QXPEHU RI ¿QDQFLDO VHUYLFHV JURXSHG
WRJHWKHU LQ D FHUWDLQ XUEDQ DUHD ,QGHHG LW
seems a pretty simple thing. A more functional
GH¿QLWLRQLVDOVRJLYHQD¿QDQFLDOFHQWUHLV³WKH
SODFHZKHUHLQWHUPHGLDULHVFRRUGLQDWH¿QDQFLDO
transactions and arrange for payments to be
settled”.1
An IFC is characterised by:
DIDYRXUDEOHEXVLQHVVHQYLURQPHQW
HI¿FLHQWPDUNHWV
GLYHUVL¿HG¿QDQFLDODFWLYLWLHV
- professional services (technological expertise
DVZHOO 
VNLOOHGZRUNIRUFH
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the criteria used (the number of foreign and
multinational banks plus the share of non-resLGHQWV¶ EDQNLQJ GHSRVLWV LQ D ¿QDQFLDO FHQWUH 
allow a comparison of a number of centres
though they provide scarce information on the
centres’ true nature. G. Jones distinguishes
QDWLRQDOUHJLRQDODQGJOREDO¿QDQFLDOFHQWUHV9
This gives a more qualitative insight. R. Roberts generally shares Jones’s position yet he
LVPRUHVSHFL¿FDERXWWKHFDWHJRULHVRI¿QDQcial centres – offshore centres are added.10 G.
'XIH\DQG,*LGG\RUJDQLVH¿QDQFLDOFHQWUHVLQ
DPRUHIXQFWLRQDOZD\WUDGLWLRQDO¿QDQFLDOFHQWUHV¿QDQFLDOHQWUHSRWVDQGRIIVKRUHFHQWUHV11
+RZHYHUWR¿QGLQIRUPDWLRQRQ0RVFRZOLNHFLWLHV WKRVH ZLWK WKH HYLGHQW ZRUOG FLW\,)& SHUVSHFWLYHV LVUHODWLYHO\GLI¿FXOW12 This is the gap
ZHDWWHPSWWR¿OO
³+RZ GR ,)&V HPHUJH"´ LV DQRWKHU SUREOHP
discussed in the international literature. The
different fortunes of the world’s two major IFCs
– London and Paris – are under detailed consideration in a book of Y. Cassis and E. Bussiere.13 A historical and comparative analysis of
IFCs is undertaken in another Cassis’ research
³&DSLWDOVRI&DSLWDO´14 Here IFCs’ rise and decline are particularly emphasised. The case of
Moscow is almost unique in this sense as it allows us to witness the entire process of an IFC
formation from the very beginning and further
through its development.
Experts agree on the list of IFCs: London and
Paris; Berlin and later Frankfurt15; Zurich (plus
Geneva); Brussels16 and Amsterdam; Luxembourg; New York; Tokyo; Hong Kong and SingaSRUH<HWVRPHSRLQWVUHPDLQDUJXDEOH=XULFK
IRUH[DPSOHLVSUHVHQWRQWKHOLVWEXWLW¶VFRQsidered an IFC to a far less extent. Amsterdam
used to be a leading IFC up to the beginning
of the nineteenth century and later during the
1920s.17 Luxembourg is a pure off-shore centre.
IFCs’ shifting to Asia is particularly emphasised
WRGD\7RN\R+RQJ.RQJDQG6LQJDSRUHDUHD
vivid illustration of the trend. Shanghai also performs well and is believed to become as impor-

3

Paying a visit to...

- reliable high-quality information accessed at
once whenever it’s needed.
/LNHZLVHH[SOLFLWGH¿QLWLRQVRID³WD[KDYHQ´DQG
DQ ³RIIVKRUH ¿QDQFLDO FHQWUH´ DUH DEVHQW WKH
widely used and generally synonymous terms.
%DVHG SXUHO\ RQ LWV PDFURHFRQRPLF IHDWXUHV
$KPHG =RURPH GH¿QHV DQ RIIVKRUH FHQWUH DV
follows: a country or jurisdiction that provides
¿QDQFLDO VHUYLFHV WR QRQUHVLGHQWV RQ D VFDOH
WKDW LV LQFRPPHQVXUDWH WR WKH VL]H DQG WKH ¿nancing of its domestic economy.2 Offshore facilities for non-resident clients may include inYHVWPHQW DQG WUXVW PDQDJHPHQW DQG WD[IUHH
bank deposits. The list is surely not exhaustive.
$³ZRUOGFLW\´LVDQRWKHUWHUP LQWURGXFHGE\WKH
University of Chicago Professor Saskia Sassen) closely linked to our theme.3
There is no clear cut off point as to what a world
city is. J. Friedmann466DVVHQDQG0&DVtells5DUHWKHDXWKRUVRIWKHNH\FRQFHSWVGLVcussed and criticised (for weak empirical validation) by P. Knox and P. Taylor6.
6XPPLQJXSWKHDERYHFRQFHSWVDZRUOGFLW\LV
basically a multi-dimensional space of interacWLRQ ¿QDQFLDOLQWHUDFWLRQEHLQJRIPDMRULPSRUtance) in globalisation.
An explicit hierarchical order of world cities is
proposed by the Globalisation and World Cities
Study Group (GAWC) from a British University
DW /RXJKERURXJK $ FLW\¶V ³ZRUOG FLW\QHVV´ LV
assessed depending on the development level
of the four services available in the city. These
LQFOXGH DFFRXQWDQF\ DGYHUWLVLQJ EDQNLQJ¿nance and law. The cities are in four classes
DOSKDEHWDJDPPDDQGGHOWD DQGWZHOYHDVcending categories.7 GAWC group distinguishHVZRUOGFLWLHVZLWK/RQGRQ1HZ<RUN3DULV
and Tokyo on top. 67 cities are potentially world
cities with Moscow placed seventh within beta
class.
A huge amount of literature is devoted to an appropriate ranking of IFCs.
The American economist H. Reed is the author
of a pioneering IFCs’ ranking.8 This provides a
quantitative rather than qualitative approach:
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SROLF\ JXLGHOLQHV ZHUH VHW LQ VHYHUDO RI¿FLDO
documents of the Russian government. These
documents provide in-depth analysis of the
SUDFWLFHV RILQWHUQDWLRQDO ¿QDQFLDO FHQWUHV DQG
pre-requisites for their development and set the
guidelines for the development of an internaWLRQDO ¿QDQFLDO FHQWUH LQ WKH 5XVVLDQ )HGHUDWLRQ :H ZLOO EULHÀ\ RXWOLQH WKH PRVW LPSRUWDQW
measures which Russian authorities must consider on the way to achieve this goal.
7KH RI¿FLDO GRFXPHQWV VSHFLI\ WKH IROORZLQJ
pre-requisites for the development of a Russian
LQWHUQDWLRQDO¿QDQFLDOFHQWUH
- the large size of the national economy and its
dynamic nature which should potentially creDWHGHPDQGIRUWKH¿QDQFLDOVHUYLFHV
- the high level of human capital which could be
XVHGLQWKH¿QDQFLDOVHUYLFHVLQGXVWU\ VLQFH
Russia has high level of education in mathHPDWLFV FRPSXWHU VFLHQFH HQJLQHHULQJ DQG
QDWXUDOVFLHQFHVWKHSHRSOHZLWKVXFKHGXFDtional background should be able to successfully employ their skills in the most advanced
DUHDVRIPRGHUQ¿QDQFH 
- the geographical location of Moscow between
WKH(XURSHDQDQG$VLDQ¿QDQFLDOFHQWUHV
relatively high level of development of naWLRQDO ¿QDQFLDO PDUNHW ZKLFK DOUHDG\ WUDGHV
D QXPEHU RI ¿QDQFLDO LQVWUXPHQWV LQFOXGLQJ
PDQ\GHULYDWLYHVKDVWZRH[FKDQJHV
- relatively close links with CIS countries and
the absence of language barriers which opens
the door for access of securities from those
FRXQWULHVWRWKH¿QDQFLDOFHQWUHLQ5XVVLD
However there is yet much to be done on the
ZD\WRD¿QDQFLDOFHQWUHRILQWHUQDWLRQDOVWDQGing.
First, Russia should further develop its legisODWLRQ DQG UHJXODWRU\ IUDPHZRUN IRU ¿QDQFLDO
PDUNHWV DQG ¿QDQFLDO WUDQVDFWLRQV 7KH PRVW
urgent laws which should be approved and imSOHPHQWHG DUH WKRVH RQ H[FKDQJHV FOHDULQJ
securitisation and anti-inside measures. The
Russian legislation should also be developed
ZLWK UHJDUG WR GHULYDWLYHV FROODWHUDOV LQIUD-

tant as Hong Kong and Singapore.18
There is no single opinion in the international
OLWHUDWXUHUHJDUGLQJEHQH¿WVDQGWURXEOHV,)&V
bring. Moreover advantages and disadvantages
of having an IFC may vary for developed counWULHVDQGHPHUJLQJPDUNHWHFRQRPLHV 5XVVLD
for example). Authors agree to the point of IFCs’
EHQH¿WV MREV ZHDOWK FRQFHQWUDWLRQ DQG SRYHUW\ UHGXFWLRQ EXVLQHVVIULHQGO\ HQYLURQPHQW
– to mention just a few. The troubles IFCs bring
are hardly discussed to date. Strengthening of
LQHTXDOLWLHV DVVHW VWULSSLQJ DQG ORFDO FRUUXStion (the last two being particularly characteristic of Russia-like countries) are mentioned but
scarcely analysed. This constitutes another serious gap in the literature on the theme.19 However making Moscow an IFC requires careful
SUHFRQVLGHUDWLRQRIDOO³IRU´DQG³DJDLQVW´DUJXments. Making any city an IFC is a long-term
challenge. Thus a serious theoretical analysis
DQGHI¿FLHQWSROLFLHVDUHHTXDOO\QHHGHG
2I¿FLDOSODQVRIWKH5XVVLDQDXWKRULWLHV
The goal of development in the Russian FedHUDWLRQRIWKHQHZLQWHUQDWLRQDO¿QDQFLDOFHQWUH
was put forward by President Dmitry Medvedev
LQ KLV ¿UVW 3UHVLGHQWLDO$GGUHVV WR WKH )HGHUDO
Assembly of the Russian Federation in November 2008. Following the outbreak of the global
HFRQRPLF DQG ¿QDQFLDO FULVLV WKH 5XVVLDQ DXthorities expressed the intention to open up new
RSSRUWXQLWLHVIRU¿QDQFLDOLQQRYDWLRQLQ5XVVLD
and try to increase the role of Russian ruble in
international settlements.20
7KH VWDUWLQJ SRLQW RI RI¿FLDO WKLQNLQJ LV EDVHG
on the view that Russia faces a dilemma: either
LWGHYHORSVWKH¿QDQFLDOPDUNHWLQOLQHZLWKWKH
LQWHUQDWLRQDOVWDQGDUGVDQGLQWHJUDWHVLWLQWRWKH
JOREDO ¿QDQFLDO PDUNHW DV RQH RI LWV LPSRUWDQW
SDUWV RU LW ORVHV WKH QDWLRQDO ¿QDQFLDO PDUNHW
FRPSOHWHO\VLQFHWKHPDMRULW\RI¿QDQFLDOWUDQVDFWLRQV LQFOXGLQJ WKRVH RI WKH 5XVVLDQ UHVLGHQWV PRYHWRRWKHU¿QDQFLDOFHQWUHV
Since this is a complex task the more concrete
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FHVVWRWKH5XVVLDQ¿QDQFLDOPDUNHWLQSDUWLFXlar to exchanges. At the moment such access is
possible via two regimes – either registration of
issue under Russian law or Russian depository
receipts (RDRs). The Russian authorities don’t
see any distinctive advantage of either of these
regimes and therefore will promote them both
equally.
$W WKH PRPHQW KRZHYHU LQ RUGHU WR WUDGH DW
WKH 5XVVLDQ H[FKDQJHV IRUHLJQ SDUWLFLSDQWV
are required to register a legal entity under the
Russian civil legislation and obtain the license
of the professional participant of the securities
market (otherwise they have to use the service
of brokers). In the age of Internet and sophisticated IT this may create obstacles for foreign
participants who wish to get the direct access
to the Russian exchanges from their offshore
RI¿FHV DQG WKHUHIRUH XQGHUPLQH WKH FRPSHWLWLYHQHVV RI 5XVVLD LQ WKH JOREDO ¿QDQFLDO PDUket. The possible solution might be to grant the
licenses of the professional participants to certain types of institutional investors which meet
the requirements of the Russian legislation so
that they escape the establishment of Russian
subsidiaries.
)RXUWKFHUWDLQVWHSVVKRXOGEHWDNHQWRSURYLGH
TXDOL¿HGSHUVRQQHOIRUWKH¿QDQFLDOFHQWUH,W¶V
necessary to improve the quality of education
LQ HFRQRPLFV DQG ¿QDQFH LQ DFFRUGDQFH ZLWK
the modern international standards since at the
moment only several advanced higher education institutions provide training of international
standing. At the same time Russia needs to
make immigration of foreign specialists easier
and make steps to further improve quality of life
LQ 0RVFRZ UHQWDO FRVWV WUDQVSRUWDWLRQ (QJOLVKVSHDNLQJSHUVRQQHOHWF 
7KH 5XVVLDQ RI¿FLDO GRFXPHQWV GRQ¶W VHW DQ\
quantitative targets for short-term perspectives
VLQFH WKH JOREDO HFRQRPLF DQG ¿QDQFLDO FULVLV
FDXVHVDORWRIXQFHUWDLQW\DWWKH¿QDQFLDOPDUket developments. The short-term priorities are
IRFXVHGRQWKHWHFKQLFDOLVVXHVRIWKH¿QDQFLDO
infrastructure. However in the medium-term

VWUXFWXUHRIWKH¿QDQFLDOPDUNHWV
7KHGHYHORSPHQWRID¿QDQFLDOFHQWUHLQ5XVVLD
requires substantial development of national
tax legislation and further improvement in tax
DGPLQLVWUDWLRQ 7KH ¿QDQFLDO VHFWRU LV FKDUDFterised by the relatively large scale of the volXPH RI WUDQVDFWLRQV LQ FRPSDULVRQ ZLWK WKH ¿nancial result therefore the tax rules should be
adjusted accordingly to put the tax burden on
SUR¿W DQG QRW RQ WXUQRYHU 6SHFLDO PHDVXUHV
should be taken to stimulate the long-tern savLQJV RI WKH SRSXODWLRQ YLD WKH ¿QDQFLDO PDUNHW
which should create the long-term funds in the
V\VWHPWR¿QDQFHLQYHVWPHQWV
7KHIXQFWLRQLQJRIWKH¿QDQFLDOPDUNHWLVLQWHUlinked with the stability of property rights and
the system of corporate governance. There is
really much to be done in this area in Russia
both in legislation and implementation via the
judiciary system. The high concentration of
ownership in the hands of large shareholders
QHFHVVLWDWHVVSHFL¿FUHJXODWLRQRIWKHUHODWLRQV
between these subjects in addition to the protection of the interests of minority shareholders.
6HFRQG 5XVVLDQ DXWKRULWLHV ¿QG LW LPSRUWDQW
to stimulate the further development of the national market in terms of both variety and soSKLVWLFDWLRQ RI ¿QDQFLDO LQVWUXPHQWV DQG ¿QDQcial market infrastructure. The wide range of
measures includes such steps as IPOs in RusVLDDQGDQLQFUHDVHLQWKHIUHHÀRDWRIVKDUHV
of Russian companies (including those with the
government controlling stake).
The country needs the modernisation of exFKDQJHV FOHDULQJ DQG GHSRVLWDU\ LQVWLWXWLRQV
PRUH WHFKQLFDOO\ DGYDQFHG SD\PHQW V\VWHPV
centralisation and transparency. However this
FRXOGQRWEHDFKLHYHGHI¿FLHQWO\YLDDGPLQLVWUDWLYHSUHVVXUHRUOHJLVODWLYHFKDQJHV H[IRUFHG
merger of MICEX and RTC) but should be the
logical outcome of the step-by-step development in line with the global trends.
Third WKH 5XVVLDQ ¿QDQFLDO PDUNHW VKRXOG EH
gradually integrated in the global capital market. Foreign participants should get easier ac-
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perspective (to 2012) the following economic
DQG¿QDQFLDOWDUJHWVDUHVHW
- one of the Russian exchanged should be in
top 12 exchanges in the world;
- the share of foreign securities at the Russian
exchanges should be not less than 10% in
terms of turnover;
 WKH VKDUH RI ¿QDQFLDO VHFWRU WR *'3 VKRXOG
rise to 6%;
Further impetus to the project came from President Medvedev in April 2010 when he had a
VSHFLDOPHHWLQJZLWKOHDGLQJIRUHLJQ¿QDQFLHUV
GRLQJEXVLQHVVLQ5XVVLDDQG5XVVLDQRI¿FLDOV
LQFKDUJHRIHFRQRP\DQG¿QDQFH7KHVSHFLDO
task force led by former Chief of Presidential
Administration and current Chairman of Board
of Norilsk Nickel Alexander Voloshin was established to facilitate the legislative and regulatory
changes and maintain the dialogue with the
market actors.

&KDUW5XVVLD¶VFXUUHQWDFFRXQWDVRI*'3

6RXUFH,QWHUQDWLRQDO0RQHWDU\)XQG:RUOG(FRQRPLF
2XWORRN'DWDEDVH

est foreign currency reserves in the world (after China and Japan) which amounted to 582
bln. USD as of 1 September 2008.21 The high
energy and raw material prices allowed the
Russian government to improve substantially
WKH VWDWH RI SXEOLF ¿QDQFHV UHGXFH WKH OHYHO
of foreign debt and accumulate substantial reserves in the Reserve and National Wellbeing
)XQGV 6HFRQG WKH 5XVVLDQ ¿QDQFLDO LQVWLWXWLRQVDQGQRQ¿QDQFLDOFRPSDQLHVVXEVWDQWLDOO\
LQFUHDVHGWKHLUSUHVHQFHDWWKHZRUOG¿QDQFLDO
markets via both share issuance (including
IPOs) and borrowings. This caused the sharp
increase of the foreign debt obligations of the
Russian private sector especially in the period
of 2005-2008.
It’s worth noting that during the whole period of
market transformation Russia was the net creditor of the world economy since it maintained
the positive current account balance (which
means that gross national investment was less
than gross national saving). In terms of gross
¿JXUHV WKH FDSLWDO RXWÀRZ IURP 5XVVLD LQ WKH

5XVVLDLQLQWHUQDWLRQDO¿QDQFH
The period of market transformation in Russia
started in 1992 and was marked by development of international economic relations with
WKHUHVWRIWKHZRUOGJURZLQJHFRQRPLFDQG¿nancial openness and integration of the country
in the global economy. These developments led
to the growing role of the Russian Federation
– through different institutional sectors – in the
ZRUOG¿QDQFH
7KHPDLQIHDWXUHVRI5XVVLD¶V¿QDQFLDOLQWHUQDtional links by the start of the global economic
DQG ¿QDQFLDO FULVLV FRXOG EH GHVFULEHG DV IROORZV)LUVW5XVVLDDFFXPXODWHGWKHWKLUGODUJ-

7DEOH,QWHUQDWLRQDO,QYHVWPHQW3RVLWLRQRIWKH5XVVLDQ)HGHUDWLRQ POQ86' 6RXUFH&HQWUDO%DQN
RI5XVVLD
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past nearly two decades was more that 400 bln.
USD.22
The evolution of the international investment
position of the Russian Federation is shown
LQ 7DEOH  7KH GDWD VKRZV WKH VLJQL¿FDQW LQcrease of the Russian involvement in the global
¿QDQFH
5XVVLDQEDQNLQJV\VWHPGLI¿FXOWZD\VRIGHvelopment.

&KDUW
6RXUFH:RUOG%DQN)LQDQFLDO'HYHORSPHQWDQG6WUXFWXUHGDWDEDVH

The commercial banking system turned out to
EHWKH¿UVWVHFWRURIWKH¿QDQFLDOV\VWHPZKLFK
developed in the course of the market transformation in the Russian Federation.23 This trend
was characteristic for all transition economies
DQG OLHV LQ OLQH ZLWK PRUH JHQHUDO WUHQGV RI ¿nancial development in the world economy. The
¿QDQFLDOPDUNHWLVFKDUDFWHULVHGE\WKHLQIRUPDtional imperfections (e.g. information asymmetry) which require development of certain institutional arrangements and regulatory regimes
to allow them to function properly.24 The current
JOREDOHFRQRPLFDQG¿QDQFLDOFULVLVVKRZVWKDW
even developed countries are far from a perfect
solution of this challenge.
The development of Russian banking system
was subject to numerous criticisms in the past
years. However it’s worth noting that the development path of the banking system in Russia
followed the same pattern as that of more adYDQFHGWUDQVLWLRQHFRQRPLHV 3RODQG+XQJDU\
and Czech Republic) but with less involvement
RI IRUHLJQ ¿QDQFLDO LQVWLWXWLRQV 5XVVLD PDQaged to develop its national banking system
which withstood both liquidity and systemic crises in the last nearly two decades and rebuilt
itself in the post-crisis periods.
The distinctive features of the Russian banking
system are:
- the large number of credit organisations;
- the small size of the banking system relative
to the economy.
These features really give ground for doubts
on the capabilities of such a system to perform

DOO IXQFWLRQV RI ¿QDQFLDO LQWHUPHGLDWLRQ LQ WKH
growing economy and were the milestones of
critical remarks of observers and researchers.
However the available data shows that the conYHQWLRQDO¿QDQFLDOGHSWKLQGLFDWRUVRIWKH5XVsian banking system steadily increased in the
course of market transformation. This process
became even more pronounced in the 2000s
when Russian authorities under President
Vladimir Putin launched important institutional
and legal changes in Russia and the boom in
the commodities markets increased the available liquidity in the system.
The increasing sophistication of the banking
V\VWHP LQ 5XVVLD ZKLFK QRZ RIIHUV D ZLGH
range of services to both companies and priYDWHLQGLYLGXDOVIRUPVWKHVROLGEDVLVIRUIXUWKHU
LQWHJUDWLRQ RI WKH VHFWRU LQ WKH JOREDO ¿QDQFLDO
market. At the same time these opportunities
requires further critical assessment which is
provided below.
5. The Russian banking system as part of interQDWLRQDO¿QDQFLDOFHQWUHKRZUHDOLVWLF"
Talking about the banking system we must rePHPEHUWKDWLWLVRQO\DWUDQVPLWWHUDQHFRQRP\ SXPS IRU IRUFLQJ LQYHVWPHQW VDYLQJV DQG
money funds and for transforming them. Such
a system helps to create an interconnection
between government (an emission centre and
UHJXODWRU  QRQ¿QDQFLDO HFRQRP\ ¿QDQFLDO
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Opportunities:

market and general public. These connections
should bring effective and rational economic
JURZWK EDODQFHG HFRQRPLF VWUXFWXUH LQQRYDtive development and a rise in standard of living. That’s why banking system status can tell
us about the development of the whole economy. From this perspective we can state that
Russian economy is seriously ill. Its heart – the
banking system – does not put the Russian
Federation in the position of one of the global
¿QDQFLDOFHQWUHVDQGHFRQRPLFOHDGHUV5XVVLD
LVOLNH+HUFXOHVZKRFDQQRWVWDQGXSDQGZDON
normally because of a weak heart. Our short
research makes it its objective to answer this
question – will Hercules be able to walk easily
DQGLIVRZKHQDQGZK\ZLOOLWKDSSHQ
We’ll try to compare the Russian banking system
with the behaviour of an International Financial
Centre introduced in part 1 of our research. For
EHWWHUXQGHUVWDQGLQJ¿UVWZHZLOOGHWHUPLQHWKH
RSSRUWXQLWLHV RI WKH 5XVVLDQ )HGHUDWLRQ ERWK
existing and potential; afterwards we will emphasise obstacles on the formation of powerIXOLQWHUQDWLRQDO¿QDQFLDOFHQWUHLQ5XVVLD/HW¶V
make a reservation: the only megalopolis to be
such a centre is Moscow (64% Russian bankLQJDVVHWV RWKHUELJ5XVVLDQFLWLHVDUHQRWDEOH
WRFRPSHWHZLWK0RVFRZDQG5XVVLDQRI¿FLDOV
KDYHQRSODQVRIFUHDWLRQDUWL¿FLDOPHJDORSROLV
It is a Russian tradition that the capital is the
incontestable political and administrative hub
WRJHWKHU ZLWK WKH HFRQRPLF DQG ¿QDQFLDO FHQWUH,QRXURSLQLRQLWLVWKHFRXQWU\¶V³FDQFHURXV
JURZWK´EXWWRFKDQJHWKLVJRYHUQPHQWSRVLWLRQ
seems impossible (it is the object of a different
research). We should also mention that we will
take into consideration only the banking sysWHPEHFDXVHQRQEDQN¿QDQFLDOLQVWLWXWLRQVLQ
5XVVLDDUHXQGHYHORSHGDQGKDYHQRUHDOLQÀXence on the economy. Therefore it’s impossible
(at least until a powerful banking system will be
IRUPHG WRHQWHUWKHJOREDO¿QDQFLDOPDUNHWDQG
to occupy an advantage-ground with such instiWXWLRQV LQYHVWPHQWIXQGVSHQVLRQIXQGVLQVXUance companies).

1) The Russian Federation attained status in
geopolitical and geo-economical space.
5XVVLDDVDQDFWLYHPHPEHURI**:RUOG
%DQN 3DULV &OXE RI &UHGLWRUV )$7) $3(&
BRIC and others international organisations.
This constructs the necessary institutional enYLURQPHQW IRU WKH IXWXUH LQWHUQDWLRQDO ¿QDQFLDO
centre. In spite of all disproportions Russia is
acknowledged as a country with market economy and year in year out the Russian Federation penetrates deeper into the global economic
process. Undoubtedly Russian banks receive a
favourable institutional environment for a rise in
their capitalisation and widespread expansion
RQWKHZRUOG¿QDQFLDOPDUNHWV
 6LJQL¿FDQWIDFWRUVRIQDWLRQDOZHDOWK±EDFNground of banking system’s generating.
Expert judgements show that nowadays Russia uses only 8 – 10% of its national wealth. It
LQFOXGHV ULFK GHSRVLWV RI PLQHUDO ZHDOWK ODQG
DJULFXOWXUDOKROGLQJUHDOHVWDWHDQGLQWHOOHFWXDO
property. If all these resources are involved in
¿QDQFLDO WXUQRYHU SDUWLFXODUO\ ZLWK WKH KHOS RI
pledge mechanism used when crediting and
LVVXLQJPRQH\VXSSO\WKHEDQNLQJV\VWHPZLOO
be able to raise its assets promoting qualitative
economic growth of the whole country.
  )DYRXUDEOH PDFURHFRQRPLF DQG ¿QDQFLDO
situation in the country.
A brief description of the favourable situation:
- available considerable gold and exchange
currency reserves (448.6 bln USD on 15 April
2010);
- huge amount of state savings (about 190 bln
USD)25;
- effective and consistent government policy:
EXGJHWDU\DQG¿VFDOPRQHWDU\DQG¿QDQFLDO
FDSLWDO ÀRZ UHJXODWLRQV ± RQ WKH RQH KDQG
aimed at maximum liberalisation of capital
and operating balance of payment transacWLRQV RQ WKH RWKHU KDQG WKH JRYHUQPHQW¶V
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5) Pent-up potential demand for bankroll from
WKH GLUHFWLRQ RI WKH QRQ¿QDQFLDO VHFWRU XQGHU
the circumstances of essential thorough modernisation of Russian economy and capital renewals.
President Medvedev declared this problem
the issue of the day for our economy. Russia
needs tremendous investment expenditures
LQWRLQGXVWU\LQIUDVWUXFWXUHQRQPDQXIDFWXULQJ
EXVLQHVV KRXVLQJ DQG FRPPXQDO VHUYLFHV
The banking system together with public and
foreign investments at this juncture is supposed
to become a basic funding source while such
VRXUFHVDVSUR¿WGHSUHFLDWLRQDQGSRUWIROLRLQvestment within the next 5-10 years right up to
2020 are not foreseen to be of great importance
in the investment process. The need for techQRSDUNV DQG WHFKQRSROLVHV FRPPHUFLDOLVDWLRQ
RI LQWHOOHFWXDO SURGXFWV FRQWLQXDWLRQ RI VSDFH
WHFKQRORJ\ SRZHU HQJLQHHULQJ DQG PHGLFLQH
and education development are of great concern for the Russian Federation. In this case
the appeal of the Russian market for transnaWLRQDOEDQNVRI86$)UDQFH8QLWHG.LQJGRP
6ZLW]HUODQG,WDO\DQGRWKHUVLVREYLRXV

  )RXQGDWLRQ RI VLJQL¿FDQW XQLYHUVDO VWDWH
banks (banks with primary state interest)
± 6EHUEDQN 97% JURXS 5RVVHOKR]EDQN
Gazprombank.
These state banks form the base of the Russian
EDQNLQJ V\VWHP WKH\ RZQ VLJQL¿FDQW FDSLWDO
DQGDVVHWVWRJHWKHUZLWKFRQ¿GHQFH6EHUEDQN
DQG 97% FDUULHG RXW VXFFHVVIXO ,32 DFWLYHO\
entering the world money-market and market
RI FDSLWDOV DQG FDUU\LQJ RXW GLUHFW LQYHVWPHQW
LQIRUHLJQPDUNHWVLQFOXGLQJDFTXLVLWLRQRIQRQ
¿QDQFLDO DVVHWV HJ 6EHUEDQN SXUFKDVLQJ
FODLPVLQFRQVRUWLXPZLWK0DJQDWR2SHODVD
result of which GM voluntarily decided to pay an
indemnity to Sberbank for a fouled-up bargain).
Listed Russian banks are able to compete with
the key transnational banks from developed
countries.

  ,QWHQVH LQWHUHVW RI ¿UVWUDWH ZRUOG SULYDWH
banks in Russian credit market.
The number and weight of non-residents in the
Russian banking system continually increases
and at the end of 2009 made up 24.53% of the
PDUNHW:LWKDOOWKLVJRLQJRQDFFRUGLQJWR5XVVLDQODZVIRUHLJQEDQNVDQGLQVXUDQFHFRPSDnies are not allowed to open branches and repUHVHQWDWLYHRI¿FHV8QGRXEWHGO\IRUHLJQEDQNV
¿UVW RI DOO JLYH FUHGLWV WR XOWLPDWH FRQVXPHUV
WKHJHQHUDOSXEOLF SRSXODWLRQ DQGHVSHFLDOO\
EDQNVWKDWDUHDI¿OLDWHGZLWKWUDQVQDWLRQDOFRUporations. It is statistically corroborated. At the
same time a rise in standard of living and satisfaction of increased needs remain one of the
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,QDGGLWLRQWKH*RYHUQPHQWSODQVDQ9(%,32
WRJHWKHUZLWKRWKHUGHYHORSPHQWEDQNVZKLFK
today are state corporations.

support of national banking system;
SHUPDQHQWUHGXFWLRQRIEDQNUDWHDQGLQÀDWLRQFRQWUROV &HQWUDOEDQNLQÀDWLRQIRUHFDVW
of 6.5 – 7.5% in 2010)26;
- relatively stable rate of exchange has sturdy
consolidation factors; opportunity of transforming Russian oil and gas payments into
UXEOHV FUHDWLRQ  RI WKH UDZ PDWHULDOV H[FKDQJHV ¿UVW ± RLO H[FKDQJH LQ 6DLQW3Htersburg) and movement towards free convertibility of rubles; possible creation of ruble
zone in CIS countries and use of rubles as
means of payment in BRIC;
- good perspectives of private banking (the rich
Russians have 300-350 billion USD)27
,Q  WKH 5XVVLDQ EDQNLQJ V\VWHP UHVLVWHG
crisis in many respects owing to proactive government intervention particularly Central bank
that allotted unsecured credits. Central bank
HI¿FLHQF\ LV SHUIRUPHG QRW RQO\ E\ VWDELOLVHG
V\VWHPEXWDOVRE\LWVLQFRPHRQVXFKFUHGLWV±
DERXWELOOLRQUXEOHV QHWSUR¿WRIDOO5XVVLDQ
banking system in 2009 – 205 billion rubles)28.
According to the Head of Central Bank Sergey
Ignatiev the banking system is being restored
and nowadays it has no serious system risks.
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2009; in 2010 an increase of the MICEX index
is expected at the rate of 15-25%). The Russian market and economy have shown extreme
volatility. Even during the last months the forecast concerning Russian economic growth are
being constantly revised towards an upwards
trend. At the beginning of February it has been
DERXWEXWQRZDWWKHHQGRI$SULOWKHRI¿FLDOIRUHFDVWRI0LQLVWU\RI(FRQRPLF'HYHORSment is 3.1%; but in the opinion of the Head of
Citigroup in Russia and CIS countries Zdenek
Turek it’s already 5-6%29. S&P has revised the
ORQJWHUPUDWLQJFKDQJHVIRUHFDVWIURP³QHJDWLYH´ WR ³VWDEOH´ IRU  5XVVLDQ ¿QDQFLDO LQVWLtutes recording the stabilisation of their business conditions and going through the peak
of non performing loans (according to Reuters
from 1 April 2010).
We may be glad to it. But in our opinion the last
crisis has shown the weakness of the Russian
HFRQRP\¿UVWRIDOOLQWKH¿QDQFLDOVSKHUHDQG
EDQNLQJ V\VWHP ZKLFK FRXOGQ¶W VXSSRUW WKH
industrial sector (downfall of industrial production in 2009 of 19.8%). The banking system
was obliged to go with an extended hand to
the Central Bank and the Government itself. As
PHQWLRQHG6 3IRUHFDVWVWKDWLQVSLWHRISRVLtive movements the process of recovery of the
EDQNLQJVHFWRULQ5XVVLDZLOOEHDORQJRQHWDNing at the least 2 years. If we continue comSDULQJ5XVVLDZLWK+HUFXOHVWKHQ+HUFXOHVKDV
EHHQSUHVHQWHGZLWK³WKHEOXGJHRQ´LQWKHIRUP
of state reserves but he cannot pick up this
bludgeon for the present. His heart is pinking.
%XWRQWKHZKROHLWZLOOEHZHOOWRQRWHWKDWWKH
Russian Government has realised a certain
PDWXULW\LQWKH¿JKWDJDLQVWWKHFRQVHTXHQFHV
RI JOREDO ¿QDQFLDO FULVLV 5HVHUYHV ZHUH XVHG
correctly although it has led to a lowering in the
living standards of a large quantity of Russian
FLWL]HQV$VDQH[DPSOHIRUWKHZHOIDUHRIWKH
EDQNLQJ V\VWHP FRQVLGHULQJ RQO\ RSHUDWLRQV
ZLWKFUHGLWLQVWUXPHQWVELOOLRQUXEOHVRIWKH
VWDWHEXGJHWZDVVSHQWFRPSDUHGZLWKELOlion rubles of all budget expenditures in 2009

critical goals of Russian economy. Therefore
this factor cannot be solely be due to unfavourable factors.
2IFRXUVHWKHDIRUHPHQWLRQHGRSSRUWXQLWLHVGR
not represent a complete set; we emphasised
only those of vital importance from our point of
view.
Now let’s turn to obstacles. They are greater
and more serious than opportunities because
they already have chronic substance starting
with the transfer of the Russian economy to a
market system in the 1990s. All obstacles can
be divided into external and exceptionally internal obstacles.
$ PDMRU H[WHUQDO REVWDFOH LV D JOREDO ¿QDQFLDO
crisis. In recent times Russia felt already two
shocks in the years 1998 and 2009. In 1998 our
HFRQRP\ DQG LWV ¿QDQFLDO V\VWHP IRXQG LWVHOI
RQWKHYHUJHRIFROODSVHDQGGHIDXOWKRZHYHU
LQ  DV VKRZQ E\ &HQWUDO %DQN VWDtistics and forecasting information of the World
%DQN WKH 5XVVLDQ ¿QDQFLDO V\VWHP KHOG RXW
and became stronger than industrial and human services sectors of the economy. As some
ZRUOGIDPHG DQDO\VWV PHQWLRQHG 5XVVLD KDV
come out of crisis to become stronger than before. In many respects it was possible owing
to accumulated state funds and reserves and
WKH ZHDN GHSHQGHQFH RI WKH 5XVVLDQ ¿QDQFLDOPDUNHWRQSRUWIROLRLQYHVWPHQWGHULYDWLYHV
DQG FRPSRXQG ¿QDQFLDO LQVWUXPHQWV 7KHUH LV
QR VLJQL¿FDQW ¿QDQFLDO PDUNHW LQ 5XVVLD LQ UHVSHFWRIWKHZRUOGPDUNHWRXU¿QDQFLDOPDUNHW
takes up only approximately 1% of the global
¿QDQFLDO PDUNHW 2Q WKH RQH KDQG WKLV VLWXDWLRQGHSULYHV5XVVLDRIPDQ\¿QDQFLDOVKDNHV
and the downfall of the Russian stock market
and ruble devaluation related overall to declinLQJ RLO SULFHV 5XVVLDQ¶V ¿QDQFLDO PDUNHW DQG
economy have fallen deeper than any global
NH\ FRXQWULHV ¿QDQFLDO PDUNHW DSSUR[LPDWHO\
E\  HFRQRP\ E\   EXW KDYH VKRZQ
D IDVWHU UHFRYHU\ IRU H[DPSOH WKH FDSLWDOLVDtion of the Russian stock market has doubled in
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1RZOHW¶VWXUQWRLQWHUQDOREVWDFOHVZKLFKSUHYHQW WKH FUHDWLRQ RI D 5XVVLD LQWHUQDWLRQDO ¿nancial centre.
Internal obstacles.
1) Excess dependence on the banking system
from state banks.
This dependence can break the development
of private banking sector and direct credit reVRXUFHVWRLQHI¿FLHQWDQGVWDWHFRQWUROOHG¿UPV
In this way there will come a time of new RusVLDQ VWDJQDWLRQ ± ³]DVWRL´ WKH VRFDOOHG ³VFHnario 70-80”). In international practice already
there is the example of Japan. Japan suffered
IURPVRFDOOHG³ORVWWHQ\HDUV´LQVZKLFK
were triggered by the creation of a large quanWLW\ RI ]RPELH¿UPV ZLWK WKH DLG RI WKH VWDWH
banking credit mechanism.

4) Poor development of institutional investors
DQG ODFN RI D ZLGH UDQJH RI ¿QDQFLDO LQVWUXments in Russia.
8QIRUWXQDWHO\ LQ WKH 5XVVLDQ ¿QDQFLDO PDUNHW WKH SURSRUWLRQ RI LQYHVWPHQW IXQGV SHQsion funds and insurance companies is utterly
small (about 10-15%). It hampers the allocation of household’s savings and transformation
of these into the investment resources. At the
same time the lack of many contemporary ¿nancial instruments and the small number of
security’s issuers are leading to the view that
Russian market is not attractive for global portIROLRLQYHVWRUV5XVVLDQ¿QDQFLDOPDUNHWLVHQWLUHO\RULHQWHGDURXQGWKHUDZPDWHULDOVVHFWRU
HQHUJ\ DQG FRPPXQLFDWLRQ  ¿UVWUDWH LVVXHUVZKLFKKDVRFFXSLHGRIWKHPDUNHW $V
mentioned by the President of Samara Currency Interbank Exchange Professor Dr. MeschHURYLQWKHODVW\HDUVWKHQXPEHURILVVXHUV
in the Russian stock market practically didn’t
FKDQJHZKLFKLVDFDWDVWURSKHRQDORFDOVFDOH
DQG OHG WR WKH ³ORVW WHQ \HDUV´ RI WKH 5XVVLDQ
stock market. It’s also one of the key obstacles.

2) Big share of bad debts (non performing
loans) and overcrediting of Russian borrowers.
Based on assessment of S&P bad credits
amount to 40% over the banking system (coupled with restructuring credits). As a result of
this the agency expects the rising of the credit
portfolio in 2010 on a level of about 10%31DOthough the Head of the Central Bank Sergey
Ignatiev expects 15%. Undoubtedly it will seriously break the process of new crediting and
will force banks to take on big transaction costs
for improvement to the current situation. This
will entail a rise in a value of credits. On the
RWKHUKDQGEHFDXVHRIRYHUFUHGLWLQJGHPDQG
RQ FUHGLWV LV IDOOLQJ LQ VSLWH RI HYHQ D VHYHUH
lack in investment resources. It happens because business has to waste a certain amount
of time and reserves on the readjustment of
current debts.

 /RZOHYHORIKRXVHKROG¶VVDYLQJVGLVWUXVWIRU
¿QDQFLDOLQVWLWXWHVDQGVWDJQDWLRQRIFRQVXPStion.
'LVWUXVW IRU ¿QDQFLDO LQVWLWXWHV LQ 5XVVLD LV

3) The absence in Russia of a remarkable investment banking sector.
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2QDJOREDO¿QDQFLDOVFDOHWKH5XVVLDQLQYHVWment banking sector is absent. On the one
KDQG 5XVVLDQ *RYHUQPHQW KDV QRW WR SX]]OH
over the decoupling of commercial banking
DQG LQYHVWPHQW EDQNLQJ QRU WR IHHO WKH GLUHFW
consequences of crisis by way of failure within
QDWLRQDOLQYHVWPHQWEDQNV2QWKHRWKHUKDQG
without remarkable investment banking the
transformation of Russia into an international
¿QDQFLDOFHQWUHLVLPSRVVLEOH7KHDFFHOHUDWHG
HFRQRPLF JURZWK RQ WKH EDVLV RI LQQRYDWLRQ
technological advance and development of
small and middle -sized business is also impossible. In our opinion it’s one of the key obstacles.

on the provision of pensions and only 75 billion
rubles for the recapitalisation of banks30.
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'HYHORSPHQW RI DQ HIIHFWLYH ¿QDQFLDO LQIUDstructure within the concept of an international
¿QDQFLDOFHQWUHLQWKH5XVVLDQ)HGHUDWLRQFRQtemplates a reform of tax rules and procedures
LQUHVSHFWRI¿QDQFLDOLQVWLWXWLRQVLQSDUWLFXODU
of the banks. At present there exist a number
of issues of bank taxation that have a negative
impact on the Russian banking system.32
First, in the opinion of a majority of Russian
HFRQRPLVWV WKH PDLQ SUREOHP RI EDQN WD[Dtion is an absence of effective mechanisms that
can stimulate banks to invest in a real sector of
economy. The solution to this problem will provide a gain to the taxable capacity of the econoP\DQGFHUWDLQUHJLRQVDQGLQGXVWULHVLQFUHDVH
EDQNLQJ LQGXVWU\ DVVHWVDQGHQKDQFH LQFRPH
of banks that will ultimately result in extra tax
revenues received by Russia’s budget system.
For increasing an interest of banks in long-term
ORDQVWRWKHUHDOVHFWRULWLVQHFHVVDU\WRGH¿QH
an opportunity for banks regarding tax deductions of income received from long-term loans
to the priority industries.
6HFRQGLWLVHVVHQWLDOWRDPHQGWKHWD[SURFHdure of recognising an interest income on overdue loans originated by banks. The question at
issue is a continuation of interest accrual in tax
DFFRXQWLQJRQFUHGLWVRULJLQDWHGE\WKHEDQNV
even if the borrowers have stopped returning
ORDQV RU SD\LQJ LQWHUHVW $FFRUGLQJ WR WKDW D
WD[ FKDUJH RQ XQFROOHFWHG SUR¿W DQG HIIHFWLYH
banks would yield decreases.
This problem becomes especially relevant in
D SHULRG RI FULVLV ZKHQ D ODFN RI OLTXLGLW\ EHcomes pronounced and it is important to adhere
WR WKH &HQWUDO %DQN VWDQGDUGV HVSHFLDOO\ WKH
bank standard of capital adequacy). There exist
a number of methods to stop accrual of interest on overdue loans in tax accounting of credit
RUJDQLVDWLRQEXWHDFKRIWKHPKDVLWVRZQGLVadvantages. These disadvantages can result
LQ D ZRUVHQLQJ RI WKH EDQN¶V ¿QDQFLDO VWDWHPHQW HJDVLQWKHFRXUVHRIZULWHRIIRIQRQ
received income by way of increasing the loan
loss provisions (LLP) or in case of the transfer

deeply rooted; it was formed particularly after
the currency reform in 1991 when the depositors of Sberbank lost their savings. Despite the
fact that these savings were returned it didn’t
offset even half of the damage. Another blow to
trust happened in 1998 when the Government
FUHDWHGWKH¿QDQFLDOS\UDPLGRIVKRUWWHUPREligations itself. As a result of this the technical
default and ruble devaluation was three times
more than previously. Therefore the hope that
today the trust for banks has been restored is
not founded. Households actively invest in real
estate overheating the market; or in foreign currency which leads to withdrawal of these funds
from the national investment process. The
number of households which have securities or
shares in investment funds amounts to 8-10%.
The banking system remains a sole alternative
WRFRQVXPSWLRQDQGTXDVLLQYHVWPHQWGHPDQG
but household’s savings are decreasing (25%
of households have bank deposits – about 10%
of all household’s incomes) because of low incomes (average wages – 6500-7000$ per year)
and low yield on savings deposits (keep within
LQÀDWLRQ $QGLW¶VDOVRRQHRIWKHNH\ obstacles.
There are also other obstacles which we could
mention.
,Q FRQFOXVLRQ ZH FDQ VD\ WKDW WKHUH DUH QR
FKDQFHVIRU5XVVLDWRFUHDWHDQLQWHUQDWLRQDO¿nancial centre before 2020. In the best case it’ll
EHSRVVLEOHWRIRUPDUHJLRQDO¿QDQFLDOFHQWUH
for CIS and East Europe. The majority of opSRUWXQLWLHVDUHSRWHQWLDODQGRXUVRFLHW\EXVLQHVV DQG *RYHUQPHQW PXVW ZRUN GD\E\GD\
and roll up their sleeves in order to transform
potential into reality. As mentioned by Joseph
(XJHQH 6WLJOLW] WKH REMHFWLYH LV QRW WR VLPSO\
FUHDWHVWURQJKHDOWK\EDQNVLWLVQHFHVVDU\WR
create strong healthy banks which supply credit
IRU WKH HFRQRPLF JURZWK $V DQ H[DPSOH $Ugentina has shown that an inability to do this
can lead to macro instability in itself. Russia
has no right to do something similar.
6. A short note on bank taxation in Russia
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- The transfer pricing rules with regard to derivatives have been introduced.
7KHVH DGMXVWPHQWV WKDW EHFDPH HIIHFWLYH RQ
-DQXDU\VKDOOVLPSOLI\WKHFRPSXWDWLRQ
RIWD[DEOHEDVHRQGHULYDWLYHVDQGVLJQL¿FDQWO\
lower tax risks in case of detailed analysis of
the advantages of mentioned amendments.
+RZHYHUWKHUHVWLOOUHPDLQVDSUREDELOLW\RIWD[
risks increases in banks on derivatives operations in the period from 2007 to 2009 (the time
SHULRGWKDWFDQFRYHUD¿HOGWD[DXGLW 
)RXUWK EDQNV LQ 5XVVLD DUH WKH PDLQ SDUWLFLpants in the securities market. Effective taxation of securities trading can facilitate an esWDEOLVKPHQWRIIULHQGO\WD[FOLPDWHIRULQYHVWRUV
competitive growth of the national securities
PDUNHW DQG WKH LQWHUQDWLRQDO ¿QDQFLDO FHQWUH
development in the Russian Federation. Before 2010 the statutory tax provisions have not
clearly explained the tax assessment in respect
of operations with quoted and unquoted securities as well as market price determination of
unquoted securities.
Changes in the legislation brought in by the law
at the end of 2009 and coming into effect on
 -DQXDU\  KDYH DPHQGHG WKHVH LVVXHV
improved transfer pricing rules in relation to seFXULWLHVWUDGLQJWKHVHFXULWLHVQHWWLQJ FOHDULQJ 
procedure and the methods of sold securities
cost deduction.
+RZHYHUVRPHDPELJXLWLHVVWLOOUHPDLQ)RUH[DPSOH WKH7D[ &RGH RI WKH 5) GRHVQ¶W FODULI\
WKHSRVVLELOLW\WRXVHWKHVHFXULWLHVSULFHV¿[HG
in negotiated deals mode & address orders of
bidding process organiser for the purpose of
market price determination when there are no
GHDOVLQSULPHGHDOVPRGH)XUWKHUPRUHLWLVQ¶W
clear if it is possible to consider the price of sale
or another disposal of security as the market
price based on the price of a security deal that
was only registered by the bidding process orJDQLVHURQWKDWVSHFL¿FGD\
)LIWK trading of precious stones and metals in
the form of ingots by banks to legal entities and
individuals is subject to VAT. This suppresses

of receivables to closed investment funds that
requires extra LLP creation as well) or in recognition of severe losses on loans (in case of sale
of lending portfolio to collection agencies) or in
DYHU\ORQJDQGGLI¿FXOWSURFHVVRIUHFRJQLWLRQ
of overdue loans as non-recoverable in tax accounting.
Third WKH ¿QDQFLDO GHULYDWLYHV SOD\ D NH\ UROH
in hedging of interest and exchange risks and
FRQWULEXWH WR ¿QDQFLDO UHVXOW RI EDQNV +RZHYHUEHIRUHWKHUHH[LVWHGDQXQFHUWDLQW\LQ
the Tax Code of the Russian Federation with
regard to the taxation of derivatives. The Tax
&RGH GLG QRW FRQWDLQ DQ H[DFW GH¿QLWLRQ RI D
derivative or an explanation of the differences
between the derivative and the co tango transDFWLRQ7KHWD[DWLRQRIWKHPGLIIHUHGHJLQUHspect of losses received from the execution of
these operations: losses on co tango transacWLRQVUHGXFHGWD[DEOHSUR¿WRIEDQNORVVHVRQ
derivatives did not. The statutory tax provisions
incompletely explained a market price determiQDWLRQRIXQTXRWHGGHULYDWLYHVDQGDFODVVL¿FDtion procedure of deals as hedging operations.
These disadvantages have often resulted in tax
risks rising in banks.
)XUWKHUPRUHWKHUHYDOXDWLRQSURFHGXUHIRUGHULYDWLYHVZDVQRWFOHDUO\GH¿QHGLQWKHWD[OHJLVODWLRQLQSDUWLFXODUWKHUHH[LVWHGDQDPELJXity of the liability to revaluate derivatives on the
UHSRUWLQJGDWH,QWKLVFDVHWKHEDQNVIDFHWKH
tax risk in the case of unrealised loss on derivatives.
At the end of 2009 the legislative act amended
derivatives taxation procedures as follows:
$GHULYDWLYHGH¿QLWLRQKDVEHHQLQWURGXFHG LQFOXGLQJWKHGH¿QLWLRQVRIDGHOLYHUDEOHGHULYDtive and an estimated derivative);
- The derivatives taxation procedure has been
LPSURYHG WKXVWKHEDQNVFDQUHGXFHWD[DEOH
SUR¿WRQWKHDPRXQWRIUHFHLYHGORVVRQXQquoted derivatives since 2010);
- The tax procedures of revaluation of claims
and liabilities in respect of derivatives have
been adjusted;

Paying a visit to...

Conclusion

the development of domestic physical precious
metals market that is an instrument of currenF\ ULVNV KHGJLQJ DQG PDNLQJ SUR¿WV HJ LQ
case of arbitrage and exchange transactions)
for the investors. Tax legislation of the RF provides VAT exemption of precious metals sale
by banks only in the case that purchased ingots
are placed on the metals account of the sellLQJEDQNRULQRWKHUZRUGVWRWKHVSHFLDOEDQN
VWRUDJH ,Q VXFK D FDVH ZKHQ FDUU\LQJ RXW D
physical transaction with the precious metal
SXUFKDVHGWRWKHDFFRXQW HJDWUDQVIHURISUHcious metals by client from the metals account
in one bank to metal account of another bank or
GHOLYHU\RILQJRWWRDFOLHQWLQDSK\VLFDOIRUP 
the bank shall ask for a VAT charge. This procedure isn’t clearly explained by the tax legislation
DQGRIWHQLWLVYHU\KDUGWRZRUNWKLVLQSUDFWLFH
since tax risks usually appear in banks. As a
UHVXOW EDQNV RIWHQ LQFOXGH 9$7 LQ LQLWLDO SULFH
of precious metals to secure themselves from
the risks mentioned. Investors are usually not
interested in investment in precious metals and
stones in the form of ingots since losses occur
DWUHWXUQVDOHWRWKHEDQNVEHFDXVHDSXUFKDVH
by banks of precious metals and stones is not
subject to VAT regardless of seller.
The Russian Bankers’ Association is deeply involved in the process of reforming bank taxation legislation by virtue of providing the roundtable discussions with the participation of the
representatives of the Ministry of Finance and
the banks members for the purpose of discusVLRQRIDIRUHPHQWLRQHGDQGRWKHULVVXHVZRUNing out draft laws and returning them to the
State Duma of the RF for appraisal. It ought to
be noted that these actions positively affect the
tax legislation.

7KH GHYHORSPHQW RI DQ LQWHUQDWLRQDO ¿QDQFLDO
centre in the Russian Federation – the goal
which was set by President Dmitry Medvedev
– is really a big challenge. Though the RusVLDQ JRYHUQPHQW SXW IRUZDUG D ZHOOGH¿QHG
programme its practical implementation faces
VHULRXVGLI¿FXOWLHV$SURMHFWRIVXFKVFDOHDQG
scope affects various sides of the functioning of
the public and private sectors.
7KHPRVWLPSRUWDQWREVWDFOHLVWKHLQVXI¿FLHQW
OHYHO RI ¿QDQFLDO GHYHORSPHQW LQ WKH 5XVVLDQ
Federation. Even the Russian banking system
±WKHPRVWDGYDQFHGSDUWRIWKHQDWLRQDO¿QDQcial industry – provides less intermediation than
its counterparts in developed and advanced
HPHUJLQJHFRQRPLHV2WKHUVHFWRUVRI¿QDQFLDO
industry – especially those providing the vehiFOHV IRU ORQJ WHUP VDYLQJ DQG ¿QDQFLQJ ± DUH
even less developed. The other obstacle is the
low level of public services and public administration (including corrupt practices of all level of
state bureaucracy) which is a big issue for the
whole Russian society.
However the 2000s also allowed us to look forward with some optimism for the project. GradXDOO\WKH5XVVLDQ¿QDQFLDOVHFWRULVGHYHORSLQJ
and increasing its technical and instrumental
sophistication. Russian government and business become more and more involved in the inWHUQDWLRQDO¿QDQFLDOPDUNHWV±ERWKDVFUHGLWRUV
(investors) and borrowers. There is no doubt
that the commitment to such an ambitious goal
will have its own positive impact of the further
¿QDQFLDOGHYHORSPHQWLQ5XVVLDDQGWKHDUULYDO
of serious big international business will put
drive more discipline in terms of both national
business practices and national administration.
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Bordogna.
0DQ\ FROOHFWRUV FRLQ FROOHFWRUV LQ SDUWLFXODU
might not even be aware which steps have
WR EH WDNHQ EHIRUH D FRLQ DOUHDG\ IDPLOLDU WR
WKHPFRPHVLQWRFLUFXODWLRQ7KHFROOHFWLRQRI
the Museum and Exhibition Fund of the Bank
of Russia comprises a 10-kopeck silver coin of
1861. Unlike other coins of this denomination
VWUXFNGXULQJWKHVDPHSHULRGWKHDEEUHYLDWLRQ
MI formed from the initials of the mint-master
RIWKH6W3HWHUVEXUJ0LQW0LFKDLO,YDQRYZKR
ZDVLQFKDUJHRIWKHPLQWIURPWRGR
not appear on the above-mentioned coin. This
is not a mere chance. The coin is not counterfeit. The fact that it has no initials of the mintmaster is indicative of its foreign origin. The
FRLQZDVVWUXFNWREHPRUHSUHFLVHUHVWUXFN
RXWVLGH 5XVVLD VRPHZKHUH DEURDG ± LQ 3DULV
or Strasbourg.
Striking Russian coins abroad was not rare;
KRZHYHUWKHFDVHRIVHHPVWREHVSHFLDO
after all. The given instance was not set out in
JUHDWGHWDLOLQWKHQDWLRQDOEDQNLQJKLVWRU\7KXV
the 1861 report of the State bank (i.e. the report

FRYHULQJWKH¿UVW\HDURILWVRSHUDWLRQ PHQWLRQV
the fact that Banque de France proposed an operation for the exchange of gold coins to silver
coins worth over 30 million francs. Additionally
WKH UHSRUW VSHFL¿HV WKDW WKH DERYHPHQWLRQHG
operation was conducted with the kind permission of his Imperial Majesty Alexander II. It also
states that the silver francs were re-struck into
Russian kopecks soon afterwards.
The author of the article had at his disposal historical documents provided by the Archives division of Banque de France casting new light on
the 1861 deal for the exchange of over 7 million
rubles in 5-ruble gold half-imperials to over 30
million French francs in silver Ecu.
+RZHYHUEHIRUHDGGUHVVLQJWKHGHWDLOHGFKURQRORJ\RIWKHGHDOZHVKRXOGQRWHRQHVSHFL¿F
IHDWXUH RI WKLV RSHUDWLRQ 8QGRXEWHGO\ ERWK
the parties could have done without the deal in
TXHVWLRQ 1HYHUWKHOHVV ERWK RI WKHP GHULYHG
FHUWDLQEHQH¿WVIURPWKHH[FKDQJHLQWKHHQG
0RUHRYHUWKHEHQH¿WVWKDW5XVVLDHQMR\HGIURP
the deal were of a more future-oriented nature.
The half-imperial («poluimperial») is the Russian gold coin that had been struck since 1755.
It derived its name from the 10-ruble gold coin
(from Latin «imperialis»-imperial). Half-imperials had been struck by St.-Petersburg Mint
(half-imperials struck by Moscow Mint in 1763
are extremely rare) from 1755 to 1897. Prior
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IHUV WR WKH )UHQFK JROG DQG VLOYHU FRLQV DQG
the coin was so called because its design included a shield bearing a coat of arms. Ecus
had been issued since 1266 as 4g gold coins.
The trial silver ecu was issued during the reign
RI .LQJ )UDQFLV , RI )UDQFH   DQG
ZDVHTXLYDOHQWWRWKHJROGHFX7KH¿UVWVLOYHU
ecus were struck in 1641 by the standard of the
European thaler with a gross weight of 27.19
J  J RI ¿QH VLOYHU  ,Q WKH VL[WHHQWK DQG
eighteenth centuries ecus were silver coins
used in France for making high-value payments.
In 1795 France adopted the decimal monetary
system and the «franc» was established as the
QDWLRQDOFXUUHQF\+RZHYHUHFXVZHUHLQFLUFXlation up to 1834. Later on a 5-franc silver coin
was commonly referred to as ‘ecu’. The 5-franc

The half-imperial was hardly ever found in circulation. Given that the half-imperial was an atWUDFWLYH FRLQ IRU VDYLQJ IURP  RQZDUGV LW
became equivalent to the French gold 20-franc
FRLQLQWHUPVRIWKHPHWDO¿QHQHVVDQGLWVJURVV
DQGQHWZHLJKW DVZHOODVFRUUHVSRQGLQJVLPLODUJROGFRLQV%HOJLDQIUDQFFRLQ6ZLVV
IUDQFFRLQ,WDOLDQOLUDFRLQHWF $VWKHQHZ
YDOXHRIWKHLPSHULDOUXEOHVNRSHFNVLQtroduced in the course of the 1895-1897 monHWDU\ UHIRUP ZDV QRW D FRQYHQLHQW PHDQV RI
payment it was discontinued in 1895. Since
WKHQWKH\KDGVWDUWHGPLQWLQJJROGUXEOH 
LPSHULDO DQGUXEOH LPSHULDO FRLQVXQWLO
7RGD\RQHFDQ¿QGKDOILPSHULDOVZRUWK
rubles 50 kopecks minted only in 1897.
The word ‘ecu’ (from Fr. «ecu» – shield) re-

&KDUOHV*DEULHO/HEpJXH -XQH0D\±*RYHUQRURI%DQTXHGH)UDQFH FRXQWGH
*HUPLQ\ZDV ERUQ RQ  1RYHPEHU  LQ &OLSRQYLOOHSURYLQFH 6HLQH 0DULWLPH 6LQFH  KH
ZDVDPHPEHURIWKH)UHQFKVWDWHFRXQFLOIURPRQZDUGVKHZDVLQFKDUJHRIWD[UHYHQXHV
LQ6RQQDDQG/RLUHSURYLQFHVDQGZRUNHGDWWKH3UHIHFWXUHGH6HLQHHW0DUQHDVDFRXQVHORURI
WKH&KDPEHURI$FFRXQWV/DWHURQKHEHFDPHKHDGRIWKHWD[DXWKRULW\LQ5RXHQ,QWKLVFDSDFLW\
KHSDUWLFLSDWHGLQHVWDEOLVKLQJWKH'LVFRXQWEDQNDQGDQXPEHURIFUHGLWLQVWLWXWLRQV2Q-DQXDU\KHVXFFHHGHG$OH[LV$QGUH'RVQHDVWKHUHJHQWLQ%DQTXHGH)UDQFH2Q-XO\
KH ZDV DSSRLQWHG *RYHUQRU RI WKH 0RUWJDJH
EDQN)URP-DQXDU\WR$SULOKHZDV
0LQLVWHU RI )LQDQFH LQ )UDQFH 2Q WKH GD\ RI
KLVUHVLJQDWLRQKHZDVDZDUGHGWKH)UHQFK/HJLRQRI+RQRXU2Q-XQHKHVXFFHHGHG&RXQW'¶$UJRXWDV*RYHUQRURI%DQTXHGH
)UDQFH+HVHUYHGLQWKLVFDSDFLW\WLOO0D\
DQGWKHQMRLQHGWKH6HQDWH+HZDVKLJKO\DFFODLPHGIRUKLV©H[WUHPHO\SRVKUHFHSWLRQ
SDUWLHVªWKHDUWRI©¿QHFXLVLQHªDQGKLVSHUVRQDOFKHIV,QWKHWZLOLJKWRIKLVOLIHKHJUHDWO\
HQMR\HGVSHQGLQJDORWRIWLPHRQOXQFKHVZLWK
IULHQGV ZKLFK LQYROYHG WDVWLQJ H[TXLVLWH ¿QH
GLQLQJ+HZDVWKHDXWKRURIDIHZGLVKHVLQFOXGLQJ WKH ZHOONQRZQ SRWDJH VRXS *HUPLQ\
PDGH ZLWK VRUUHO DQG VRXU FUHDP ©ZKLFK LV
VHUYHGFROGLQDERZOª+HGLHGLQ/H+DYUHRQ
)HEUXDU\
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The dates of the transaction completion attract
attention. Given the facilities for communication
LQ SODFH DW WKDW WLPH ZH FDQ FODLP ZLWK JRRG
reason that the transaction was effected highly
HI¿FLHQWO\DQGSURPSWO\
The monetary committee authorised by the
General Council of Banque de France to manage the gold stocks approved this transaction
without any further delay. In accordance with
the terms for the delivery of 30 million francs
LQ JROG FRLQV WR 3DULV WKH H[SHQVHV LQFXUUHG
by Banque de France as commission charges
WRWKHEDQNLQJKRXVH'XWIR\.LQHQHW&LHZKR
WRRN DOO WKH WUDQVSRUWDWLRQ ULVNV DFFRXQWHG IRU
,QOLQHZLWKWKHDJUHHPHQWUHDFKHGWKH
dispatch of gold from Russia was supposed to
be made prior to the dispatch of silver to RusVLD7KXVXQWLOWKHVLOYHUFRLQVZHUHGHOLYHUHGWR
WKHEDQNLQJKRXVH'XWIR\.LQHQHW&LH%DQTXH
GH)UDQFHKDGEHHQLQIDFWVDIHNHHSLQJFDVK
KROGLQJV +RZHYHU WURXEOHV EHJDQ ULJKW DIWHU
that.
$V HDUO\ DV  -DQXDU\  *RYHUQRU RI
%DQTXHGH)UDQFHQRWL¿HGWKH*HQHUDO&RXQcil about the force majeure event that had occurred in the course of the transaction where
WKH EDQNLQJ KRXVH 'XWIR\ .LQHQ HW &LH ZDV
one of the parties: the completion of the deal
was suspended due to the fact that the Russian emperor had not approved the transaction.
It seemed hardly possible for the French party
to gather more detailed information on the reasons for his rejection. The Russian documents
that are available do not shed any more light
RQWKLVPDWWHUHLWKHU$FFRUGLQJWRWKH)UHQFK
Banque de France did not suffer much from this
refusal since its gold reserves «had somewhat
grown by that time due to some other transacWLRQVª +RZHYHU WKDW ZDV QRW WKH FDVH ZLWK

The arrangements between Banque de France
DQG WKH EDQNLQJ KRXVH 'XWIR\ .LQHQ HW &LH
ZHUH¿QDOLVHGRQWKHJURXQGVRIDZLUHUHFHLYHG
from St-Petersburg on 16 January 1861:
©3RVWDOLWHPʋ
6W3HWHUVEXUJ-DQXDU\
'XWIR\.LQHQHW&LH3DULV
7KH)LQDQFHPLQLVWHU WKH5XVVLDQPLQLVWHUKHUH
±$XWKRU¶VQRWH DFFHSWVWKHSURSRVDOPDGHE\
%DQTXHGH)UDQFHKRZHYHUWKHPLQLVWHUFRQVLGHUV LW QHFHVVDU\ WR FRQGXFW WKLV H[FKDQJH
RSHUDWLRQ ZLWK EXOOLRQV LQVWHDG RI JROG LPSHULDOV<RXDUHDOORZHGWRFDUU\RXWWKHRSHUDWLRQ
ZLWKERWKEXOOLRQVDQGJROGFRLQVZLWKLQWKHOLPLW
RIUXEOHV$FFRUGLQJWRWKHPLQLVWHU
WKHJROGWUDQVDFWLRQPXVWEHFRQGXFWHGDWWKH
PDUNHW UDWH ZLWKRXW SD\LQJ RXW WKH SUHPLXP
IRUWKHHTXLYDOHQWDPRXQWLQHFX2XUEDQNLQJ
KRXVHWDNHVUHVSRQVLELOLW\IRUWUDQVSRUWLQJJROG
LH%DQTXHGH)UDQFHZLOOUHLPEXUVHXVIRUWKH
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WUDQVSRUWDWLRQ FRVWV DERYH WKH JROG SULFH SHU
NLOR ZKLFK DFFRXQWV IRU  IUDQFV *ROG
ZLOOEHGLVSDWFKHGDVVRRQDVZHUHFHLYH\RXU
UHSO\E\WHOHJUDSK

:\QFNHQª

silver coin was used for both domestic and foreign payments. Along with gold coins this silver
coin was included into the coin stocks to ensure
that banknotes of Banque de France were exchangeable for gold or silver (its place as one
of the principal French coins was secured when
in 1865 the Latin monetary union was established). In the nineteenth century 5-franc coins
ZHUHVWUXFNZLWK¿QHVLOYHUZLWKWKHJURVV
ZHLJKWRIJ JRI¿QHVLOYHU WKHVHFKDUacteristics had remained unchanged throughout the whole century.
Let us consider the exchange operation in more
detail now. On 24 January 1861 the Governor
of Banque de France Charles Gabriel Lebégue
QRWL¿HG WKH *HQHUDO &RXQFLO RI %DQTXH GH
France about the deal of the exchange of 30
million francs in silver coins to 30 million francs
in gold coins that was concluded in Paris with
WKHEDQNLQJKRXVH'XWIR\.LQHQHW&LH7KHODWter was operating under the instruction and on
behalf of the Russian Finance ministry.
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WKH EDQNLQJ KRXVH 'XWIR\ .LQHQ HW &LH ZKR
may have incurred heavy losses since they had
WDNHQDOOWKHWUDQVDFWLRQULVNV0HDQZKLOH*RYHUQRURI%DQTXHGH)UDQFHQRWL¿HGWKH*HQHUDO
council that the negotiations had not broken
RII FRPSOHWHO\ DQG WKH EDQNLQJ KRXVH 'XWIR\
Kinen et Cie had not given up hope of removing
all the impediments to the exchange operation.
On 7 February 1861 Governor of Banque de
France reported to the General council that he
KDGQRWL¿HGWKH(PEDVV\RI5XVVLDLQ3DULVWKDW
DVDUHVXOWRIWKHGLI¿FXOWLHVWKDWKDGFDXVHGWKH
break-down of the agreement other parties to
the talks suffered more severe complications
than Banque de France. In its turn the Russian
government recommended that Banque de
France should hold direct talks with the State
bank of the Russian Empire with a view to ne-

gotiating the terms of resuming the operation.
One should pay attention to an important detail:
IRUWKH¿UVWWLPHWKH6WDWHEDQNZDVPHQWLRQHG
in the correspondence. This move was an obvious attempt by the Russian government to
attract the attention of the major central bank
in Europe to a new participant in economic reforms in the Russian empire – the recently esWDEOLVKHG6WDWHEDQNDQLQVWLWXWLRQWKDWZDVQRW
well-known in Europe at that time. As a matter
RIIDFWWKH6WDWHEDQNRQO\VWDUWHGLWVRSHUDWLRQ
as late as autumn 1860.
+RZHYHU%DQTXHGH)UDQFHLQVLVWHGRQWKHFRRSHUDWLRQZLWKWKHEDQNLQJKRXVH'XWIR\.LQHQ
HW&LHZKRZDVRSHUDWLQJ©RQEHKDOIDQGXQder the instruction from the Russian ministry of
¿QDQFHª &HUWDLQ DUUDQJHPHQWV KDG DOUHDG\
been made with the above-mentioned banking

%DURQ$OH[DQGHU6WLHJOLW]ERUQLQ6W3HWHUVEXUJLQ7KH¿UVW*RYHUQRURIWKH6WDWHEDQNRI
WKH5XVVLDQ(PSLUH  $OH[DQGHUZDVKRPHVFKRROHGFRQWLQXHGKLVHGXFDWLRQDW'RUSDW 7DUWX 8QLYHUVLW\DQGGXULQJKLVWUDYHOVLQ(XURSH,QDIWHUKLVIDWKHU¶VGHDWK$OH[DQGHU
LQKHULWHGDYDVWIRUWXQH PLOOLRQVLOYHUUXEOHV DQGDEDQNLQJKRXVH)URPWRKHVHUYHG
DVWKHFRXUWEDQNHURIWKH5XVVLDQJRYHUQPHQW
DQGWKHSODFHPHQWDJHQWLQ(XURSHIRU5XVVLDQ
IRUHLJQ ORDQV )URP  WR  $ 6WLHJOLW]
ZDV&KDLUPDQRIWKH6W3HWHUVEXUJ([FKDQJH
&RPPLWWHH KH HVWDEOLVKHG D VWRFN H[FKDQJH
SDUWQHUVKLS ZKLFK ZDV QDPHG DIWHU KLP ,Q
$ 6WLHJOLW] OLTXLGDWHG KLV EDQNLQJ KRXVH
DQGZDVDSSRLQWHG*RYHUQRURIWKH6WDWHEDQN
RI WKH 5XVVLDQ (PSLUH ,Q WKLV FDSDFLW\ KH IRFXVHGPDLQO\RQIRUHLJQSD\PHQWVDQGFXUUHQF\FLUFXODWLRQ,QKHHVWDEOLVKHGDVDYLQJV
DQG ORDQ IXQG IRU WKH 6WDWH EDQN HPSOR\HHV
+H ZDV GLVFKDUJHG DV *RYHUQRU RI WKH 6WDWH
EDQNLQDIWHUZKLFKKHFRQWLQXHGWRVHUYH
DVDQKRQRUDU\PHPEHURIWKH%RDUGRI7UDGH
DQG0DQXIDFWRU\XQGHUWKH0LQLVWU\RI)LQDQFH
$ 6WLHJOLW] ZDV RQH RI WKH ULFKHVW SHRSOH LQ
5XVVLDDQGIRXQGHURIVHYHUDOFRPSDQLHVDQG
HQWHUSULVHV+HZDVNQRZQDVDSKLODQWKURSLVW
DQGDSDWURQRIDUWV+HGLHGLQ
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©7KH6WDWHEDQN
6W3HWHUVEXUJ
)HEUXDU\
0RQVLHXU&RXQW
:LWKUHJDUGWR\RXUWHOHJUDPDVRI)HEUXDU\ RQ EHKDOI RI WKH 6WDWH EDQN , KDYH
DSSURYHG DQG VLJQHG WKH DJUHHPHQWV EHWZHHQWKHWZRLQVWLWXWLRQVDERXWWKHGHOLYHU\
RIKDOILPSHULDOJROGFRLQVZRUWK
UXEOHVLQVLOYHUFRLQV
7KHVH DJUHHPHQWV VLJQHG RQ  )HEUXDU\
DQG DSSURYHG E\ %DQTXH GH )UDQFH FRQWDLQ RQO\ WZR FODXVHV WKDW GLIIHU IURP WKH
RULJLQDODJUHHPHQWZKLFKZDVVXSSRVHGWR
EH VLJQHG ZLWK WKH EDQNLQJ KRXVH 'XWIR\
.LQHQHW&LH
$IWHUPLOOLRQ UXEOHVKHUH±WKH$XWKRU¶V
QRWH LQJROGKDOILPSHULDOVLVWUDQVIHUUHGWR
%DQTXHGH)UDQFHWKH6WDWHEDQNGRHVQRW
UHTXLUHDQLQVWDQWDQHRXVWUDQVIHURIIUDQF
VLOYHU FRLQV IRU WKH HTXLYDOHQW DPRXQW WR
LWVDFFRXQWDQGUHVHUYHVWKHULJKWWRSODFH
WKHVHIXQGVRQGHSRVLWZLWKRXWDQ\FKDUJH
WLOOWKHHQGRIWKLV\HDU
%DQN UHFHLSWV ZRUWK  PLOOLRQ HDFK ZLOO EH
LVVXHGIRUWKHZKROHDPRXQWSDLGRXWLQVLOYHUFRLQVLQFOXGLQJWKHSUHPLXPRQEHKDOI
DQG XQGHU WKH DXWKRULW\ RI WKH 6WDWH EDQN
2I¿FHUVRIWKH6WDWHEDQNDXWKRULVHGWRGHOLYHU JROG 0HVVUV 5RIV\ DQG 'DPLVK ZLOO
EHKRQRUHGWRSURYLGH\RXZLWKWKHZULWWHQ
DJUHHPHQWV DORQJ ZLWK WKH VSHFL¿FDWLRQ
VKHHW LQGLFDWLQJ WKH QXPEHU RI ER[HV DQG
EDJVRIFRLQVHDFK
:RXOG \RX SOHDVH EH VR NLQG 0RQVLHXU
&RXQW DV WR KDQG RYHU WR RXU UHSUHVHQWDWLYHV D FRS\ RI WKH DJUHHPHQWV VLJQHG RQ
EHKDOI RI %DQTXH GH )UDQFH WKH VWDWHPHQW RI JROG UHFRQFLOLDWLRQ LQ WHUPV RI LWV
ZHLJKW DQG YDOXH LQ WKH QDWLRQDO FXUUHQF\
RI)UDQFHDVZHOODVEDQNUHFHLSWVIRUWKH
ZKROHHTXLYDOHQWDPRXQWLQVLOYHUFRLQVDIWHU GRLQJ WKH LQVSHFWLRQ RI ZHLJKW DQG DSSUDLVDORIWKHJROGGHOLYHUHGSXUVXDQWWRWKH

©6W3HWHUVEXUJ)HEUXDU\
7R&RXQWGH*HUPLQ\%DQTXHGH)UDQFH
,KHUHE\DJUHHWKDWZHVLJQDQDJUHHPHQW
ZLWKWKHEDQNLQJKRXVH'XWIR\.LQHQHW&LH
LQWKHEHVWLQWHUHVWVRIWKH6WDWHEDQN:H
WDNHUHVSRQVLELOLW\IRUWKHZKROHDPRXQW:H
DUHUHDG\WROHDYHWKHFDVKIXQGVLQWHQGHG
IRUWKHWUDQVDFWLRQLQ%DQTXHGH)UDQFHIRU
WKHWLPHEHLQJ
%DURQ6WLHJOLW]ª

The terms of the agreement were approved
RQFH DJDLQ DQG WKH EDQNLQJ KRXVH 'XWIR\
Kinen et Cie was selected as an intermediary
in accordance with the terms originally agreed
upon. Banque de France consented that the
State bank should participate in the deal subject to the restriction that they would be allowed
to keep silver coins in Banque de France until
'HFHPEHU7KXVWKHSDUWLHVIRXQGWKH
optimal solution for that moment.
2QO\DPRQWKODWHUIURPWR0DUFK
the State bank delivered to Banque de France
FDVKIXQGVLQJROGFRLQVZRUWK
French francs.
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KRXVHZKLFKVHUYHGDVDVWDUWLQJSRLQWIRUWKH
DJUHHPHQWWREH¿QDOLVHGWKXVWKH\KDGWREH
IXO¿OOHG
On 14 February 1861 Governor of Banque de
)UDQFH QRWL¿HG WKH *HQHUDO FRXQFLO DERXW WKH
telegram received from St.-Petersburg which
said:

New research

%DQTXHGH)UDQFHDJUHHVWKDWLWZLOOSD\RXW
FDVK IXQGV WR WKH GHVLJQDWHG SHUVRQV DFWLQJRQEHKDOIDQGXQGHUWKHDXWKRULW\RIWKH
6WDWHEDQNLQDFFRUGDQFHZLWKWKHEDQNUHFHLSWVZRUWKDPLQLPXPRIPLOOLRQIUDQFV
HDFK LVVXHG IRU WKH ZKROH DPRXQW SODFHG
RQWKHIUHHRIFKDUJHGHSRVLW
2Q SUHVHQWDWLRQ RI WKH EDQN UHFHLSWV FDVK
IXQGVVKDOOEHSDLGRXWLQVLOYHUIUDQFFRLQV
VXEMHFWWRWKHDYHUDJHZHLJKWUHTXLUHPHQWV
DFFRXQWLQJIRUòJSHUIUDQFV
7KH SUHVHQW DJUHHPHQW KDV EHHQ FRQFOXGHGEHWZHHQ%DQTXHGH)UDQFHDQGWKH
6WDWHEDQNLQ6W3HWHUVEXUJDQGVLJQHG

DERYHPHQWLRQHGDJUHHPHQWV
,ZRXOGOLNHWRH[SUHVVP\KRSH0RQVLHXU
&RXQWWKDWWKLVH[FKDQJHRSHUDWLRQZRXOG
FRQWULEXWH WR HVWDEOLVKLQJ FORVH UHODWLRQV
EHWZHHQ WKH WZR EDQNV DQG OD\ D VRXQG
IRXQGDWLRQ IRU IXWXUH GLUHFW DQG PXWXDOO\
EHQH¿FLDO FRRSHUDWLRQ ZKLFK , ZRXOG EH
SOHDVHGWRVWUHQJWKHQDQGGHYHORS
3OHDVHDFFHSW0RQVLHXU&RXQWWKHDVVXUDQFHVRIP\KLJKHVWFRQVLGHUDWLRQ
%HOLHYHPHWREH
<RXUVVLQFHUHO\
%DURQ6WLHJOLW]ª

%DURQ6WLHJOLW]
*RYHUQRURIWKH6WDWHEDQNª
©6WDWHEDQN
6W3HWHUVEXUJ
)HEUXDU\

On 20 June 1861 Governor of Banque de
)UDQFH QRWL¿HG WKH *HQHUDO FRXQFLO DERXW WKH
decision taken by the Russian party to take advantage of the right for safekeeping silver coins
(i.e. till 31 December 1861). Governor of the
State bank baron Alexander L. Stieglitz sent
D ZULWWHQ QRWL¿FDWLRQ WR KLV )UHQFK FROOHDJXH
about the endorsement of 31 bank receipts issued by Banque de France for the funds it holds
ZRUWK)UHQFKIUDQFVSD\DEOHWR
WKHEDQNLQJKRXVH'XWIR\.LQHQHW&LHDQGWZR
special agents of the State bank authorised to
receive these funds. This silver was intended
for the production of Russian coins in Paris and
Strasbourg.

$JUHHPHQWVDVRI)HEUXDU\
%DQTXH GH )UDQFH UHFHLYHV ZLWKRXW FRPSHQVDWLRQ JROG KDOILPSHULDOV RI WKH 5XVVLDQ (PSLUH ZRUWK WKH HTXLYDOHQW RI VHYHQ
PLOOLRQVHYHQKXQGUHGDQGWZHQW\¿YHWKRXVDQGUXEOHVSD\DEOHLQVLOYHUFRLQVFDOFXODWHGLQDFFRUGDQFHZLWKWKHJROGFRQWHQW
ZKLFKFRUUHVSRQGVWRDSSUR[LPDWHO\
PLOOLRQIUDQFV
7KH JROG YDOXH IRU %DQTXH GH )UDQFH ZLOO
DFFRXQWIRUIUDQFVSHUNLORE\WKHRI¿FLDOUDWHSOXVWKHSUHPLXPRI
%DQTXHGH)UDQFHDJUHHVWKDWLWZLOOFUHGLW
WKH DFFRXQW RI WKH 6WDWH EDQN DIWHU HYHU\
GHOLYHU\RIJROG
%DQTXH GH )UDQFH FRPPLWV WR HQVXUH WKH
VDIHNHHSLQJWLOOWKHHQGRIRIWKHSUHPLXP VWLSXODWHG E\ WKH DJUHHPHQW WRWDOLQJ
  DV ZHOO DV VLOYHU IUDQF FRLQV UHFHLYHGE\WKH6WDWHEDQNDVDUHVXOWRIWKH
H[FKDQJHRSHUDWLRQIRUWKHDPRXQWHTXLYDOHQWWRWKHYDOXHRIJROGKDOILPSHULDOVGHOLYHUHGWR%DQTXHGH)UDQFH
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The above-mentioned amount was paid out
from the account on 19 June - 11 October 1861
in accordance with the given schedule. The
1861 Annual report of the State bank mentions re-striking French silver coins into Russian ones: ©,Q )UDQFH VPDOO VLOYHU FRLQV ZHUH
VWUXFN E\ 3DULV DQG 6WUDVERXUJ PLQWV XQGHU
WKHFRQWLQXRXVVXUYHLOODQFHRIWZRRI¿FHUVIURP
WKH 0LQLQJ GHSDUWPHQW DVVLJQHG E\ WKH 5XVVLDQ *RYHUQPHQW DQG FRQWURO RI WKH )UHQFK
JRYHUQPHQW FRLQ FRPPLWWHH 6SHFLDO VWDPSV
©PDWRFKQLNLª IRUFRLQLQJGLHVRIDQG
NRSHFNFRLQVZHUHSURGXFHGE\WKH6W3HWHUVEXUJPLQW$VVRRQDVWKHFRLQVZHUHVWUXFN
WKH\ZHUHGHOLYHUHGWR6W3HWHUVEXUJE\VHD
7KXVWKHH[FKDQJHRSHUDWLRQZDVVXFFHVVIXOO\
FRPSOHWHGª.

:HKHUHE\LQIRUP\RXDERXWWKHHQGRUVHPHQWRIEDQNUHFHLSWVZRUWKDWRWDORI
)UHQFKIUDQFVSD\DEOHWRWKH
EDQNLQJKRXVH'XWIR\.LQHQHW&LHLQ3DULV
DQGWZRDJHQWVRIWKH6WDWHEDQN&RORQHO
&RXQW 2ONKRYVN\ DQG FROOHJLDWH DVVHVVRU
1*DOXVKHY:HNLQGO\DVN\RXSURYLGHWKH
DERYHPHQWLRQHG PHVVLHXUV ZLWK DQ RSSRUWXQLW\WRPDNHXVHRIWKHIXQGVVKRXOG
WKH QHFHVVLW\ DULVH EHJLQQLQJ LQ -XQH WR
6HSWHPEHUWKLV\HDU
3OHDVH DFFHSW P\ VLQFHUH ZLVKHV IRU IRVWHULQJIULHQGO\UHODWLRQVEHWZHHQRXUEDQNV
DQGWKHDVVXUDQFHVRIP\KLJKHVWFRQVLGHUDWLRQ

S. V. Tatarinov
Bank of Russia

%DURQ6WLHJOLW]
*RYHUQRURIWKH6WDWHEDQNª
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©6WDWHEDQN
6W3HWHUVEXUJ0D\
7R%DQTXHGH)UDQFH
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Russia’s Finance and Wars in the 19th Century

registered in the periods they fell in but were
written off later on.
As is clear from Annex 3 the Russian-Turkish war of 1877-1878 was not an exception.
Against the background of high military expenses in 1877 they grew by almost 65% in absolute
terms and remained at this level till the end of
the war.
7KHOLQNEHWZHHQZDUVDQGWKHVWDWH¿QDQFHLV
evident. In particular the three wars examined
GLGSOD\DFUXFLDODUROHLQHFRQRPLFDQG¿QDQcial development of the country. However the
ways in which wars DIIHFWHG WKH VWDWH ¿QDQFH
are ambiguous.
,Q RUGHU WR XQYHLO WKH ¿QDQFLDO P\VWHU\ RI WKH
major Russian wars that shook up the country’s
economy in the nineteenth century it may be
expedient for illustrative purposes to distinguish
between H[SOLFLWLQÀXHQFH and LPSOLFLWLQÀXHQFH
RIZDUVRQWKHVWDWH¿QDQFH
The H[SOLFLWLQÀXHQFH can be traced through the
VRXUFHV RI ¿QDQFLQJ PLOLWDU\ H[SHQGLWXUH 7KH
main one being %RUURZLQJV and 3DSHUPRQH\
LVVXLQJ
The LPSOLFLWLQÀXHQFH can be traced through the
¿QDQFLDOSKHQRPHQDWKDWUHVXOWHGIURPWKHZDU
constraints and should be regarded as SDUDGR[LFDO because the wars brought about chaos
VXFK DV PRQHWDU\ GLVWRUWLRQV ZKLOH ¿QDQFLDO
³NQRZKRZ´ZRXOGDSSHDULQZDUWLPH

In the nineteenth century developments in the
¿HOGRI¿QDQFHPRQHWDU\FLUFXODWLRQLQ5XVVLD
and wars that the country waged were closely
interlinked.
$KLJKLPSDFWRIZDUVXSRQWKH5XVVLDQ¿QDQFLDOV\VWHPLVSURYHGE\WKH¿JXUHVRIPLOLWDU\
expenses and their share in the country’s total
expenditure. A thorough analysis of the state
expenditure reports reveals that the share of
military expenses in Russia’s total expenditure remained at a steady level of around 30%
throughout the century1. In fact it could hardly
EHRWKHUZLVHDVPLOLWDU\FRQÀLFWVDQGZDUVZHUH
almost a permanent phenomenon for Russia at
the time.
Whatever importance might be attached to othHUFRQÀLFWVE\GLIIHUHQWDXWKRUVWKHWKUHHPDMRU
wars that had the highest impact on the RusVLDQ HFRQRP\ DQG ¿QDQFH LQ SDUWLFXODU ZHUH
7KH :DU RI    7KH &ULPHDQ
War (1853-1856) and The Russian-Turkish War
(1877-1878).
Notwithstanding the ever high military expenditure it increased dramatically during the war periods both in absolute and relative terms.
- in 1812 the military expenses accounted for
54% of total expenditure growing by 34% as
compared to the previous year (see Annex 1)
- in 1813 the military expenses accounted for
67% of total expenditure and grew by another
55% as compared to 1812 (see Annex 1).
The military expenses during the Crimean War
followed the same pattern (see Annex 2).
Although the share of military expenses even
decreased (24%) by comparison to the preZDU SHULRG  LQ   WKH DFWXDO PLOLWDU\
expenses grew by 11%. Going further one notices that in 1854 the military expenditure even
GHFUHDVHGFRPSDUHGWRKRZHYHULWFRQtinued to grow in 1855 (by 77%) and 1856 (by
almost 38%). The reason for the decrease in
1854 was that some military expenses were not

The War of 1812
The beginning of the nineteenth century for
Russia was marked by a number of wars with
)UDQFH WZRFDPSDLJQVLQ 7XUNH\
and Sweden.
5XVVLD KDG KDUGO\ ¿QLVKHG VLJQLQJ D SHDFH
WUHDW\ ZLWK 7XUNH\ LQ 0D\  LQ %XFKDUHVW
when another war with France broke out. That
war is known in Russia as the War of 1812.
7KH PDLQ WDVN IRU WKH 0LQLVWU\ RI ¿QDQFH ZDV
¿QGLQJPRQH\WRFRYHUWKHZDUH[SHQVHV*HW-
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The Crimean War (1853-1856)
7KH&ULPHDQ:DUZDVWRDODUJHH[WHQW¿QDQFHG
by borrowings. The following borrowings were
undertaken during the war period5:
- Two external 5% loans amounting to 90.56
million rubles.
- Loans provided by the state banks amounting
to 218.4 million rubles (non-repayable) – this
money was borrowed with no repayment term
¿[HG ZKLFK PHDQW WKH\ ZRXOG KDUGO\ HYHU EH
repaid.
- Borrowings from the Commission for state
debt reimbursement amounting to 12.3 million
rubles (non-repayable) – this was a double blow
IRU WKH ¿QDQFLDO V\VWHP DV RQ WKH RQH KDQG
ERUURZLQJV ZHUH PDGH RQ D QRQ¿[HG WHUP
EDVLVDQGRQWKHRWKHUPRQH\ZDVERUURZHG
from the institution that was supposed to repay
the state debts thus depriving other creditors of

25

New research

+RZHYHUODUJHWKHGHEWPHQWLRQHGDERYHZDV
paper money issuance played an even greater
UROHLQ¿QDQFLQJWKH:DU7KLVLVSURYHGE\WKH
³DVVLJQDWLRQV´ SDSHUPRQH\RIWKHWLPH VWRFN
increase during that period.
It grew at a rapid pace from 1802 till 1817 (see
Annex 5) while different wars were waged and
the post-war economy restored. Again these
¿JXUHVUHÀHFWDJURZWKRIVWDWHGHEWRXWVWDQGing to the population. While authorising their
KROGHUVWRUHFHLYHSUHFLRXVFRLQVLQH[FKDQJH
LQ IDFW ³DVVLJQDWLRQV´ FRXOG QRW EH H[FKDQJHG
LQWRVLOYHUWKXVHYHU\SDSHUUXEOHLVVXHGDGGHG
to the non-repayable debt of the Russian Government.
The results of the War of 1812 can be summarised as follows:
- the non-repayable debt (including paper money issued) grew by over 240 million rubles;
 GXH WR H[FHVVLYH LVVXDQFH RI ³DVVLJQDWLRQV´
the prospect of restoring their exchangeability into precious coins was postponed for the
distant future.
,Q FRQFOXVLRQ WKHUHIRUH WKHUH ZDV DQ REYLRXV
need for reforms.

WLQJORDQVDEURDGZDVYHU\KDUGEHFDXVH5XVsia had not repaid its previous debt (see Annex
4) fully and the country’s credibility had been
undermined.
In 1798 the Polish debt was incorporated into
the Russian debt. The overall debt reached 93
million guldens or 70.350.000 rubles (the Russian part of the debt totaled 56.500.000 guldens borrowed from Holland plus 5.500.000
JXOGHQV ERUURZHG IURP *HQRD UHVXOWLQJ LQ D
total amount of 62 million guldens or 46.5 milOLRQUXEOHV WKHUDWHRIWKHWLPHEHLQJJXOGHQ 
0.75 ruble). The Polish part of the debt equaled
31 million guldens or 23.850.000 rubles).2
According to the Decree issued in 17983 the
total debt (amounting to 93 million Dutch gulGHQV ZDVWREHUHSDLGLQ\HDUVLHLQ
Obviously the Government had been unable
WR¿QGH[WUD¿QDQFHWRUHLPEXUVHWKHGHEWGXH
to excessive military expenditure required for
ZDJLQJ ZDUV GXULQJ WKH SHULRG RI 
and 82.6 million Dutch guldens were still outstanding.
7KXV WKH 0LQLVWU\ RI ¿QDQFH ERUURZHG PRQH\
from the State (Zaemniy) Bank of borrowings
and other state institutions.
The importance of borrowings from these institutions can be determined by comparing the
state debt outstanding to these institutions on
the eve of the War of 1812 (in 1810) with that
after the War (in 1817). The stock of borrowings
grew by 170 million rubles and their share in
total debt reached 21.4%.47KLV ¿JXUH UHÀHFWV
the amount of money whose repayment peULRG ZDV QRW ¿[HG DQG WKDW ZRXOG KDUGO\ HYHU
be repaid thus undermining the state’s credibilLW\%HVLGHVDVLJQL¿FDQWSDUWRIWKLVVXPZDV
provided by the State (Zaemniy) Bank of borrowings that accumulated money deposited by
WKHSRSXODWLRQRQDQRQ¿[HGWHUPEDVLVVRWKH
PRQH\FRXOGEHUHFODLPHGDQ\WLPHWKXVPDNLQJWKLVVRXUFHRI¿QDQFHYHU\XQVWDEOH,IWKH
money had been reclaimed it would have entailed a collapse of the Bank.
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The results of the Crimean War can be summarised as follows:
- The non-repayable debt (including paper money issued) grew by over 530 million rubles
(The consolidated part of the debt had scarcely
augmented. However the non-repayable part
of the public debt had swelled and accounted
for almost 80% of the overall debt. This was
a phenomenon never observed before in the
5XVVLDQKLVWRU\RI¿QDQFH 
 'XH WR H[FHVVLYH LVVXDQFH RI ³FUHGLW QRWHV´
their exchangeability into precious coins was
abolished;
,QFRQFOXVLRQWDNHQWRJHWKHUWKHVHQHZGLI¿FXOties brought about by the War were an impetus
for reforms.

their lawful proceeds.
- Treasury bonds issue amounting to 90 million
rubles (non-repayable) – those initially were
bonds with an 8-year maturity period that were
prolonged on a permanent basis and never repaid.
- Total borrowings accounted for 411.26 million
rubles including 320.7 million rubles of non-repayable debt.
The monetary system was rather stable on
the eve of the Crimean war. The paper money
(credit notes or in fact short term public loans to
the government) were exchangeable into silver
and used as the main means of payment. The
decade after the reform was a time of relative
stability for the monetary relations.
In 1853 credit notes worth 225 million rubles
(see Annex 6) were in circulation while the exchange fund (golden and silver coins collected
DQGEURXJKWWRJHWKHUVSHFL¿FDOO\WRVXSSRUWWKH
paper money rate) contained coins worth 146.8
million rubles. Therefore only 78.3 million paper
rubles were not backed by coins. It should also
be noted that precious coins worth only 5.4 million rubles out of 146.8 million rubles within the
exchange fund belonged to the State Treasury.
7KH UHVW LH  PLOOLRQ UXEOHV EHORQJHG WR
individual depositors who had exchanged their
coins for credit notes.6
By the end of 1857 the amount of credit notes
in circulation grew to 735.3 million rubles (see
Annex 6) while the exchange fund diminished
by 5.3 million rubles to a cost of 141.5 million
rubles. Therefore the sum of credit notes not
backed by precious coins reached 593.8 million
UXEOHV7KH*RYHUQPHQW³SURPSWHGLQWRDFWLRQ´
¿UVWO\ ZLWKGUHZ LWV PLQRU SRUWLRQ RI SUHFLRXV
FRLQVRXWRIWKHH[FKDQJHIXQG6HFRQGO\LWUHstricted the exchange of credit notes into coins.
A specialist permission issued by authorities
was now required for individuals to exchange
credit notes into coins. The restriction (or in fact
abolition) of exchangeability was to the detriPHQW RI WUXVW LQ WKH RI¿FLDO PHDQV RI SD\PHQW
(credit notes).

The Russian-Turkish War (1877-1878)
Extensive borrowings were required for the
Russian-Turkish war. However these borrowings were based on actual credit principles (i.e.
RQ FRQGLWLRQV RI UHSD\PHQW LQWHUHVW SD\PHQW
maturity and security). Although the state debt
DXJPHQWHG FRQVLGHUDEO\ LWV QRQUHSD\DEOH
part didn’t grow due to borrowings.
The following borrowings were made7:
- 5% bonds - 91.8 million rubles (domestic);
- 1st³RULHQWDO´GRPHVWLFORDQ±PLOOLRQUXbles;
- 2nd³RULHQWDO´GRPHVWLFORDQ±PLOOLRQUXbles;
- 3rd³RULHQWDO´GRPHVWLFORDQ±PLOOLRQUXbles;
- Receipts from railway bonds – 69.4 million rubles
7RWDOGRPHVWLF¿QDQFH±PLOOLRQUXEOHV
External loan – 106.4 million rubles.
The military expenditure associated with the
Russian-Turkish war totaled 1.021 million rubles. Therefore 85% (867.4 million rubles out
of 1.021 million rubles) were covered using domestic credit resources. That fact distinguished
this War from the previous wars of the nineteenth century.
No matter how successful those borrowings
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0RQHWDU\FLUFXODWLRQGLVWRUWLRQV
Since paper money was one of the main sourcHV RI ¿QDQFLQJ PLOLWDU\ H[SHQGLWXUH GXULQJ WKH
War of 1812 it had to be stable and accepted by
WKHSRSXODWLRQDVDQRI¿FLDOPHDQVRISD\PHQW
Otherwise the government would not have
EHHQ DEOH WR JHW ZKDW LW QHHGHG DUPDPHQWV
food etc.
Based on this assumption it can be suggested
that it was in anticipation of the war and tremendous military expenditure that could not
be provided for other than by printing paper
money that the Russian government issued a
0DQLIHVWRDVRI$SULO8SURFODLPLQJ³DVVLJQDWLRQV´WKHRI¿FLDOREOLJDWRU\PHDQVRIVHWtlement to be used for all payments and deals
within the territory of the Russian Empire.
In accordance with the Manifesto all taxes deQRPLQDWHGLQVLOYHUKDGWREHOHYLHGLQ³DVVLJQDtions” at the rate of 2 rubles in paper money for
each silver ruble. Other duties such as postal
GXW\ VWDWH ODQG GXW\ DQG VRPH RWKHUV DW WKH
rate of 3 to 1. The payments (whose amounts
were denominated in silver) by the State Treasury to individuals had to be performed in paper money at the rate of the day. All the settlements between individuals had to be executed
LQ³DVVLJQDWLRQV´RQO\,WLVREYLRXVWKDWWKHRI¿FLDOVHWWLQJRIGLIIHUHQWH[FKDQJHUDWHVRI³DVsignations” along with a free rate for everyday
life of commercial dealers and ordinary citizens
could only bring about chaos in the monetary
relations. Notwithstanding the intention of the
0LQLVWU\RI¿QDQFHWRVXSSRUWWKH³DVVLJQDWLRQV´
SULFHWKH0DQLIHVWRLQVWLOOHGFRQIXVLRQLQPRQHWDU\ UHODWLRQV 7KH ÀXFWXDWLQJ ³DVVLJQDWLRQV´
UDWH GLIIHUHQFH FDPH WR EH NQRZQ DV WKH ³IRON
agio” that was not ousted from the monetary relations until the reforms of Kankhrin.
,WLVQRWDQDVVHUWLRQUDWKHUDVXJJHVWLRQWKDW
WKH³IRONDJLR´ZDVDVLGHHIIHFWRISUHSDUDWLRQ
IRUWKH:DURI6LQFHWKHVWDWHQHHGHG¿nancing to provide for the extensive military exSHQGLWXUHLWUHVROYHGWR¿QGZD\VRIVXSSRUWLQJ
the paper money where unlimited issuing was
expected.
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ZHUHWKH\EHFDPHDODUJH¿QDQFLDOEXUGHQIRU
the country’s economy and did not prevent the
Government from printing paper money.
A dramatic increase in paper money stock during the Russian-Turkish war was another major
¿QDQFLDO FRQVHTXHQFH RI WKH ZDU VHH $QQH[
7).
First and foremost credit notes were required
as a source of short term loans supporting extraordinary military expenditure since long-term
LQVWUXPHQWV FDQQRW SURYLGH ¿QDQFH DV TXLFNO\
as that.
However the Russian Government could not
rely as much on the credit notes as it did during
WKH &ULPHDQ :DU ,Q  IXOOÀHGJHG PRQH\
that could be exchanged into precious coins
was in circulation. By issuing credit notes worth
 PLOOLRQ UXEOHV WKH *RYHUQPHQW GLG JHW ¿nancial resources in amount of 400 million rubles. In 1876 non-exchangeable paper money
was circulating. Thanks to the high credibility of
the authorities the paper money rate remained
steady at the level of 85% of its face value in
peace time. However once the War broke out
the rate plummeted (1876 – 80% of the face valXH±± %HVLGHV
the growth of paper money stock increased the
state non-repayable debt.
The results of the Russian-Turkish War (18771878) can be summarised as follows:
- the state debt was managed in a better way
WKDQEHIRUHLWVQRQUHSD\DEOHSDUWRQO\JUHZ
due to paper money issuance;
- however excessive money issuance made the
currency rate fall and prevented the Government from restoring the exchangeability of
³FUHGLWQRWHV´LQWRFRLQV
,Q FRQFOXVLRQ WKHUH ZDV DQ REYLRXV QHHG IRU
reforms.
7KHLPSOLFLWLQÀXHQFHVKRXOGEHGLVFXVVHGVHSDUDWHO\7ZRRSSRVLWHH[DPSOHVRILPSOLFLWLQÀXence are given below.
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&XULRXVIDFWVDERXWWKH³IRONDJLR´
7KH ³IRON DJLR´ H[LVWHG LQ WZR IRUPV$OWKRXJK
WKHRI¿FLDOH[FKDQJHUDWHRI³DVVLJQDWLRQV´UHmained at the level of around 28 kopeks (deQRPLQDWHG LQ ³DVVLJQDWLRQV´  SHU VLOYHU UXEOH
the circulating silver and golden coins had a
PDUNXS RYHU WKH SULFH RI ³DVVLJQDWLRQV´ 7KH
VHFRQGIRUPRIWKH³IRONDJLR´ZDVHYHQPRUH
FXULRXV WKH ³DVVLJQDWLRQV´ RIODUJH GHQRPLQDtions (such as 100 rubles) had a mark-up over
the price of copper and small denomination silver coins.9 However strange this situation may
VHHPDW¿UVWVLJKWWKHXQGHUO\LQJUHDVRQIRUWKH
VHFRQGIRUPRI³IRONDJLR´ZDVSUHWW\VLPSOH,I
someone in Russia had to pay a high price for
some goods or services one would generally
have two options: either bring to the provider
RIJRRGVRUVHUYLFHVD³ODUJH´VDFNRIFRSSHURU
small denomination silver coins or just pass to
WKHDIRUHPHQWLRQHGSHUVRQDVKHDIRI³DVVLJQDtions”. The latter seemed to be more appealing. However the stock of large denomination
³DVVLJQDWLRQV´ZDVQRWHQRXJKWRSURYLGHIRUDOO
the payments of that kind. Thus the supply of
ODUJHGHQRPLQDWLRQ³DVVLJQDWLRQV´GLGQRWPHHW
their demand.
%HVLGHV WKH ³IRON DJLR´ ZDV FRQWLQXRXVO\ ÀXFtuating and varied depending on the part of the
Russian Empire. This was the reason for a trePHQGRXVDPRXQWRIVSHFXODWLRQVWKDWEHQH¿WHG
the cunning and made others lose their money.
For example in Nijniy Novgorod (a major Russian city) one could buy goods at the price of
100 rubles in copper or small denomination silver coins or at the price of 80 rubles denomiQDWHGLQ³DVVLJQDWLRQV´ LQFDVHWKH³IRONDJLR´
equaled 20%). Then those goods could be
transported to Siberia and sold at the price of
UHDO  UXEOHV GHQRPLQDWHG LQ ³DVVLJQDWLRQV´
EHFDXVHWKH³IRONDJLR´GLGQRWDSSO\WKHUH10

Intensive railway construction had to be suspended during the war but it was not stopped
completely. The amount available (in the special fund) for railway construction in 1876-1879
UHDFKHGPLOOLRQUXEOHV+RZHYHUWKHDFtual amount spent was much higher at 286.5
million rubles.11 That sum exceeded the funds
available by 155 million rubles necessitating
supplementary paper money issuance. Thus
usefulness of paper money as a bridging inVWUXPHQWRI¿QDQFLQJUDLOZD\FRQVWUXFWLRQXQWLO
receipt of proceeds under long-term loans was
revealed.

)LQDQFLDO³NQRZKRZ´RIWKHWLPH
The opposite example (that of positive implicLW LQÀXHQFH RI D ZDU RQ WKH 5XVVLDQ ¿QDQFLDO
system) is evident in the Russian-Turkish war.

Vladimir Bakhtin
Financial University in Moscow

Conclusion
7KH ZDUV ZKLOH PDNLQJ PDWWHUV IDU ZRUVH IRU
WKH HFRQRP\ DQG WKH ¿QDQFLDO V\VWHP LQ SDUWLFXODUZHUHWRVRPHH[WHQWGULYHUVIRUUHIRUP
Such war consequences as increases in nonrepayable debt aggravated the bad state of the
¿QDQFLDO V\VWHP DQG PDGH LW GLI¿FXOW WR PDQage the state debt. This problem absolutely required resolution. At the same time excessive
issuing of paper money either made the latter
non-exchangeable into precious coins or made
it impossible for the Government to restore paper money exchangeability into coins even if it
so desired.
7KH ZDUV ZHUH D ³VWUHVV WHVW´ IRU WKH ¿QDQFLDO
system highlighting its weaknesses thus showing the way for reforms (follows from the previous statement).
The wars were a controversial phenomenon for
WKH ¿QDQFLDO V\VWHP VLQFH RQ WKH RQH KDQG
they spawned monetary circulation distortions
VXFKDVWKH³IRONDJLR´DQGRQWKHRWKHUWKH\
EURXJKW DERXW ¿QDQFLDO ³NQRZ KRZ´ DV HYLdenced by the experience of railway construction during the Russian-Turkish war (18771878).
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&KLQD¶V GHYHORSPHQW VWUDWHJ\ KDV EHHQ LQÀXenced and characterised by the aim of \LQGL]KL\L i.e. adapting measures suited to local conditions. Central government policy making has
often been in the form of guidelines and directives that set a general framework and left room
for local interpretation and developments. ConVLGHULQJWKHVL]HRIWKHFRXQWU\LWVJHRJUDSKLF
FXOWXUDOVRFLDODQGHFRQRPLFGLYHUJHQFHVWKLV
is a reasonable and pragmatic approach. As a
country in transition with an incomplete instiWXWLRQDO VHWWLQJ &KLQD IXUWKHUPRUH KDV PDGH
use of this strategy to allow for an evolutionDU\ DSSURDFK ZKLFK LQFOXGHV OLPLWHG ORFDO H[SHULPHQWV D GXDOWUDFN SULFH V\VWHP DQG D
certain amount of opportunity for bottom-up
developments. The latter creates opportunities
to eventually adopt changes on the micro-level
and incorporate them into central policy directives.1 +RZHYHU WKLV HYROXWLRQDU\ DSSURDFK WR
development has resulted in frictions within the
hierarchy of power and in the inherent risk of
power collusion. Policy guidelines issued by a
central government run the risk of causing deviating developments on the micro level which
could even counteract the original intention.
Given the situation of China’s ‘fragmented authoritarianism’2 ZKHUH WKH SRZHU UHODWLRQVKLS
not only includes market and state actors but
also involves local government acting as straWHJLFSOD\HUVWKHVHFRQVHTXHQFHVZHUHWREH
expected.
Against this background the paper analyses
how the interaction between top-down instructions and bottom-up responses has shaped
the evolution of China’s banking system in the
1980s3. The paper shows how decentralisation of capital allocation to lower levels resulted
LQ HFRQRPLF JURZWK DV LQWHQGHG HYHQWXDOO\
WKRXJKDWWKHFRVWRIFHQWUDOFRQWURORYHU¿QDQFLDOÀRZVDQGH[FHVVFUHGLWH[SDQVLRQ,QÀDWLRQ

in the post-reform period in China has been
subject to a number of macroeconomic studies.4 The present paper takes a different approach and focuses on developments on the
micro-level that responded to macroeconomic
and monetary policies. The decentralising of
lending decisions to lower levels took place at
DWLPHZKHQ¿QDQFLDOLQVWLWXWLRQVKDGQRPHDQV
to independently assess their clients to evaluate their credibility but had to rely on local arrangements of non-market forces to manage
OHQGLQJ ULVNV 2Q WKH RWKHU KDQG DV ¿QDQFLDO
institutions were put on a dual-track lending
system comprising both commercial and policy
OHQGLQJORRSKROHVIRUORFDOFROOXVLRQZHUHFUHated making non-market interference possible
LQWKH¿UVWSODFH0LFUROHYHODUUDQJHPHQWVLQÀXHQFHG ¿QDQFLDO ÀRZV DW WKH ORFDO OHYHO DQG
eventually impeded central government’s intention. Subsequent adaptions of the banking
system were partially a result of these developments and thus were induced bottom-up.5
6HWWLQJ WKH IUDPHZRUN ,PSOHPHQWDWLRQ RI D
WZRWLHUEDQNLQJV\VWHP
7RZDUGV WKH HQG RI WKH V LW EHFDPH REvious that microeconomic decisions could not
EH FRQWUROOHG DQG FRRUGLQDWHG IURP RI¿FHV RI
government administration at the central level
alone.6 When China’s reform and opening-up
policy was launched in 1978 by the Third Plenum of the Eleventh Central Committee of the
Communist Party changes in the real economy
were introduced that gave enterprises the right
to make their own production and investment
decisions.76XEVHTXHQWO\UHIRUPVLQWKHV
DLPHG WR HVWDEOLVK D ¿QDQFLDO V\VWHP WKDW RUJDQLVHVDQGGLUHFWV¿QDQFLDOÀRZVPRUHHIIHFWLYHO\DQGHI¿FLHQWO\WRHQKDQFHWKHSURGXFWLYLW\
of the real economy.8<HWPDUNHWEDVHGPHFK-
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DQLVPVZHUHVXSSRVHGWRDFW³XQGHUWKHJXLGance of one plan”9.

&RUUHVSRQGLQJ FKDQJHV LQ WKH PRQHWDU\ SROLF\ERJDLGDLEDQNORDQVLQVWHDGRIEXGJHWDU\
JUDQWV

&HQWUDOJRYHUQPHQWREMHFWLYHGHFHQWUDOLVDWLRQ
RIWKH¿QDQFLDOV\VWHPWRFRPSO\ZLWKHFRQRPLF
UHIRUPV

%HIRUHWKHGLVWLQFWLRQEHWZHHQ¿VFDODQG
¿QDQFLDODVVHWVZDVUDWKHUDUWL¿FLDODVWKH3HRple’s Bank of China (PBC) de facto functioned
DVD¿VFDODJHQWWRWKH0LQLVWU\RI)LQDQFHDQG
WKHPRQREDQNLQJV\VWHPFRQWUROOHGWKHÀRZRI
JRYHUQPHQW EXGJHW ZKLFK LQFOXGHG WKH ¿QDQFLDO ÀRZV IRU LQYHVWPHQW GHFLVLRQV HQWHUSULVH
¿QDQFH DQG IXQGV IRU JRYHUQPHQW SURMHFWV13
The main role of monetary policy was to conWURO WKH LPSOHPHQWDWLRQ RI WKH SK\VLFDO SODQ
ZKLFK UHTXLUHG D ¿QDQFLDO FRXQWHUSDUW LH WKH
credit plan that provided the amount of liquidity necessary to realise it. The task of supplying funds was divided between the budget and
WKHEDQNLQJVHFWRU7KHEXGJHWDU\SODQGH¿QHG
by the Central Planning Committee funded all
¿[HG LQYHVWPHQWV SOXV PRVW SHUPDQHQW ZRUNing capital required by enterprises in the form
of grants. The PBC supplemented these funds
with short-term working capital when enterprises temporarily needed more than the centrally
allocated quota.14 Cash circulation for enterprises was furthermore tightly controlled: maintaining an account with the PBC was required and
withdrawal could only be done when expressly
authorised.15 Bank operation as such was not
decisively determined by risk considerations.
As long as the banking system followed the
instructions of the planning commissions and
other bodies it had mostly accounting functions
to perform.16
7KH¿UVWVWHSVWRUHIRUPLQJWKHEDQNLQJVHFWRU
ZHUHWDNHQLQZKHQWKH3%&ZDVVHSDrated from the Ministry of Finance and granted
the status and authority of a central bank in
 ,Q D VHFRQG VWHS IRXU EDQNV ZHUH DXthorised to undertake commercial operations:
,QGXVWULDO DQG &RPPHUFLDO %DQN ,&%  $JULFXOWXUDO%DQNRI&KLQD $%& &KLQD&RQVWUXFWLRQ%DQN &&% DQG%DQNRI&KLQD %R& $
two-tier banking system arose with these four

$W WKH EHJLQQLQJ RI WKH UHIRUP HUD LQ 
deciding what role state actors should play
within the capital allocation process and what
should be left to be directed by market forces
was highly controversial: Shih (2008) analysed
various internal government and banking documents and concluded that the more traditional
faction favoured a rather bureaucratic system
that regarded the banking sector as a means
WRDFKLHYHSROLF\WDVNVWRPDLQWDLQVRFLDODQG
HFRQRPLFVWDELOLW\DQGWRUHGXFHFRVWVIRUPRQitoring and evaluating state-owned enterprises.
The other faction saw banks as a source of
funds to fuel local economic development and
increase investment autonomy at local levels.
Banks would be a means for local government
to circumvent the central budgetary granting
SURFHVV DQG GLUHFW ¿QDQFLDO ÀRZV DFFRUGLQJ
to local conditions.10 7KH ODWWHU IDFWLRQ ZKLFK
ZDVKHDGHGE\'HQJ;LDRSLQJHYHQWXDOO\SUHYDLOHG 7KH UHIRUPHUV KRSHG WR LQFUHDVH HI¿FLHQF\RQWKHPLFUROHYHOVDVEDQNVZRXOGDFW
PRUH VHOHFWLYHO\ LQ DOORFDWLQJ WKHLU IXQGV DV
they would be able to collect and incorporate
local information when giving out loans and
thus would monitor the performance of the reFLSLHQW HQWHUSULVHV PRUH FORVHO\ (I¿FLHQF\ LQduced by market mechanisms was expected to
be brought at comparably lower costs than it
would have been if responsibility for loan distribution had remained with central government
RI¿FHV110RUHRYHUEDQNFUHGLWZDVVXSSRVHG
WR OHDG WR D KDUGHQLQJ RI EXGJHW FRQVWUDLQW D
problem well known in the pre reform era.12 It
ZLOOEHVKRZQEHORZWKDWWKHUHVXOWLQJV\VWHP
KRZHYHUVWLOOFRQWDLQHGHOHPHQWVRIERWKSRVLtions on the role of banks.
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Among the monetary instruments with which
WKH FHQWUDO EDQN ZDV IXUWKHUPRUH HQGRZHG 
was the authority to centrally set interest rates
IRU ERWK ORDQV DQG GHSRVLWV ZKLFK YDULHG DFFRUGLQJ WR WKHLU FODVVL¿FDWLRQ HJ ORZHU UDWHV
for agricultural and infrastructural loans. FurWKHUPRUH WKH FHQWUDO EDQN LVVXHG UHVHUYH UHquirement ratios for the four specialised banks
as a means to control liquidity in the market.23
Originally set at 20% for enterprise deposits and
IRUUXUDOGHSRVLWVLQFOXGLQJWKHUHGHSRVLW
of the rural credit cooperatives at the AgriculWXUDO %DQN RI &KLQD WKH UHVHUYH UHTXLUHPHQWV
were reduced to a uniform 10% for all types of
deposits and all specialised banks in 1985. In
1985 the rate for bank lending from the central
bank was set higher than for deposits placed at
WKHFHQWUDOEDQN0RUHRYHUUDWHVZHUHVHWGLIferently for lending within the credit plan and for
OHQGLQJQHHGHGIRUDGGLWLRQDOOHQGLQJWKHODWWHU
one being higher. 24
'HVSLWH WKHVH LQGLUHFW LQVWUXPHQWV WKH FUHGLW
plan remained the main instrument for the central bank to control the amount of money supply.
8QOLNHWKHSUHUHIRUPHUDLWKRZHYHUDLPHGWR
also stimulate microeconomic incentives in the
actual allocation of capital.
1HZ LQFHQWLYH VWUXFWXUHV ZLWKLQ WKH EDQNLQJ
VHFWRU GXRFXQ GXRGDL  PRUH GHSRVLWV PRUH
ORDQV
With the switch from non-interest bearing budgHWDU\JUDQWVWREDQNORDQVEDQNVZHUHIDFLQJ
a new situation: They were the primary chanQHO WKURXJK ZKLFK LQYHVWPHQWV ZHUH ¿QDQFHG
but also had inherited the responsibility for the
proper allocation of capital within the economy
from the PBC and the Ministry of Finance. In
addition they were supposed to make their own
lending decisions and became responsible for
WKHLURZQSUR¿WVDQGORVVHV25 At the beginning
of the 1980s the central government replaced
the traditional system of centralised management of deposits and allocation of loan quotas
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banks and the PBC as the central bank. The
widely used practice of zero-interest government budgetary grants for investment projects
was phased out in favour of interest-bearing
EDQN ORDQV IRU ERWK ZRUNLQJ FDSLWDO DQG ¿[HG
asset investments. This policy was implementHGLQDQGZDVRI¿FLDOO\ODEHOHGDVERJDLGDL LH ORDQV LQVWHDG RI DOORFDWLRQV17 Between
1979 and 1984 the share of investments into
¿[HG DVVHWV ¿QDQFHG RXWVLGH WKH VWDWH EXGJet increased from an estimated 35 percent to
about 60 percent.18 Along with this transformaWLRQRIWKHEDQNLQJV\VWHPGHFLVLRQVLQYROYLQJ
WKH LVVXLQJ RI ORDQV ZHUH GHFHQWUDOLVHG VR LW
was only logical that the PBC stopped granting
direct loans to enterprises altogether in 1984.19
This required certain changes in monitoring
policy. When the PBC lost its ability to chanQHOEXGJHWDU\JUDQWVDQG¿QDQFLDODVVHWVWRHQterprises and to government favoured projects
GLUHFWO\WKHFUHGLWSODQIURPWKHSUHUHIRUPSHriod was kept in place as one of the monetary
instruments of the central bank. Its formulation
FKDQJHGWKRXJKDVWKHFDOFXODWLRQRIWKHRYHUall money supply was supposed to incorporate
micro level data: Based on expected economic
JURZWKWKHWRWDOYROXPHRIQHZORDQVDQGWKH
DOORFDWLRQ RI VSHFL¿F ORDQ FHLOLQJV IRU HDFK RI
the specialised banks were tentatively communicated by the central bank to the headquarters
of the respective banks. After consulting their
SURYLQFLDODQGUHJLRQDOEUDQFKHVWKHEUDQFKHV
on a provincial level submitted a revised plan
to their headquarters to mutually formulate
WKH ¿QDO FUHGLW SODQ HYHQWXDOO\ DSSURYHG E\
the State Council.20 The PBC then issued and
UDWL¿HGORDQTXRWDVIRUHDFKRIWKHIRXUVSHFLDOised banks and set the rediscount rate to which
banks were able to borrow from the central
bank.21 The credit plan was the basis to achieve
the national investment plan targets and determined the allocation of funds provided either inGLUHFWO\E\WKHFHQWUDOJRYHUQPHQWDV³GLUHFWHG
credit” or by lending granted from the banking
institutions themselves.22
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ZLWKDQHZV\VWHPRI³FHQWUDOSODQQLQJDQG
GHFHQWUDOLVHG DGPLQLVWUDWLRQ OLQNLQJ GHSRVLWV
with loans and controlling their differentials”
(WRQJ\L MLKXD  IHQML  JXDQOL  FXQGDL  JXDJRX
FKD¶HEDRJDQ). The central plan was ‘devolved’
and quotas were allocated to branches at the
local levels. The local branches of the PBC
were still assigned goals for total deposits and
total loans that were derived from the overall
FUHGLW DQG FDVK SODQV EXW ZHUH JLYHQ JUHDWHU
leeway in their lending decisions: The volume
of loans was linked to the volume of deposits
and the difference between loans and deposits
became the constraint the banking system had
to meet.26 The year-end planned deposit volume was to be added to the appropriated funding volume from above and stood against the
total outstanding loan volume planned.27 This
led to what was eventually described as GXRFXQ GXRGDL (i.e. more deposits – more loans).
Branches that succeeded in attracting more
deposits could extend more credit rather than
having to remit these funds to a higher level of
the PBC.28

construction projects and policy loans for rural
development. These loans were not given out
on the basis of economic principles but were
MXVWL¿HG E\ SROLWLFDO SULRULWLHV $V VXFK WKHVH
ORDQV IHDWXUHG SRVLWLYH H[WHUQDOLWLHV DV WKRVH
WKDW EHQH¿WWHG RIWHQ GLG QRW EHDU WKH FRVW IRU
IXQGLQJQDPHO\VWDWHRZQHGHQWHUSULVHV29 The
provision of these loans was jointly worked out
E\ WKH SURYLQFHV WKH UHVSHFWLYH PLQLVWU\ DQG
eventually the State Planning Commission
as well as the PBC.30 The other type of loans
consisted of working-capital for local projects
and commercial loans. These loans were supSRVHGWREHJUDQWHGE\WKH¿QDQFLDOHQWHUSULVHV
on the basis of economic principles. Hence a
dual-track lending system was established: on
the one hand banks had to provide funds for
government-endorsed investment projects –
the so-called policy lending (]KHQJFHGDLNXDQ)
– which most often were priced at lower interest rates than commercial loans so that banks
received less return from supporting these
projects.31 At the same time banks were exSHFWHG DQG HQFRXUDJHG WR DWWUDFW IXQGLQJ LH
GHSRVLWVWKHPVHOYHVVRWKDWWKH\FRXOGH[WHQG
a substantial volume of loans at their own discretion in addition to the so-called policy lending (]KHQJFHGDLNXDQ).32

$SSOLHGUHIRUPDSSURDFK'XDOWUDFNSULFHV\VWHP
A dual-track price system comprises two different allocation mechanisms: one track functions
RQ WKH JURXQGV RI ¿[HG LQSXW SULFHV DQG ¿[HG
RXWFRPHV WKH RWKHU WUDFN LV EDVHG RQ PDUNHW
prices. When combined they form a strategic
option for a country to gradually develop from
a planned to a market economy. Such a dualtrack system is often cited as a alternative for
the so called big-bang strategy; it is considered
to be socially less costly as the old system can
remain and gradually transform while the market oriented system slowly grows.
7KHORDQDOORFDWLRQLQ&KLQDLQWKH¿UVWUHIRUP
years was determined by two types of loans.
One type of loans was part of the mandatory
plan (]KLOLQJ[LQJ MLKXD) and was supposed to
VXSSRUW QDWLRQDO SULRULW\ SURMHFWV DPRQJ WKHP

,QVLJKWIURPWKHORFDOOHYHO7KHGHYHORSPHQWRI
&KLQD¶V ¿QDQFLDO V\VWHP LQ WKH FRXQWU\VLGH DV
DQH[DPSOHIRUWKHFRQVHTXHQFHVRIWKHUHIRUP
The economic reforms of the late 1970 emEDUNHG¿UVWLQWKHUXUDODUHDV7KHKRXVHKROGV
became the basic production unit and when laERXU ZDV UHOHDVHG IURP FROOHFWLYH XQLWV FDSLtal was needed for both agricultural production
and industrial development in the countryside.
,Q WKH \HDUV  WR  WKH DQQXDO JURZWK
of per capital rural household income reached
73% and industrial production in the countryVLGHJUHZE\DQGWKHUHE\RXWSHUIRUPHG
WKH QDWLRQDO LQGXVWULDO SURGXFWLRQ ZKLFK JUHZ
by only 227% in the same period.33 The diver-
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,QVWLWXWLRQDO VHWWLQJ VWDWHRZQHG DJULFXOWXUDO
EDQNDQGUXUDOFUHGLWFRRSHUDWLYHV
$PRQJWKHPHDVXUHVRI¿QDQFLDOOLEHUDOLVDWLRQ
DQGGHFHQWUDOLVDWLRQWKH6WDWH&RXQFLOUHHVWDElished the Agricultural Bank of China (ABC) in
1979.35 The bank was made a direct subordinate
of the State Council and initially functioned as a
representative of the central bank (PBC) in the
countryside. The ABC thus was put in charge of
PDQDJLQJ WKH FRXQWU\VLGH¶V ¿QDQFLDO VLWXDWLRQ
and of appropriating government funds.36 Policy
lending included loans to collective agricultural
RUJDQLVDWLRQV IRU WKH SXUFKDVH RI DJULFXOWXUDO
and sideline products and for the purchase of
grain.37 Although the reforms of 1984 also introduced competition among the four specialised banks and allowed them to lend outside
WKHLURULJLQDOO\DOORWWHGEXVLQHVVVFRSHWKH$%&
was usually the only banking institution in many
WRZQVKLSVLQWKHFRXQWU\VLGH)XUWKHUPRUHWKH
bank obtained the control over the local rural
credit cooperatives (RCCs).38
The RCCs have been in existence since the
1920s and had developed into a large national
V\VWHPRIORFDOFRRSHUDWLYHVGXULQJWKHV
when around 90 percent of farmers’ households
were members by either holding shares or as
depositors. During the Great Leap Forward
  WKHVH LQVWLWXWHV ZHUH FRQYHUWHG
LQWRWKH¿QDQFLDOPDQDJHPHQWXQLWVRIWKHSHRple’s communes at the cost of their independHQFHWKXVGHYLDWLQJIURPWKHFRRSHUDWLYHSULQciples of serving individual households.39 With
WKHEDQNLQJUHIRUPLQ5&&VZHUHSXVKHG
WRUHVXPHWKHLURULJLQDOUROHRIDFRRSHUDWLYH¿-

,QLWLDO LPSDFW RI EDQNLQJ UHIRUP FUHGLW H[SDQVLRQEDVHGRQXQFRQYHQWLRQDOOHQGLQJDQGULVN
PDQDJHPHQWPHWKRGV
In the 1980s the total loan volume of the ABC inFUHDVHGE\PRUHWKDQSHUFHQWZLWKWKHORDQ
book of the RCCs growing by 1300 percent in
the same period. During that time the increase
of the volume of loans extended to township
DQGYLOODJHHQWHUSULVHV 79( WKHVXFFHVVRURI
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QDQFLDO LQVWLWXWLRQ 7KXV WKH\ ZHUH QRPLQDOO\
member-owned and had the status of independent legal entities. 40
This independence of the RCCs was only suSHU¿FLDO WKRXJK :KHQ WKH VHWWLQJ RI GLIIHUHQtials between loans and deposits was extendHGWRWKH5&&VLWSURYHGWREHLPSRVVLEOHIRU
them to follow these rules in their operation
given the highly seasonal nature of agricultural
loans.41 Therefore the RCCs were put under the
authority of the ABC so that loans and deposits of the two institutions could be pooled and
WKHÀXFWXDWLRQVRYHUWKH\HDUFRXOGPRUHHDVily be counterbalanced by interbank transfers
between branches of the ABC and local RCCs.
While both types of institutions continued to
maintain separate account books42IXQGVZHUH
in reality often combined and large amounts of
rural household deposits were channeled to the
ABC. Until 1984 more than 50% of the deposits held by the ABC were transfers from RCCs.
Although this percentage decreased in 1984
when guidelines were issued to strengthen the
FROOHFWLYH VWUXFWXUH RI WKH 5&&V WKH V\VWHP
FRQWDLQHG WKH VRXUFH RI D ORQJODVWLQJ FRQÀLFW
RI LQWHUHVWV EHWZHHQ WKH WZR ¿QDQFLDO LQVWLWXtions.43 While the ABC commanded a widespread system of local branches and reached
GRZQ WR WKH WRZQVKLS OHYHO LW UHPDLQHG QHYertheless a central government organ and an
instrument of central policy. RCCs on the other
hand operated on a rather limited network and
were more embedded in the local community
structure.

VL¿FDWLRQ RI SURGXFWLRQ DQG WKH HPHUJHQFH RI
a vibrant non-agricultural sector led to a more
FRPSOH[ GHPDQG IRU ¿QDQFLDO VHUYLFHV LQ WKH
countryside. So-called township and village enWHUSULVHV 79( HPHUJHGDQGVLJQL¿FDQWO\FRQtributed to China’s rural development. By the
ODWH V WKHVH HQWHUSULVHV SURGXFHG RYHU
two-thirds of rural industrial output.34
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WKHIRUPHUFRPPXQHEULJDGHHQWHUSULVHVE\IDU
H[FHHGHGWKHDERYH¿JXUH$OPRVWSHUFHQW
for the ABC and 1800 percent for the RCCs.44
In 1984 the ABC extended around 15 percent
RI LWV ORDQ YROXPHV WR 79(V ZKLFK FRQVLGHUably exceeded the originally intended amount
of loans to rural enterprises.45 7KHVH ¿JXUHV
are surprising when taking into account unclear
ownership structure of these enterprises: They
were neither owned by private individuals alone
nor were they state-owned.46
They began in a legal white spot and developed
in political and economic niches.47 As their status was unsecured given the fragmented and
lagging legal and administrative structure at
WKDWWLPHWKHLUSURSHUW\ULJKWVZHUHDPELJXRXV
and thus made it impossible for banks to rely
on these property rights exclusively when making loan decisions. While central government
attempted to improve the integrity of the banking business by requiring working capital to be
backed by 30 percent of the company’s own
IXQGUXUDOHQWHUSULVHVZHUHRIWHQDEOHWRREWDLQ
loans even though they did not meet these requirements.48$SSDUHQWO\UXUDO¿QDQFLDOLQVWLWXtions applied other measures to address their
clients’ credibility. Unconventional methods to
mitigate lending risk became necessary as no
reliable external or third party existed to audit
FRUSRUDWH¿QDQFLDOGDWDDQGWKXVPDGHLWSRVVLEOHIRUFRPSDQLHVWR³IRROWKHEDQNV´49 through
µFUHDWLYHDFFRXQWLQJ¶0RUHRYHUDVPRVWDVVHWV
of these township and village enterprises were
KHOG FROOHFWLYHO\ RU E\ ORFDO JRYHUQPHQW OLTXLdation costs in case of non-repayment would
be relatively high. According to Park and Shen
(2003) the word collateral did not even appear
in ABC documents until 1985.50 Even if collatHUDO ZDV DYDLODEOH LQ UXUDO HQWHUSULVHV WKH ¿nancial institution was often not able to get hold
of it in case of failed repayments. Although the
EDQNUXSWF\ODZZDVSDVVHGLQLWZDVRIWHQGLI¿FXOWWRKDYHLWHQIRUFHG
Park and Shen (2003) argue that despite their
LQVWLWXWLRQDODQGOHJDOVKRUWIDOOVLWZDVWKHFRO-

lective characteristic of these rural enterprises
WKDW PDGH UXUDO ¿QDQFLDO LQVWLWXWLRQV ZLOOLQJ WR
lend to them in the end: Lending to TVEs conWDLQHGWKHNH\IHDWXUHVRIMRLQWOLDELOLW\OHQGLQJ
where the problems of adverse selection and
moral hazard are overcome by group sanctioning and monitoring abilities.51 Sanctioning
mechanisms were however exerted by the local government on the collective enterprises
within their jurisdictions. This was possible because managers of these collective enterprises
were mostly native local residents who usually
had well-developed personal relationships with
the local government. They were nevertheless
highly dependent on the local government for
FDUHHUDGYDQFHPHQW6RLQWKHHQGLWZDVRIten the local government which made collective
lending reliable.
One aspect of the intermediary role of local
governments was their advantage in collecting
DQGSURYLGLQJLQIRUPDWLRQDVWKH\ZHUHDEOHWR
extract inside information and to provide monitoring capacity over township and village enterprises and their management. As local governPHQWVKDGDQLQWHUHVWWKHPVHOYHVLQLQÀXHQFLQJ
the allocation of capital according to economic
SULQFLSOHV WKH\ FROOHFWHG LQIRUPDWLRQ RQ HQterprises and created credit ratings to identify
creditworthiness themselves. Chen (2006) furthermore observes that this construction resembles a relationship-based contract where a
³VHQLRUFRPPXQLW\PHPEHUUHSODFHVWKHIXQFtioning of the market as a means of identifying
entrepreneurial talent” 52. Given the special poVLWLRQRIORFDOJRYHUQPHQWVLQWKHUXUDOLQGXVWU\
local banks used the information contained in
these credit ratings when extending loans to
WKHORFDOLQGXVWU\EHFDXVHWKH\FRXOGDVVXPH
the ratings to be fairly reliable.53
Another aspect of the intermediary role of local
government was the provision of guarantees.
$FFRUGLQJWRWKH&KLQHVHODZDJXDUDQWRUZDV
required to be an economic entity with its own
independent source of income. Interviews by
:KLWLQJ   UHYHDO KRZHYHU FDVHV ZKHUH
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7KHORFDOJRYHUQPHQWUHQWVHHNLQJHYHQWXDOO\
FRXQWHUDFWHGLQLWLDOPDUNHWHQKDQFLQJIXQFWLRQDOLW\
Whiting’s in-depth analysis of how tax and evaluation systems function as incentives for local
administrators at the grassroots level provides
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DIXUWKHUWKRXJKOHVVSRVLWLYHYLHZRQWKHLQWHUmediary function of local government.59 During
WKH SUHUHIRUP HUD HQWHUSULVH SUR¿WV DQG WD[
receipts were transferred to the central government and budgetary grants were centrally
allocated to the lower levels given the system
RI³XQL¿HGLQFRPHDQGH[SHQGLWXUH´ WRQJVKRX
WRQJ]KL ([FHSWLRQVZHUHPDGHIRUSUR¿WVDQG
tax receipts of commune and brigade enterSULVHV ZKLFK DFFUXHG WR WKHLU GH IDFWR RZQHUV LH WKH FRPPXQH DQG QRW WR WKH FHQWUDO
JRYHUQPHQW )LVFDO UHIRUPV LQ  ZKLFK
ZHUHVXEVXPHGXQGHUWKHVORJDQRI³HDWLQJLQ
separate kitchens” (IHQ]DRFKLIDQ PDGHORFDO
government primarily responsible for their own
revenues and expenditure. Whiting (2000) thus
QRWHVWKDWWKLVV\VWHPPDGH³WRZQVKLSJRYHUQment the de facto owner of the collective enterprises under its jurisdiction with a claim on the
SUR¿WVRIWKHVHHQWHUSULVHVZKLOHDWWKHVDPH
time it was a tax collection agent of the central government”.60 While this constellation has
been subject to extensive research with contradicting conclusions61LWQHYHUWKHOHVVVHUYHVDV
a strong incentive of local government to support the growth of rural enterprises. Adding to
WKLVWKHFDGUHHYDOXDWLRQV\VWHPDVLVVXHGRI
HPSKDVLVHGTXDQWL¿DEOHLQGLFDWRUVRISHUformance: Besides education and other public
JRRGV LW ZDV WKH JURZWK RI UXUDO LQGXVWU\ E\
RXWSXW SUR¿W RU VDOHV WKDW GHWHUPLQHG WKH ERnuses of the local cadres. Given these incenWLYHVORFDOJRYHUQPHQWVSXWDORWRIHIIRUWLQWR
securing as much loan volumes as possible
IURPWKHEDQNVWR¿QDQFHQHZHQWHUSULVHVEHcause it was easier to increase output value by
setting up new enterprises than by improving
WKHSHUIRUPDQFHRIWKHH[LVWLQJRQHV(I¿FLHQF\
considerations were eventually not among the
PRVWLPSRUWDQWIDFWRUVGLUHFWLQJ¿QDQFLDOÀRZV
in the countryside.62
7KXV UXUDO ¿QDQFLDO LQVWLWXWLRQV GLG QRW RQO\
have to deal with the problem of incorrect statePHQWV E\ ORFDO HQWHUSULVHV EXW DOVR ZLWK ORFDO
government personally intervening so that en-

ORFDOJRYHUQPHQWRI¿FHVUHVXPHGWKHIXQFWLRQ
of a guarantor: While the township industrial
FRUSRUDWLRQ WKH VXFFHVVRU RI WKH UXUDO HQWHUSULVHEXUHDXZDVDJRYHUQPHQWRI¿FHZLWKWKH
RI¿FLDOIXQFWLRQWRVXSHUYLVHWKH79(LWZDVVLmultaneously working as an economic and leJDOHQWLW\VLPLODUWRD¿QDQFLDOFRQJORPHUDWHRU
DKROGLQJFRPSDQ\DQGPDQDJHGSUR¿WUHPLWtances.54:LWKLQWKLVFRQVWUXFWLRQORFDOJRYHUQment frequently placed levies on the retained
SUR¿WV RI WKH VXFFHVVIXO HQWHUSULVHV XQGHU LWV
jurisdiction in order to repay delinquent loans
of enterprises that are performing poorly.55 This
made it possible for a bank to lend to rural enWHUSULVHV GHVSLWH WKHLU ODFN RI UHOLDEOH ¿QDQFLDO
statements and marketable assets to pledge as
collateral.56
Local government in some cases also used
LWV ¿VFDO EXGJHW WR SD\ EDFN ORDQV LQ FDVH RI
delinquencies.57 This can be seen as part of a
UHSXWDWLRQ PHFKDQLVP ZKHQ LW LV DQWLFLSDWHG
that any default will put an end to future lending by the banking institutions. As there was low
FRPSHWLWLRQLQWKHUXUDO¿QDQFLDOPDUNHW¿QDQcial institutions were endowed with some monopolistic power and could place a hard budget
constraint on the rural enterprises. Financial
institutions drew additional power from the fact
that only loans to state-owned enterprises were
administratively mandated as part of the state
credit plan.58
The ABC and the RCCs extended mainly short
term working capital loans to the rural enterprisHVEHFDXVHWKHVHORDQVZHUHOHVVUHVWULFWHGE\
FHQWUDOSODQQLQJEXWDOVREHFDXVHUDSLGUHSD\ment in principle reduces the monitoring costs
IRUWKH¿QDQFLDOLQVWLWXWLRQV

New research

PRUHLQGHSHQGHQFHWKRXJKWKH$%&EUDQFKHV
had to adjust their loan-to-deposit ratio increasingly on their own.68 As expressed by a respecWLYHEDQNPDQDJHUWKH$%&ZDVVTXHH]HGEHWZHHQ³SUHVVXUHIURPDERYHDQGOHDNDJHIURP
below” (VKDQJ\D [LDORX): While the ABC was
burdened to comply with policy lending targets
and state project funding standing as high as
RIWKHWRWDOORDQYROXPHWKHOLTXLGLW\IRXQGDWLRQ LH GHSRVLWV IURP 5&&V ZHUH GULSSLQJ
RXWRIWKHLUUHDOPDVWKHODWWHULQVLVWHGRQWKHLU
status of a cooperative entity independent from
the remaining banking system.69
+HQFH WKH$%& WULHG WR OREE\ IRU PRUH IXQGLQJ VRFDOOHG UHOHQGLQJ ]DLGDLNXDQ) from the
FHQWUDOEDQN7KHSUDFWLFHRIUHOHQGLQJRI¿FLDOly encompassed earmarked funds for special
SXUSRVHV DQG WR VXSSRUW ¿QDQFLDO LQVWLWXWLRQV
in case they were given loan quota but had not
acquired enough funding.70 Earmarked funds
ZHUHJLYHQWRWKH$%&IRUH[DPSOHLQRUGHUWR
supply funds to state procurement agencies. As
SDUWRIWKHQDWLRQDOGHYHORSPHQWVWUDWHJLHVWKH
procurement price paid for agricultural products
EHJDQ WR LQFUHDVH KRZHYHU WKH LQFUHDVH LQ
SULFHVZDVQRWUHÀHFWHGLQWKHXUEDQFRQVXPHU
prices as they had yet to be subsidised. The accrued losses of the procurement agencies were
left to be funded by the PBC via bank lending
by the ABC.71 7KXV LQ RUGHU WR DFTXLUH PRUH
IXQGLQJWKH$%&LQVRPHSODFHVWHQGHGWRVWUDtegically underfund this rather ‘rigid’ demand
for loans: An example cited by Huang (1996)
shows that the ABC exceeded its allotted loan
quota by 48 percent in the months between
January and August 1988 to ask the central
bank for additional funding for the autumn procurement of agricultural products.72
Other means to extort funding from the central
bank were so called white notes (GDEDLWLDR).
When the ABC was unable to pay for these agULFXOWXUDOSURFXUHPHQWVDVLWKDGDOUHDG\XVHG
LWVIXQGLQJIRUFRPPHUFLDOOHQGLQJLWWHQGHGWR
extend informal notes of debt obligation when
farmers came to deliver their harvest.73 When

terprises received a higher rank in the bank’s
own credit rating system.63 This situation was
exacerbated by the fact that the bank management often depended on the local government
for its career development. Given the dual
OHDGHUVKLS RI EDQNLQJ JRYHUQDQFH ORFDO SDUW\
DXWKRULWLHV ZHUH DEOH WR LQÀXHQFH WKH DSSRLQWPHQWRIWRZQVKLSEDQNRI¿FLDOVDQGZHUHDEOH
to make use of party channels to govern them.64
0RUHVXEWOHH[DPSOHVRIWKLVW\SHRILQÀXHQFH
LQFOXGHWKHVXSSO\RIZDWHUHOHFWULFLW\RUKRXVing as well as providing access to better schoolLQJIRUFKLOGUHQRIEDQNRI¿FLDOV65
A World Bank study covering that time points
out that towards the end of the 1980s rural industries could retain less and less of their gross
SUR¿WIRUWKHLURZQLQYHVWPHQWVDQGZHUHWKXV
LQFUHDVLQJO\ GHSHQGHQW RQ FUHGLW ¿QDQFH ,QVWHDG KLJKHU VKDUHV RI SUR¿W ZHUH WUDQVPLWWHG
to township government and local cadres.66
(YHQWXDOUHIRUPRXWFRPHLQFUHDVHLQGHPDQG
IRUIXQGVDQGORVVRIFRQWURORYHUWKHDOORFDWLRQ
RIWKHVH
%DQN FUHGLW ZDV KRZHYHU VWLOO VXEMHFW WR WKH
central credit plan and to the policy of ‘more deSRVLWVPRUHORDQV¶0RUHOHHZD\LQOHQGLQJDQG
WKXV FDSLWDO ÀRZ RXWVLGH WKH VWDWH EXGJHWDU\
plan was thus only possible when banks could
absorb more funding from household savings
than necessary to fund central government
projects.
Household savings was one source of funding
and its increase was intended and anticipated
E\WKH¿QDQFLDOUHIRUPSROLFLHVLQWKHV7KH
deposit of the RCCs rose from RMB 21.5bn in
1979 to RMB 214.5bn in 1990; during that time
the proportion of household savings placed
with the RCCs increased from 36% to 86%. The
ABC was not able to reach down to the household level to mobilise funding to the same extend.678QWLOWKH$%&ZDVKRZHYHUDEOH
to extract a large amount of household deposits from the RCCs. When the RCCs strove for
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The actual loan volume in the 1980s constantly exceeded the credit plan80 and thus undermined the main monetary instrument of the
FHQWUDO EDQN *LYHQ DV\PPHWULF LQIRUPDWLRQ
ORFDO¿QDQFLDOLQVWLWXWLRQVZHUHDEOHWRDOORFDWH
FUHGLW DFURVV SURMHFWV DQG WKXV FKDQQHO ¿QDQFLDOÀRZVWRSXUSRVHVDQGSURMHFWVZKLFKZHUH
not necessarily those put down in the central
credit plan. This development was initiated by
the dual price system within the lending business.
The dual-track lending system opened potential
IRU EDUJDLQLQJ VR WKDW LQ WKH HQG WKH DPRXQW
of loans which banks were required to extend
as part of policy lending did not necessarily
match the amount of directed credit by central
government in order to fund them. The control
over credit allocation had the potential of powHU VWUXJJOHV EHWZHHQ EDQNV FHQWUDO DQG ORFDO
JRYHUQPHQW7KHFUHGLWSODQDQGWKHUHIRUHDOVR
WKHDPRXQWRIJRYHUQPHQWJUDQWHGORDQVZDV
a product of top-down estimations and bottomup aggregation of local data with a natural information advantage of the local level parties.
2Q WKH RWKHU KDQG FHQWUDO JRYHUQPHQW FRXOG
strategically underfund the policy projects and
OHDYHLWWRWKHEDQNVWR¿OOWKHIXQGLQJJDSDVD
precondition to commercial lending and to create an incentive to prudent capital allocation.
+RZHYHUGHVSLWHWKHIDFWWKDWWKHEDQNLQJLQVWLWXWLRQVDUHVWDWHRZQHG WKHLUJRYHUQDQFH KDV
been – similar to other government bureaucracies in China - under the dual leadership of the
state and the Chinese Communist Party. While
WKH 3%& DV D PRUH VWDWHRULHQWHG LQVWLWXWLRQ
PRQLWRUHG WKH EDQNLQJ V\VWHP DQG LQÀXHQFHG
WKHVHOHFWLRQRIEDQNPDQDJHPHQWVWDIIEDQNers on all levels also relied on the respective
OHYHO¶V SDUW\ RI¿FLDOV IRU FDUHHU SHUVSHFWLYH81
7KLV RSHQHG SRWHQWLDO IRU ORFDO RI¿FLDOV WR LQWHUYHQH LQ WKH EDQNLQJ LQGXVWU\ )XUWKHUPRUH
the price differential between commercial and
policy lending eventually weakened the central
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&RQFOXVLRQ

the peasants eventually came to redeem these
QRWHV WKH FHQWUDO EDQN IHOW REOLJHG WR FRYHU
them by providing more funding to the branch in
order to prevent social unrest.74,QWKHHQGWKLV
OHGWRWKHRYHUDOORSHUDWLRQDOSULQFLSOHVRI³ZKDW
the budget cannot cover should be covered by
EDQNFUHGLWZKDWEDQNFUHGLWFDQQRWFRYHUPXVW
be covered by the PBC”75. The ABC was able to
take advantage of the fact that the PBC had no
other means to direct funding to national priority projects than by channeling funds through
WKHEDQNLQJV\VWHPLWVHOI(YHQWXDOO\WKH3%&
functioned as the de facto lender of last resort.
As set out above it was furthermore in the interest of local government to increase the loan
YROXPHDYDLODEOHZLWKLQWKHLUMXULVGLFWLRQ7KXV
local bank branches tended to collude with local government for higher credit and investment
plans. As the PBC was subject to the system of
GXDOOHDGHUVKLSLWVEUDQFKHVRQWKHORFDOOHYHO
were exposed to local government intervention
and a weakening of central control. According
to Montes-Negret (1995) this often took place
LQDQ³LPSOLFLWTXLGSURTXR´76 where the employees of the local PBC branches were rewarded
for funding local projects with higher status
DQG EHQH¿WV ,W ZDV PRUHRYHU GLI¿FXOW IRU WKH
head-quarters of the PBC and the State CounFLOWRREWDLQH[SRVWYHUL¿DEOHLQIRUPDWLRQDERXW
the diversion of credit undertaken by the local
banks.777KXVLWZDVSRVVLEOHIRUORFDOEDQNVWR
allocate credit across projects and together with
the local government arbitrage the dual-track
loan system.78 The fact that the central government did not have any independent source of
information when formulating the central credit
SODQZKLFKGHWHUPLQHGWKHIXQGLQJSURYLGHGIRU
WKHLQYHVWPHQWSODQDQGLQÀXHQFHGWKHDPRXQW
of centrally directed funds through the bankLQJ V\VWHP LQFUHDVHG WKH SRWHQWLDO IRU GLYHUWing funds on the local level. The assessment of
provincial investment demand had to be based
almost exclusively on the information submitted
E\ WKH SURYLQFHV DQG ZDV WKXV VWURQJO\ LQÀXHQFHGE\WKHORFDORI¿FLDOVWKHPVHOYHV79
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Outlook: In an attempt to regain control of the
V\VWHP WKH &KLQHVH JRYHUQPHQW IROORZHG D
threefold strategy in the 1990s:
1) the task of giving out ‘policy loans’ was transferred from the existing four state-owned
banks to institutions specially founded for that
SXUSRVH &KLQD 'HYHORSPHQW %DQN WKH ([SRUWDQG,PSRUW%DQNRI&KLQDDQGWKH$JULcultural Development Bank of China)
2) This made it possible to push the four existing banks further on the road to becoming
‘normal’ commercial banks because interference by local governments was greatly reduced and further banking institutions were
allowed on the market as competitors.
3) The People’s Bank of China was strengthened in its role as a central bank responsible
IRUPRQHWDU\FRQWURODQG¿QDQFLDOVWDELOLW\

bank’s power to issue binding credit plans. Local banks used their own funds as well as centrally directed loans for commercial activities
DQGWHQGHGWRXQGHUIXQGVWDWHSULRULW\SURMHFWV
EHFDXVH WKH\ ZHUH OHVV SUR¿WDEOH 7KH FHQWUDOJRYHUQPHQWZKLFKZDVQRWDEOHWRH[WHQG
ORDQVLWVHOIDQ\PRUHZDVWKXVIRUFHGWRPDNH
up for this structurally induced underfunding by
infusing constantly more capital into the banking system. As long as central government was
committed to supporting state-owned enterprises and projects as part of the overall credit
SODQPRUHDQGPRUHPRQH\KDGWREHSURYLGHG(YHQWXDOO\WKHFHQWUDOJRYHUQPHQWKDGVXFceeded in establishing market incentives within
the banking system; the allocation of capital
ZDVKRZHYHUGHWHUPLQHGE\LQYHVWPHQWSUHIerences that did not necessarily accord with the
original intention of the credit plan.

Ann-Kathrin Prior
PhD student
DFG Research Training Group
University of Duisburg-Essen
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WLPH LW ZDV FOHDU IURP WKDW ZKDW ZDV QHHGHG
was more than a simple refresh of the existing
GLVSOD\V DV HYDOXDWLRQV FDUULHG RXW RYHU WKH
years had given clear pointers for the ways in
which the Money Gallery could be improved.
7KDQNV WR VXSSRUW IURP &LWL ZH ZHUH DEOH WR
begin work on redisplaying the money gallery
early in 2011. Working with the team of specialists in the Department of Coins and Medals and
ZLWK PHPEHUV RI WKH ,QWHUSUHWDWLRQ WHDP ZH
GH¿QHGDVHWRINH\PHVVDJHVIRUWKHJDOOHU\
which could tell this 4000-year global story with
IHZHUREMHFWVPRUHFOHDUO\
We decided very early on to keep the existing
FKURQRORJLFDO VWUXFWXUH RI WKH JDOOHU\ VR WKDW
visitors can literally walk through the history of
PRQH\ 7KH JDOOHU\ LV D ORQJ WKLQ VSDFH VR
we decided that each side of the gallery would
have a different main message. One side of the
gallery will look at the authorities behind monH\ ± WKH UXOHUV JRYHUQPHQWV DQG LQVWLWXWLRQV
ZKRLVVXHGEDFNHGDQGJXDUDQWHHGWKHYDOXH

Money is a very familiar thing in the modern
ZRUOG DQG VRPHWKLQJ ZH XVH HYHU\ GD\ ,W LV
perhaps not often that we stop to think about
WKHVH VPDOO PHWDO SDSHU DQG SODVWLF REMHFWV
:KHUH GLG PRQH\ FRPH IURP" +RZ GRHV LW
ZRUN":KDWLVLWWKDWPDNHVXVDOOWUXVWWKDWFXUUHQFLHVDUHZRUWKZKDWWKH\VD\WKH\DUH"+RZ
has money and the ways that people use and
DEXVHLWFKDQJHGRYHUWKHODVW\HDUVDQG
KRZ PLJKW LW FKDQJH LQ WKH IXWXUH" 7KHVH DUH
some of the questions that the new Citi Money
Gallery at the British Museum will answer.
The Money Gallery at the British Museum
RSHQHG LQ  DQG VLQFH WKHQ WKH WKHPDWLF
DSSURDFKWDNHQE\WKHJDOOHU\WHOOLQJWKHVWRU\
of money rather than creating a display of coins
DQGSDSHUPRQH\KDVEHHQLPLWDWHGLQPRQH\
PXVHXPVDURXQGWKHZRUOGDQGKDVEHHQH[WUHPHO\ LQÀXHQWLDO 6R LW ZDV ZLWK VRPH WUHSLGDWLRQWKDWZHEHJDQWKHSURMHFWWRUHGLVSOD\LW
creating a new permanent display of the history
of money at the British Museum. At the same

(O$PDUQDKRDUG(J\SWDERXW±%&
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Archives news

Money Stories: the Development of the Citi Money Gallery

Archives news

RIFRLQV,QWKHPRGHUQSDUWRIWKHGLVSOD\WKHUH
will be a case linking to bigger economic instituWLRQV LQFOXGLQJ VHFWLRQV WKDW ORRN DW EDQNLQJ
DW¿QDQFLDOFULVHVDWZKDWEDFNVWKHFXUUHQF\
LQ FLUFXODWLRQ DQG DW FRPPXQLVP DQG PRQH\
Each case features one object in it particularly
clearly – mounted on a vibrant raspberry-red
IDEULF SDQHO 7KHVH  NH\ REMHFWV ZKLFK ZH
call ‘gateway’ objects can each in some way tell
WKHZKROHVWRU\RIWKHFDVHDQGSURYLGHDZD\
into the key themes of the gallery. In addition
WRWKHZDOOFDVHVWKHUHDUHDQXPEHURIFDVHV
DORQJ WKH FHQWUH RI WKH JDOOHU\ DQG WKHVH ZLOO
VKRZ WKH ZD\V WKDW PRQH\ LV PDGH DQG WKH
ZD\V WKDW LW LV FRXQWHG DFFRXQWHG IRU VDYHG
and hoarded. The central case in the gallery will
look at the problem of forgery – which has exLVWHGIRUDVORQJDVFXUUHQF\KDVZKLFKDXWKRULties have tried to stop in order to maintain the
value of the currency in circulation.

of money in circulation. The other will focus on
LQGLYLGXDOVDQGZKDWWKH\XVHGPRQH\IRULQFOXGLQJWKHVRFLDODQGFXOWXUDOVLJQL¿FDQFHWKDW
PRQH\ KDV KDG DV ZHOO DV LWV ¿QDQFLDO XVHV
Each of these main stories is told through 6 wall
FDVHV HDFK RI ZKLFK XVHV  FDVH VWXGLHV WR
look at a particular theme or key idea. To give
MXVWWKUHHH[DPSOHVDWWKHEHJLQQLQJRIWKHJDOOHU\WKHUHZLOOEHDFDVHRQWKHEHJLQQLQJVRI
FRLQDJHZKLFKLQFOXGHV/\GLDQHOHFWUXPFRLQV
alongside Chinese bronze spade money and
NQLIH PRQH\ DQG ,QGLDQ SXQFKPDUNHG FRLQV
looking at what we know about the authorities
WKDW LVVXHG WKHP DQG WKH ZD\V WKDW WKH WUDGLtion of coinage developed differently in different
parts of the world. In the middle part of the galOHU\RQHRIWKHFDVHVZLOOEHRQLQGLYLGXDOV¶ULWual and religious uses of money includes case
VWXGLHVRQEXU\LQJFRLQVZLWKWKHGHDGRQSLOJULPDJHRQDOPVJLYLQJDQGRQDPXOHWLFXVHV

*UHDW0LQJFLUFXODWLQJWUHDVXUHQRWH&KLQD$'

44

Catherine Eagleton
Curator of Modern Money
Department of Coins and Medals
British Museum
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XQGHUWDNLQJHWKQRJUDSKLF¿HOGZRUNRQWKLVDUH
collecting objects for the British Museum and
IRU WKLV GLVSOD\ DQG D SDFNDJH RI REMHFWV DUrived only a few weeks ago.
7KH QHZ GLVSOD\V ZLOO RSHQ RQ  -XQH 
and although there is still much work to do beIRUHWKHQRXUWUHSLGDWLRQDWWDNLQJRQWKLVKXJH
topic and redisplaying a much-loved gallery has
FKDQJHG LQWR H[FLWHPHQW DV ZHOO DV UHQHZHG
interest in parts of the collection that had perhaps not has as much attention as they might
have done in the past. The 1200 objects in the
QHZ GLVSOD\V IURP DURXQG WKH ZRUOG GUDZQ
IURP DFURVV WKH %ULWLVK 0XVHXP¶V FROOHFWLRQV
DQGVXSSOHPHQWHGE\DVPDOOQXPEHURIORDQV
all tell fascinating stories about money. The Citi
Money Gallery will give a historical context to
PRQH\DWDWLPHZKHQWKHFRQWHPSRUDU\JOREDO
economic situation is never far from the headOLQHV )URP WKH HDUOLHVW HYLGHQFH PRUH WKDQ
\HDUVDJRWRWKHODWHVWGHYHORSPHQWVLQ
GLJLWDO WHFKQRORJ\ PRQH\ KDV EHHQ DQ LPSRUtant part of human societies. Looking at the history of money gives us a way to understand the
history of the world.

:LWKLQ WKLV IUDPHZRUN DQG JLYHQ WKDW WKLV ZLOO
EHDSHUPDQHQWGLVSOD\ZHZDQWHGWR¿QGZD\V
to be able to update the content. The Department of Coins and Medals is very active in the
SURFHVVLQJ RI ¿QGV ZRUNLQJ FORVHO\ ZLWK WKH
Portable Antiquities Scheme and with the Treasure recording process. This means that there
DUHRIWHQQHZ¿QGVDQGQHZKRDUGVFRPLQJLQ
WR WKH GHSDUWPHQW ZKLFK ZH ZLOO EH IHDWXULQJ
The Department is also very actively engaged
LQ FRQWHPSRUDU\ FROOHFWLQJ GRFXPHQWLQJ WKH
ways that money in the modern world is changLQJ 1HZ WHFKQRORJLHV DUH EHLQJ LQWURGXFHG
and these can have unexpected impacts on
SHRSOH¶V OLYHV VR ZH DUH ZRUNLQJ ZLWK WKH ,QVWLWXWHIRU0RQH\7HFKQRORJ\DQG)LQDQFLDO,QFOXVLRQDW8QLYHUVLW\RI&DOLIRUQLD,UYLQHWRIHDture some stories about the ways that money is
FKDQJLQJOLYHV7KH¿UVWIHDWXUHGFDVHVWXG\IRU
WKHRSHQLQJRIWKHJDOOHU\ZLOOEHDERXWPRELOH
SKRQHSD\PHQWVLQ+DLWLZKLFKDIWHUWKHHDUWKquake in 2010 suffered the almost complete
destruction of its banking infrastructure. Since
WKHQ WKH XVH RI PRELOH PRQH\ KDV LQFUHDVHG
GUDPDWLFDOO\DQGDJURXSRIUHVHDUFKHUVLQ+DLWL
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A Collection of Architectural Plans
Bank of Spain
An Excellent Sample of Spanish Banks´Architecture of the Last 130 Years

9ROXPHSODQVJURXSHGLQSURMHFWV
0DWHULDOVFDQYDVSDSHUYHJHWDOSDSHU
'HVLJQVGUDZLQJVRUQDPHQWVSODQWVIHQFHV
RXWGRRUVFXOSWXUHVÀRRULQJVIXUQLWXUH«

Creation of the Collection
%HJLQQLQJLQWKH+LVWRULFDO$UFKLYHRIWKH
Bank of Spain assembled the plans from differHQWRI¿FHVDQGLWVRZQDUFKLYDOGRFXPHQWDWLRQ
7KH ¿QDO &ROOHFWLRQ ZDV DJUHHG LQ  DIWHU
the important task of selecting those projects
WKDWKDYHZLWKRXWDGRXEWVLJQL¿FDQWFXOWXUDO
artistic or historical relevance and should therefore be integrated within the documentary heritDJH,QWKHFRQWHQWVRIWKH&ROOHFWLRQZDV
UHVWRUHG DVVHPEOHG DQG GLJLWLVHG LQ RUGHU WR
facilitate consultation without the necessity of
handling.

The Architecture Collection brings together the
most relevant construction and remodelling
projects of the buildings previously owned by
WKH%DQNRI6SDLQ2IRXWVWDQGLQJTXDOLW\WKHVH
projects were carried out by prestigious SpanLVK DUFKLWHFWV (GXDUGR GH$GDUR -RVp 0DUtD
GH$TXLODU6HYHULDQR6DLQ]GHOD/DVWUD-RVp
$ 6DQWXOODQR 3HGUR &DVHOOHV -RVp GH$VWL]
3HGUR50DULxR$QWRQLR,OODQHV-XOLiQ$SUiL]
6HFXQGLQR=XD]R-RVp<DUQR]-DYLHU<DUQRV
5RPXODGRGH0DGDULDJD/XLV0HQpQGH]3LGDO
-XDQGH=DYDOD5DIDHO0RQHR 
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Central Building in Madrid:
Plans of the different construction stages of the
EXLOGLQJLQWKH&LEHOHVHQYLURQVLQDXJXUDWHGLQ
 DQG H[WHQGHG IRU WKH ¿UVW WLPH LQ 
$IXUWKHUH[WHQVLRQIROORZHGLQWKHVDQG
was completed in 2006. Renowned architects
have given Madrid one of its most emblematic
buildings.

Other Projects:
Plans of other buildings that belong or have
EHORQJHG WR WKH %DQN RI 6SDLQ DQG DGGLWLRQally buildings that did not belong to the bank but
ZKLFKIRUYDULRXVUHDVRQVKDYHEHHQIRXQGLQ
WKHGRFXPHQWDWLRQRIWKH$UFKLYHIRUH[DPSOH
the ‘Pajar de la Puerta de los Pozos’ (Roof of
the Fountain Door’)’ by Sabatini

Buildings of Branches:
Architectural plans of the seventy-three branchHV DQG DJHQFLHV WKDW WKH &HQWUDO %DQN ZKLFK
began its territorial expansion with the concession of the banknotes emission monopoly
LQ  2QO\ D IHZ \HW YDOXDEOH PRGL¿FDWLRQ
plans of the leased buildings used for the estabOLVKPHQWRIWKH¿UVWEUDQFKHVDUHSUHVHUYHG,Q
the beginning of the twentieth century a policy
of new constructions was implemented. These
buildings were adapted to the particular opera-

Other data of interest
+LJKOLJKWHGIRULWVFXULRVLW\DPRQJRWKHUWKLQJV
is the reform of the water sewerage network
RIWKH3UDGR$YHQXHZKLFKZDVQHFHVVDU\LQ
RUGHUWRVWDUWWKHFRQVWUXFWLRQZRUNRIWKH¿UVW
EXLOGLQJDQGWKHFRQVWUXFWLRQSURMHFWRIWKHµ&iPDUD GHO 2UR¶ µ*ROGHQ &KDPEHU¶  LQ ORcated 35 metres underground and with a total
surface area of 2.500 square meters.
www.bde.es

%UDQFKRI%LOEDRORQJLWXGLQDOVHFWLRQ-XOLiQ$SUDL]

%UDQFKRI-HUH]GHWDLORIWKHIDoDGH-RVpGH$VWL]
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WLYHUHTXLUHPHQWVRIWKH%DQNRI6SDLQFUHDWLQJ
D SDUWLFXODU VW\OH WKDW LGHQWL¿HV LWV EXLOGLQJV LQ
every Spanish region.

Structure of the Collection

Workshop report

The Euro: (Greek) Tragedy or Europe’s Destiny?
Economic, Historical and Legal Perspectives on the Common Currency
Symposium Held in Bayreuth, Germany, 11–12 January, 2012
(generously sponsored by the Volkswagen foundation)

0RUH WKDQ  DFDGHPLFV FHQWUDO EDQNHUV
doctoral and post-doctoral students from EuURSH DQG 1RUWK $PHULFD GLVFXVVHG WKH SDVW
present and future of European monetary integration at a symposium co-organised by Prof.
%HUQKDUG+HU] 8QLYHUVLW\RI%D\UHXWK*HUPDQ\ DQG'U0DWWKLDV0RU\V 8QLYHUVLW\RI<RUN
8.  DQG KHOG LQ %D\UHXWK *HUPDQ\ ±
-DQXDU\7KHV\PSRVLXPIRFXVHGRQDQ
HFRQRPLF KLVWRULFDO DQG OHJDO DQDO\VLV RI WKH
FXUUHQW¿QDQFLDOFULVLVLQWKHHXURDUHDWKLVZDV
framed through the provocative (and stimulatLQJ  TXHVWLRQ ³7KH (XUR *UHHN  7UDJHG\ RU
(XURSH¶V'HVWLQ\"´
The symposium was motivated by two fundamental shortcomings of the current debate: We
are not experiencing a pan-European debate

on EMU but rather a multitude of (highly diverse) national debates. Both economic analyses
and policy suggestions follow well-established
national fault lines which mirror earlier divisions
EHWZHHQ ³VRIW´ DQG ³KDUG´ FXUUHQF\ FRXQWULHV
Policy-makers and the media target their national audience rather than embark on a genuine
H[FKDQJH RI YLHZV 0RUHRYHU ZH DUH QRW \HW
GUDZLQJ VXI¿FLHQWO\ RQ WKH ULFK H[SHULHQFH RI
past monetary unions in helping us master the
present and the future of EMU.
The two-day symposium addressed both weaknesses. The participants (who combined a
total of 18 different nationalities from Europe
and North America) absorbed lessons from
WKH SDVW LH H[SODLQLQJ WKH FRQGLWLRQV XQGHU
which monetary unions have worked well and

0DWWKLDV0RU\V 8QLYHUVLW\RI<RUN 1LHOV7K\JHVVHQ 8QLYHUVLW\RI&RSHQKDJHQ %HUQKDUG+HU]DQG0DUNXV0|VWO
ERWK8QLYHUVLW\RI%D\UHXWK  IURPOHIWWRULJKW
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$OEUHFKW5LWVFKO /RQGRQ6FKRRORI(FRQRPLFV GHOLYHULQJKLVNH\QRWHVSHHFKWLWOHG³'RHV*HUPDQ\RZH*UHHFHD
GHEW"/RQJWHUPSHUVSHFWLYHVRQWKH(XURSHDQGHEWFULVLV´
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ted the two-day programme.
Following from this dual weakness of the curUHQW GHEDWH D ¿UVW DSSURDFK ZDV WR EULQJ WRgether the multitude of (highly diverse) national
debates to promote a genuinely pan-European
GHEDWHRQ(08,QDVHFRQGDSSURDFKZHH[SORUHGSRVVLEOHRSWLRQVIRUUHVROYLQJWKHFULVLV
mainly by drawing lessons from the rich history
of past monetary unions.
$V SDUW RI WKH ¿UVW DSSURDFK 3URI $OEUHFKW
Ritschl (London School of Economics) brought
together in his keynote lecture (titled “'RHV*HUPDQ\RZH*UHHFHDGHEW"/RQJWHUPSHUVSHFWLYHV RQ WKH (XURSHDQ GHEW FULVLV´ economic
DQG KLVWRULFDO DQDO\VLV DQG VKRZHG EDVHG RQ
WKH H[DPSOHV RI *HUPDQ\ DQG *UHHFH KRZ
debt problems were handled after World War
I and II. He pointed to the parallels between
the (mis)handling of German war debts in the
1920s and the current crisis where he sees too
little emphasis on growth orientated policies.
Prof. Niels Thygessen (University of Copenhagen) related the discussion on European Mone-

appreciating the importance of monetary history in shaping the attitudes of different countries
towards EMU. This part of the conference was
organised through a Call for Papers. We also
attempted to explain why economic analyses
of the current crisis and policy suggestions
to overcome it differ so fundamentally across
FRXQWULHVWKLVZDVDFKLHYHGE\LQYLWLQJ¿YHOHDding economists from different European counWULHV 3URI $JQqV %pQDVV\4XpUp 8QLYHUVLW\
Paris I Panthéon-Sorbonne and CEPII; Prof.
0RUWRQ +DQVHQ 6WRFNKROP 6FKRRO RI (FRQRPLFVLQ5LJD3URI0DQIUHG1HXPDQQ8QLYHUVLW\RI%RQQ3URI1LHOV7K\JHVVHQ8QLYHUVLW\
RI&RSHQKDJHQ3URI7KDQRV6NRXUDV$WKHQV
8QLYHUVLW\RI(FRQRPLFVDQG%XVLQHVV RQHRI
the leading economic historians of the interwar
HFRQRPLF FULVLV 3URI $OEUHFKW 5LWVFKO /RQdon School of Economics) and a judge from
Germany’s powerful constitutional court (Prof.
$QGUHDV 3DXOXV )HGHUDO FRQVWLWXWLRQDO FRXUW
and University of Göttingen). A panel discusVLRQRQWKHVXEMHFW³4XRYDGLV(XUR"´FRPSOH-
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particular a lack of reforms and sound budgetDU\ SROLFLHV &RQFHUQLQJ WKHUDS\ KRZHYHU KH
GLYHUJHG PDUNHGO\ IURP KLV )UHQFK *HUPDQ
and Latvian peers in calling for stronger support from the European Central Bank; advocatLQJPRUH(&%ERQGEX\LQJDVD³OHQGHURIODVW
UHVRUW´KHDOVRRXWOLQHGZK\IURPKLVSHUVSHFWLYH QHLWKHU DQ LQWHUQDO GHYDOXDWLRQ YLD ZDJH
reductions nor an exit of Greece from the euro
zone posed suitable alternatives.
,Q FRQWUDVW 3URI 0RUWRQ +DQVHQ 6WRFNKROP
School of Economics in Riga) and Prof. Karsten
Staehr (the discussant of Prof. Hansen’s paper
from the Tallinn University of Technology) presented lessons learned in Latvia and Estonia
GXULQJWKHUHFHVVLRQVERWK/DWYLDDQG
Estonia wanted to maintain their exchange-rate
SHJWRWKHHXURDQGGHPRQVWUDWHGWKDW³LQWHUQDO
devaluations” can work. People in both countries accepted severe wage and budget cuts
followed by deep but short recessions. Prof.
Hansen and Prof. Staehr suggested that the
³%DOWLF´ ZD\ RI DGMXVWPHQW FRQWDLQHG YDOXDEOH

tary Union in the 1990s (when he was involved
¿UVWKDQGLQSUHSDULQJWKHEOXHSULQWIRU(08DV
member of the so-called Delors-Committee) to
the current discussion on the adequate policy
response among euro area member countries.
He highlighted that many of the current conÀLFWVSDUDOOHO)UDQFR*HUPDQGLIIHUHQFHVLQWKH
SUH(08 SHULRG HJ HQIRUFHPHQW RI QDWLRQDO
budget rules and the degree of (a)symmetry in
national policy adjustments.
)RXURIWKHLQYLWHGVSHDNHUVGLVFXVVHGVSHFL¿FDOO\WKH³QDWLRQDO´SHUVSHFWLYHRQ(08DVH[hibited by their country. Particular interest and
attention was naturally reserved for understanGLQJDW\SLFDOO\³*UHHN´YLHZZKLFKZDVRXWOLQHG
by Prof. Thanos Skouras (Athens University of
(FRQRPLFVDQG%XVLQHVV ,QWHUHVWLQJO\LWZDV
the question of the adequate therapy which
ZDV PRVW FRQWURYHUVLDO ZKLOH KLV GLDJQRVLV RI
the crisis differed to a much smaller degree
from how it is analysed from abroad. Prof. ThaQRV6NRXUDVIROORZHGWKH³VWDQGDUG´HFRQRPLF
GLDJQRVLV RI WKH *UHHN GHEW SUREOHPV LH LQ

4XRYDGLV(XUR"$JQqV%pQDVV\4XpUp 8QLYHUVLW\3DULV,3DQWKpRQ6RUERQQHDQG&(3,, 0RUWRQ+DQVHQ 6WRFNKROP6FKRRORI(FRQRPLFVLQ5LJD DQG.DUROLQD1HVVHO 7LVFKQHU(XURSHDQ8QLYHUVLW\.UDNyZ GXULQJWKHSDQHO
GLVFXVVLRQ
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,Q WKH ¿UVW VHVVLRQ ³'RRPVGD\ 6FHQDULRV´
Scott Urban (University of Oxford) took the interwar gold standard as a natural benchmark to
analyse the European Monetary Union; in both
FDVHVDODUJHLQÀX[RIFDSLWDODQGODWHUDVXGden stop were observed and similar restrictions
to monetary policy and the lender of last resort
¿QDQFLQJ KROG 'UDZLQJ IURP WKH H[SHULHQFHV
of the interwar gold standard he suggested for
FRXQWULHV OLNH *UHHFH WR OHDYH WKH HXUR DUHD
DVWKH¿UVWFRXQWULHVWROHDYHWKHJROGVWDQGDUG
LQWKH*UHDW'HSUHVVLRQZHUHWKH¿UVWWRUHFRver. Dr. Tobias Straumann (University of Zurich) and Prof. Peter Kugler (University of Basle) analysed the collapse of the interwar gold
standard by using an ordered probit model and
focused on the differences between core and
SHULSKHU\ 7KH\ ¿QG WKDW FRUH FRXQWULHV ZHUH
capable of maintaining the gold standard in the
IDFH RI QHJDWLYH *'3 JURZWK EDQNLQJ FULVHV
DQG JRYHUQPHQW LQVWDELOLW\ ZKLOH FRXQWULHV RI
the periphery were characterised by high vulnerabilities on these dimensions. Prof. Patrick
van Horn (New College of Florida) discussed
possible transatlantic contagion effects during
WKH¿QDQFLDOFULVLVRI-XO\ ZKHQ*HUPDny ceased foreign payments). He suggested
that it was the contractionary behaviour of the
New York Federal Reserve in response to the
RXWÀRZRIJROGDIWHU%ULWDLQKDGDEDQGRQHGWKH
gold standard (in September of that year) that
led to the transmission of the European crisis
to the United States but not investor sentiment
per se.
7KHVHFRQGVHVVLRQZDVFRQFHUQHGZLWK³3ROLcy responses to the Great Depression”. While
Prof. Margarita Dritsas (Hellenic Open University focussed on the analogy of the 1920s and
VWRWKHSUHVHQWFULVLV'U&DWKHULQH%Upgianni (Academy of Athens Research Center for
the Study of Modern Greek History) derived lessons for Greece’s current travails from the goldexchange standard and the great depression.
Both researchers emphasised the difference
between leaving the euro and leaving the gold

lessons for countries such as Greece.
,Q KHU SUHVHQWDWLRQ RI D ³)UHQFK´ YLHZ 3URI
$JQqV%pQDVV\4XpUp 8QLYHUVLW\3DULV,3DQthéon-Sorbonne and CEPII) emphasised the
SUREOHPVLQWKHEDQNLQJVHFWRULQWKHFXUUHQW¿nancial crisis and proposed to concentrate banking regulation on the European level. She also
stressed the necessity of institutional reform
in the EU and further steps towards a political
union. This would allow the introduction of new
¿QDQFLDOLQVWUXPHQWVVXFKDV(XURERQGVDWWKH
same time an exit from monetary union should
be allowed for. The proposal for more integration was strongly opposed by Prof. Manfred
1HXPDQQ 8QLYHUVLW\RI%RQQ ZKRVHWDVNZDV
WRRXWOLQHDTXLQWHVVHQWLDOO\³*HUPDQ´YLHZRQ
WKHFULVLV3URI1HXPDQQHPSKDVLVHGDPRQJ
RWKHUVSUREOHPVRIPRUDOKD]DUGLQYROYHGZLWK
many proposals calling for solutions on a European level. He strongly critised the ECB’s policy of buying government bonds as providing
wrong incentives to governments (and indeed
investors) and claimed that the ECB had violated the limits of its mandate. He considered
an exit of Greece from the monetary union as
the only sustainable solution.
Prof. Andreas Paulus (Federal Constitutional
Court and University of Göttingen) added a
fascinating legal perspective on the European
debt crisis. As a judge at Germany’s Federal
Constitutional Court and a professor for EuroSHDQDQG,QWHUQDWLRQDO/DZKHZDVSDUWLFXODUO\
well placed to explore the legal restrictions for
policy-makers in their attempts to stabilise the
common curreny.
$VSDUWRIWKHVHFRQGDSSURDFKRXWOLQHGDERYH
the symposium asked which lessons could be
drawn from the rich history of monetary unions.
The papers selected from the Call for Papers
were manifold but we were able to group them
into three fairly homogenous sessions. We were
delighted that several of the papers were presented by doctoral and post-doctoral students
ZKLFK KDG EHHQ D VSHFL¿F WDUJHW JURXS RI RXU
Volkswagen foundation sponsored symposium.
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VWDQGDUGLQWKHODWWHUFDVHQDWLRQDOFXUUHQFLHV
had been maintained and interest rate policy
had never been delegated to a supranational
level. Dr. Alexander Rathke (University of Zurich) analysed Sweden’s Monetary Policy in the
1930s. He and his co-authors argued that Sweden actually followed a rather conservative policy. By keeping the krona undervalued to repleQLVKIRUHLJQUHVHUYHV6ZHGHQ¶VH[FKDQJHUDWH
policy unintentionally contributed to the growth
miracle in the 1930s which was clearly exportled.
³/HVVRQV IURP WKH SRVW:: ,, PRQHWDU\ V\stems” were drawn in the third session on historical perspectives. Prof. Pierre Siklos (Wilfrid
/DXULHU8QLYHUVLW\:DWHUORR&DQDGD SLFWXUHG
how policy makers’ overreach had provoked
repeated economic crises from the Bretton
Woods era to today’s euro crisis. He pointed
out how in the 1940s policy makers promised
too much and did not adequately account for
the actual functioning of the monetary regimes.
,QSDUWLFXODUWKH\IDLOHGWRLQVWLOOWKHORJLFRIFROOective action among its members and neglected the importance of governance issues. He
argued that today’s problems are not purely of
the economic type and that the development
of an international regime would require a political economy approach. Eric Monnet (Paris
School of Economics) analysed monetary and
credit policy in postwar Western Europe. He demonstrated that some important differences in
monetary and credit policies across European
countries remain to this day but he also showed that they have narrowed down considerably over time. The session was closed by Prof.
Jonas Ljungberg (University of Lund) discussing asymmetric trends and European monetary policy in the post-Bretton Woods era. He
argued that the current euro area problems are
QRWFDXVHGE\QRQVXVWDLQDEOH¿VFDOSROLFLHVLQ
the periphery but are mainly due to a sub-optimal monetary policy in a non-optimal common
currency era.
The two-day symposium closed with a panel

discussion (open to the public) on the questiRQ RI ³4XR YDGLV (XUR"´ 3URI$JQqV %pQDVV\4XpUp3URI0RUWRQ+DQVHQ3URI.DUROLQD
1HVVHO 7LVFKQHU(XURSHDQ8QLYHUVLW\.UDNyZ 
Prof. Manfred Neumann and Prof. Thanos Skouras debated alternative future scenarios for
the euro area. Bringing together national perceptions and historical experiences (again) provided the basis for a most lively discussion. The
H[LWRIDFRXQWU\IRULQVWDQFH*UHHFHIURPWKH
euro zone was intensely – and controversially –
discussed but was seen by all as an important
policy option clearly on the table. While Prof.
$JQqV%pQDVV\4XpUpFRQVLGHUHGDQH[LWDVD
SRVVLEOH VWHS 3URI 0DQIUHG 1HXPDQQ GHFODred it as the only sustainable solution. In conWUDVW3URI7KDQRV6NRXUDVDQG3URI&OHPHQV
Kool (Utrecht University School of Economics)
rejected this option as this could lead to a loss
of credibility and a destabilisation of EMU as a
ZKROH)URPDKLVWRULFDOSRLQWRIYLHZWKHGLVcussants agreed that leaving a monetary union
RIWKHSDVWVXFKDVWKHJROGVWDQGDUGZDVQRW
the same as leaving the euro. Several other
possible solutions were discussed and evaluated both from a current as well as a more historical perspective. A highly diverse discussion
RQ(XURERQGVGLGQRWSUREDEO\XQVXUSULVLQJO\
lead to a clear result.
7KURXJKRXW WKH WZR GD\V GLVFXVVLRQV ZHUH
DQLPDWHG OLYHO\ DQG RIWHQ FRQWURYHUVLDO EXW
never confrontational. We could thus avoid any
RIWKHQRWVRSOHDVDQWXQGHUWRQHVZKLFKIRULQVWDQFHWKH*HUPDQDQGWKH*UHHNPHGLDKDYH
occasionally embarked on over the last two and
a half years.
Dr. Matthias Morys
Lecturer in Economic History
University of York (UK)
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$TXLEDQTXH¿QDQFHGE\WKH5pJLRQ$TXLWDLQH
and headed by Prof. Bonin.
Eight young scholars had been selected to deliver papers at the workshop by Profs. AposWROLGHV %DWWLORVVL %RQLQ DQG +HUWQHU ZLWK WKH
help of a few members of the academic committee organising the Bucharest conference in
June 2012.
7ZR VHVVLRQV ZKHUH KHOG EHJLQQLQJ ZLWK WKH
papers and followed by an active discussion.
)RUWKHODWWHU3URIV%DWWLORVVL%RQLQDQG+HUWner were joined by Prof. Dominique Lacoue/DEDUWKHIURPWKH/$5(), research centre at
%RUGHDX[ 8QLYHUVLW\ D NH\ VSHFLDOLVW LQ EDQNing economics.
$ODV RQO\ WZR SDSHUJLYHUV FRXOG EH VHOHFWHG
to deliver their papers at the 2012 Bucharest
conference. After a transparent and decisive
YRWH E\ WKH GLVFXVVDQWV WKH ³ZLQQHUV´ ZHUH
.DWKDULQD *lUWQHU ³7KH 86 PRUWJDJH PDUNHW LQ D SHULRG RI WUDQVLWLRQ ´  DQG
0DULXV&RQVWDQWLQ$SRVWDLH ³7KHLQWHUHVWUDWH

The yearly workshop of the ($%+ dedicated
WR \RXQJ VFKRODUV LQ EDQNLQJ ¿QDQFH DQG LQsurance history was held this year 2012 in
%RUGHDX[3HVVDFRQWKHVLWHRIWKH%RUGHDX[
8QLYHUVLW\
On behalf of the ($%+WKHWHDPIURP)UDQNfurt contributed greatly to the preparation of the
HYHQWDQGWKHFKDLUPDQRIWKHDFDGHPLFFRXQFLO3URI3HWHU+HUWQHUDWWHQGHGWKHZRUNVKRS
as did Profs.Niels Viggo-Haueter and Hubert
%RQLQDOVRPHPEHUVRIWKHFRXQFLO
From the university research centre 805
&156  *5(7K$ LWV JHQHUDO VHFUHWDU\ &KULVWHOOH%HOODQJHUDQG6DQGUQH5REHUWRQHRILWV
DVVLVWDQW FRQWULEXWHG WR WKH RUJDQLVDWLRQ XQGHUWKHJXLGDQFHRIWKHFKDLUPDQRIWKHFHQWUH
3URI0DUF(HODQGUH6pQpJDVZKRDOVRGHOLYered the welcome speech.
,Q DGGLWLRQ WR WKH VSRQVRUVKLS RI WKH ($%+
¿QDQFLQJ ZDV VXSSOLHG DW WKH %RUGHDX[ 8QLYHUVLW\ SDUWO\ E\ WKH *5(7K$ FHQWUH DQG
partly by the middle-term research programme

6SHDNHU'U&DWKHULQH%UpJLDQQLDQG'LVFXVVDQW3URI+XEHUW%RQLQ
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3rd EABH Young Scholars’ Workshop
In Cooperation with GREThA
Bordeaux, 16 March 2012

Workshop report

)UDQFH *HUPDQ\ ,WDO\6SDLQ  WKH ³LQWHUQDtional” scope of the workshop was reinforced
thanks to the origins of the paper-givers: Columbia (and /RQGRQ 6FKRRO RI (FRQRPLFV 
*HUPDQ\ *UHHFH ,VUDsO DQG (XURSHDQ 8QLYHUVLW\ ,QVWLWXWH  ,WDO\ 5XPDQLD 6SDLQ 6ZLW]HUODQGDQGWKH86
The papers and various data are available in
the EABH member section (www.eabh.info).

pass-through from policy rates to interbank inWHUHVWUDWHVLQWKH5RPDQLDQ¿QDQFLDOV\VWHP´ 
They will attend the conference with the focus:
³3XEOLF SROLFLHV DQG WKH GLUHFWLRQ RI ¿QDQFLDO
ÀRZV´
7KH RWKHU VL[ \RXQJ VFKRODUV &DWKHULQH
%UHJLDQQL &DUORV %UDQGR 1LHOV .ULHJKRII
1DWKDQ0DUFXV6LPRQH)DUL7KLEDXG*LGGH\
were congratulated on their excellent papers.
%H\RQG WKH GLVFXVVDQWV WKHPVHOYHV &\SUXV

Prof. Hubert Bonin
Sciences Po Bordaux & GREThA

6SHDNHU &DUORV$ %UDQGR DQG 'LVFXVVDQW 'U 6WHIDQR
%DWWLORVVL

:RUNVKRSSDUWLFLSDQWV

6SHDNHU.DWKDULQD*lUWQHU )UHH8QLYHUVLW\%HUOLQ

3URI3HWHU+HUWQHUDQG'U6WHIDQR%DWWLORVVL
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SHULSKHU\ WR WKH (XURSHDQ FHQWUH YLD ¿QDQFLDO
PHDVXUHVZKLFKWHQGHGWRPDLQWDLQWKHVWDELOity of the currency or of the monetary standard.
7KXVGXULQJWKHODVWGHFDGHVRIWKHQLQHWHHQWK
century the public dept continues to increase
through an excessive programme of national
loans; the productive purposes of these loans
ZHUH RQO\ SDUWLDOO\ DVVXUHG ,Q WKLV ZD\ WKH
tertiary sector of the Greek economy (and its
parasitic nature) was enlarged to the detriment
of the development of productive structures. In
JHQHUDO GXULQJ QLQHWHHQWK FHQWXU\ WKH *UHHN
monetary policy is connected with the State’s
QHHGVZKLOHGXULQJWKHWZHQWLHWKZLWKWKHIXQFtion of the market.
The representations on the coins –and on the
EDQNQRWHV UHÀHFW WKURXJK WKH QXPLVPDWLF
W\SHV DVSHFWV RI WKH GRPLQDQW LGHRORJ\ ȉKH
use of Classical Greek themes should be incorporated in the wider west-European atmoVSKHUH LQ VR IDU DV QHRFODVVLFLVP ZDV WKH
dominant visual communication of the major
European countries during the nineteenth century. Consequently it was brought to Greece as
a cultural transfer.

The research topics of this publication address
the economic policy of the Modern Greek State
GXULQJWKH\HDUVIURPWRZLWKLQWKH
(XURSHDQIUDPHZRUNWKHQXPLVPDWLFIDFWV LH
the minting history of Modern Greek coins) and
the numismatic representations of ideological
issues. It studies the interconnections between
SROLWLFDOVWUXFWXUHVHFRQRPLFPHFKDQLVPVDQG
LGHRORJLFDOFRQGLWLRQV7KXVWKHUHDUHFRQFHStual axes which are relative both to economic
and political history. Certain aspects of cultural
history are also analysed as components of the
Modern Greek society.
The Greek monetary policy and numismatic
history are examined within the wider EuropeDQ DWPRVSKHUH RI HFRQRPLF OLEHUDOLVP ZKLFK
dominated the European system until the end
of the nineteenth century. The adoption of the
bimetallic monetary standard and later on of the
JROGVWDQGDUGWKHHQODUJHPHQWRIWKH(XURSHan market and the growth of the banking sector
DUH UHÀHFWHG LQ WKH VWDWH RI DIIDLUV LQ *UHHFH
The international depression of the interwar period and the subsequent unsuccessful efforts
of the leading European states to restore the
gold standard suspended the monetary and
HFRQRPLF PRGHUQL]DWLRQ RI *UHHFH 7KXV LQ
the 1930’s the generalised protectionist policy
of the European countries was followed by
the First Greek Republic (1924). At the end of
the 1930’s the Metaxas dictatorship adopted
a more interventionist economic policy. ConVHTXHQWO\ WKH *UHHN PRQHWDU\ DQG ¿QDQFLDO
policy can not be analysed beyond the wider
(XURSHDQHFRQRPLF³DWPRVSKHUH´
5HJDUGLQJ WKH ¿QDQFLDO OHYHO WKH DQDO\VLV RI
the Greek case demonstrates that the function
of the markets is not autonomous from the surrounding economic and political system. The
construction of monetary zones in the past had
OHGWRWKHÀRZRIUHVRXUFHVIURPWKHHFRQRPLF
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Catherine Brégianni
Neoelliniko Nomisma. Kratos kai Ideologia apo tin Epanastasi eos to Mesopolemo
[Modern Greek coins. State and ideology from the Greek Revolution to the interwar period]
Athens, 2011. 362 pages. ISBN: 978-960-404-210-4
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The Money in Slovakia

7KLV ERRN ZULWWHQ E\ SURPLQHQW 6ORYDN QXPLVPDWLVWV DQG KLVWRULDQV RIIHUV DQ RSSRUWXnity to stop momentarily and take stock of the
past. Slovakia is presented here as an ancient
economic area with an age-old tradition of preFLRXV PHWDO PLQLQJ DQG FRLQ PLQWLQJ ZKHWKHU
LW EH WKH DGYDQFHG &HOWLF FRLQPDNLQJ RU WKH
PLQWLQJ WUDGLWLRQ DW .UHPQLFD WRZQ ZKLFK KDV
an uninterrupted history dating back to 1328.
&RLQV DV V\PEROV RI WKH SRZHU DQG VRYHUeignty were produced not only at the Kremnica
0LQWEXWDOVRLQRWKHUPLQWVLQ6ORYDNLDIRUH[ample in Bratislava and Košice. Paper money
¿UVWDSSHDUHGLQRXUWHUULWRU\LQWKHVHFRQGKDOI
RIWKHHLJKWHHQWKFHQWXU\DORQJVLGHQHZLQVWLtutions – central banks. Their main tasks were
and remain to issue currency and to maintain a
sound and strong currency. After the introducWLRQ RI WKH FURZQ FXUUHQF\ LQ  ZH IRXQG
ourselves on the threshold of the hectic and
WXUEXOHQW WZHQWLHWK FHQWXU\ GXULQJ WKH FRXUVH
of which Slovakia became part of different geopolitical and monetary areas.
The establishment of the Slovak Republic in
January 1993 saw the introduction of a new Slovak currency called the Slovak koruna (crown).
7KH EDQNQRWHV IHDWXUHG NH\ ¿JXUHV LQ 6ORYDN
history. There were in total seven banknote and
VHYHQFRLQGHQRPLQDWLRQVDQGWKH\UHPDLQHG
LQ FLUFXODWLRQ IRU VL[WHHQ \HDUV XQWLO WKH LQWURduction of the single European currency in Slovakia.

The remarkable history of money in Slovakia is
QRWKRZHYHU¿QLVKHG\HW:LWKWKHDGRSWLRQRI
WKHHXURDQHZFKDSWHUKDVVWDUWHGWREHZULWten. The idea of a strong and stable single European monetary system is not new; it can be
traced back to the 1950s. Our country reached
DQRWKHU KLVWRULF ODQGPDUN RQ  -DQXDU\ 
when the euro became its legal tender. National
Bank of Slovakia sharing responsibility for the
single currency and monetary policy along with
WKH HXUR DUHD WKH HXUR KDV EHFRPH D VROLG
economic basis for Slovakia.
This representative book not only maps the
HYROXWLRQ RI PRQH\ LQ RXU WHUULWRU\ LW DOVR DWtempts to shed light on the complex historic
and economic context in which Slovakia and
WKH6ORYDNVKDYHGHYHORSHG,WLVDERYHDOOD
book about the people who lived and live in this
WHUULWRU\SHRSOHIRUZKRPPRQH\ZDVDQGLVD
SUHUHTXLVLWHIRUWKHIXO¿OPHQWRIDGHFHQWVWDQGard of life.
0DULD.DþNRYLþRYD
National Bank of Slovakia
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This volume presents a panoramic picture of the many national and international trends and deYHORSPHQWV IDFWRUV FXVWRPV DQG HYHQWV WKDW KDYH FKDUDFWHULVHG EDQNLQJ LQ WKH 0HGLWHUUDQHDQ
area over the past two centuries. During this period banking in the Mediterranean evolved distinct
FKDUDFWHULVWLFV VHYHUDO JRLQJ ZHOO EH\RQG WKH UHVWULFWHG UHDOLWLHV RI FRORQLDO UHODWLRQV 7KH UDQJH
of issues covered by the book is extensive and includes both national banking evolution and panUHJLRQDOWRSLFV7KHFKDSWHUVWRXFKXSRQYDULRXVDVSHFWVRI,EHULDQ,WDOLDQ)UHQFK*UHHN0DOWHVH
0RURFFDQDQG2WWRPDQEDQNLQJKLVWRU\IRFXVLQJSDUWLFXODUO\RQLVVXHVUHODWLQJWRFHQWUDOEDQNLQJ
QXPLVPDWLFVDUFKLYDOUHFRUGLQJDQGSDQ0HGLWHUUDQHDQHFRQRPLFG\QDPLFV7KHKLVWRU\RIFHUWDLQ
VSHFL¿FLQVWLWXWLRQVLVDOVRFRQVLGHUHGLQFOXGLQJWKH,PSHULDO2WWRPDQ%DQN7KH,RQLDQ%DQN7KH
%DQTXHG¶(WDWGX0DURFDQGRWKHUV
%ULQJLQJWRJHWKHUSDSHUVE\OHDGLQJEDQNLQJDQG¿QDQFHKLVWRULDQVZKLFKZHUH¿UVWSUHVHQWHGDWWKH
(XURSHDQ$VVRFLDWLRQIRU%DQNLQJ+LVWRU\FRQIHUHQFHKHOGLQ0DOWDLQ-XQHWKLVYROXPHRIIHUV
an invaluable insight towards a wider and more detailed understanding of the roles of banking and
¿QDQFHLQ0HGLWHUUDQHDQHFRQRPLFKLVWRU\6HHQLQDFRQWH[WRIZKDWKDVKLWKHUWREHHQVRPHWKLQJ
RIDKLVWRULFDOYDFXXPLQWHUPVRIWKHFRYHUDJHRIPXFKZULWLQJRQ(XURSHDQEDQNLQJDQG¿QDQFLDO
KLVWRU\DQGWKHLPSRUWDQFHJLYHQWRWKH0HGLWHUUDQHDQUHJLRQ¶VEDQNLQJKLVWRU\LQLWVRZQULJKWWKLV
LVDQLQQRYDWLYHERRNWKDWERWKFRQWULEXWHVWRZDUGVRXUNQRZOHGJHWKHVXEMHFWDQGHVWDEOLVKHVD
pattern for further work in this important area of European economic history.
Contents: ,QWURGXFWLRQ 3DUW , ,QVLJKWV LQWR 0DOWD¶V %DQNLQJ DQG 0RQHWDU\ +LVWRU\$ VPDOO RSHQ
0HGLWHUUDQHDQHFRQRP\±WKHQDQGQRZ0LFKDHO&%RQHOOR0DOWD¶VEDQNLQJKLVWRU\RYHUYLHZDQG
REVHUYDWLRQV-RKQ&RQVLJOLR2XWOLQHVRI0DOWD¶VQXPLVPDWLFKLVWRU\-RVHSK&6DPPXW3DUW,,7KH
Rise of Modern Banking and Finance in the Mediterranean: The Mediterranean banking systems:
FRQYHUJHQFHRUSDWKGHSHQGHQFH"0DVVLPLOLDQR$I¿QLWRDQG5LFFDUGR'H%RQLV6WDELOLW\DJDLQVW
DOORGGVWKH,PSHULDO2WWRPDQ%DQN±(GKHP(OGHP3DUW,,,)LQDQFHDQG,QWUDPHGLWHUUDQHDQ(FRQRPLF5HODWLRQV1RQEDQN¿QDQFLDOFRUSRUDWHVWDUWXSV±DQRWHRQ*UHHN
EDQNLQJKLVWRU\,RDQQD6DSKR3HSHODVLV'LYHUVLW\LQEDQNLQJV\VWHPV)UDQFH,WDO\DQG6SDLQWK
DQGWKFHQWXULHV-XDQ&DUOHV0DL[p$OWpV%DQNLQJH[SDQVLRQVXFFHVVDQGIDLOXUHLQWKH%ULWLVK
0HGLWHUUDQHDQWKH,RQLDQ%DQNV±V$OH[DQGURV$SRVWROLGHVDQG$WKDQDVLRV*HNDV3DUW
IV Money and Currency Developments in the Mediterranean: National states and central banks in
WKH0HGLWHUUDQHDQZRUOGLQWKHLQWHUZDUSHULRG1XQR9DOpULR&HQWUDOEDQNLQJLQWKH,EHULDQSHQLQVXODDFRPSDULVRQ3DEOR0DUWtQ$FHxD$0HGLWHUUDQHDQWKFHQWXU\(FRQRPLFG\QDPLFVRIWKH
0HGLWHUUDQHDQDUHDGXULQJWKH¿UVWWZRWKLUGVRIWKHFHQWXU\*pUDUG&KDVWDJQDUHW3DUW9%DQNLQJ
DQG )LQDQFH $UFKLYHV 6HFRQGUDWH LPSHULDOLVP 7KH %DQTXH G¶(WDW GX 0DURF YLHZHG IURP WKH
DUFKLYHVRIWKH%DQNRI6SDLQ0DULD7HUHVD7RUWHOODDQG*DEULHO7RUWHOOD+RZ)UHQFKEDQNLQJDUFKLYHVGRFXPHQW0HGLWHUUDQHDQKLVWRU\ F± &DWKHULQH'DUGLJQDFDQG5RJHU1RXJDUHW
The historical archive of the Banco di Napoli. A primary resource for social and economic history in
D0HGLWHUUDQHDQYLHZ3DROD$YDOORQHDQG*LRYDQQL/RPEDUGL%LEOLRJUDSK\,QGH[
About the Editors: -RKQ&RQVLJOLR7KH8QLYHUVLW\RI0DOWD0DOWD-XDQ&DUORV0DUWLQH]2OLYD%DQFD
G¶,WDOLD,WDO\DQG*DEULHO7RUWHOOD8QLYHUVLGDGGH$OFDOi6SDLQ
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Banking and Finance in the Mediterranean
A Historical Perspective
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BNP PARIBAS
DEEP AUSSIE ROOTS
BNP Paribas commemorated last year its 130th anniversary in the Australian soil. To
mark this anniversary, the bank published a book “The History of BNP Paribas in Australia & New Zealand 1881-2011”, narrating the history of the Australian branches of
the bank since 1881.
period 1881 – 1966, remained more than 10 years in Australia.

The Australian history of
BNP Paribas started in 1880
when some important bank’s customers asked the
Comptoir d’escompte de
Paris (one of the ancestor of
BNP Paribas) to open branches in Australia in order to
facilitate the import and the
financing of the wool trade
to France.

This history mentions also
the role played by the banks
which were later integrated
into BNP Paribas Group; for
example the book reminds
the financing proposal made
by Paribas in 1901 for the
construction of the Sydney
Harbour Bridge.

And this wool trade remained
This very long experience in
almost the sole business of
Charles Phalempin, the first manager of the
Australia is the reason which
the bank until the 1940’s. This
Australian branches and the bank in the 1930’s
explains the development of
trade business allowed the
the bank in the country
bank to cross safely all the
crisis of the Australian market, especially the one of 1893. through various business lines such as the project financing, the asset management, the securities services and
This book contains also a remarkable account of the diffi- the asset finance.
culties of navigating the Second World War on Australian
soil which demonstrates how careful diplomacy by the
bank’s managers secured their footing in Australia. The
Australian branches were part of a French bank and fell
under the scope of the Trading with the Enemy Act. The
managers of the bank made at that time the right decisions
by complying strictly with the instructions of the Australian
Authorities and thanks to the excellent relationship maintained with the Commonwealth Bank of Australia, they
managed to keep the bank active in Australia. As a matter
of fact CBA was extremely helpful during this period and
helped the bank to overcome this difficult situation. As the
financing of the wools imports were totally stopped the
bank had to find new business operations and it is what
they did and successfully.
Another interesting fact worth to be mentioned is the fact
that the Comptoir d’escompte, established at a time where
there was no regulations, was the only foreign bank in If you would like to receive a copy of the book « The HistoAustralia for over a century, from 1881 until 1985 when ry of BNP Paribas in Australia & New Zealand 1881sixteen foreign banks were granted full banking licences. 2011 », please contact the Heritage & Historical Archives
of BNP Paribas : geoffroy.delassus@bnpparibas.com
The book gives also a lot of details on the managers of the
For more information on BNP Paribas,
Comptoir d’escompte; they were carefully chosen to repreplease visit www.bnpparibas.com
sent the bank in this country and all of them, during the
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Edited by Prof. Stefano Battilossi.
Associate Editor: Prof. David Weiman.
(VWDEOLVKHG LQ  )LQDQFLDO +LVWRU\ 5HYLHZ has earned a solid
international reputation as an academic journal committed to research of high scholarly standards. The Review deliberately seeks
WR HPEUDFH D EURDG DSSURDFK WR ¿QDQFLDO EDQNLQJ DQG PRQHWDU\
KLVWRU\ZKLFKDSSHDOVWRDZLGHDXGLHQFHRIKLVWRULDQVHFRQRPLVWV
and practitioners. We welcome different perspectives including anaO\WLFDOQDUUDWLYHVWKHRUHWLFDOO\LQVSLUHGUHVHDUFKDGYDQFHGHPSLULFDODQDO\VLVDQGWKHLQWHUUHODWLRQVEHWZHHQKLVWRU\¿QDQFHSROLF\
culture and society. FHR is keen to provide a global perspective on
QDWLRQDO DQG LQWHUQDWLRQDO ¿QDQFLDO KLVWRU\ DQG SXEOLVKHV UHVHDUFK
articles dealing with any historical period and country or regional
DUHD 7KH 5HYLHZV WKURXJK LWV VHFWLRQ ³7KH 3DVW 0LUURU´ LV DOVR
an assiduous advocate of the relevance of history for a proper unGHUVWDQGLQJRISUHVHQW¿QDQFLDODQGPRQHWDU\GHYHORSPHQWVDQG
no less importantly for informed and educated policy responses to
them.

Contents
The past mirror: notes, surveys, debates
Marc Flandreau
7KHYDQLVKLQJEDQNHU
Articles
Scott Urban and Tobias Straumann
Still tied by golden fetters: the global response to the US recession of 1937–1938
Rui Alpalhão
)URPPDUNHWWRVWDWHZHDOWKWUDQVIHUVLQWKH3RUWXJXHVHQDWLRQDOLVDWLRQVRIWKHV
Tobias Alexander Jopp
,QVXUDQFHVL]HDQGH[SRVXUHWRDFWXDULDOULVNHPSLULFDOHYLGHQFHIURPQLQHWHHQWKDQGHDUO\WZHQWLHWKFHQWXU\*HUPDQ.QDSSVFKDIWHQ
Book Reviews
-DPHV:&XPPLQJV7RZDUGV0RGHUQ3XEOLF)LQDQFH7KH$PHULFDQ:DUZLWK0H[LFR±
/RQGRQ3LFNHULQJ &KDWWRSS  UHYLHZHU$OEHUW$%URGHU
)RUUHVW&DSLH7KH%DQNRI(QJODQGVWR &DPEULGJH&DPEULGJH8QLYHUVLW\3UHVV
890 pp.) (reviewer: David Cobham)
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Archives and the People –
Recording Working Life in Financial Institutions
EABH Archival Workshop
Thursday 7 June 2012

The European Association for Banking and Financial History (EABH) E.V
&
The National Bank of Romania

Programme Draft

13.30 - 15.30 Session One
The Archivist as Adminstrator of Old Records - pure History of the Employees‘ History
Francesca Pino (Intesa Sanpaolo S.P.A.)
3URIHVVLRQDODQG6RFLDO%DQNLQJ&RPPXQLWLHVLQ0LODQWKURXJKWKH3HUVRQQHO)LOHVRI
,QWHVD6DQSDROR*URXS$UFKLYHV
František Chudjak (National Bank Of Slovakia Archives)
6KLQHDQG3RYHUW\RIWKH6ORYDN%DQN2I¿FLDOLQWKH)LUVW+DOIRIWKHWK&HQWXU\
$WWLOD*iERU+XQ\DGL %DEHV%RO\DL8QLYHUVLW\&OXM 
&HQWUDO(XURSHDQDQG5HJLRQDO5HODWLRQVKLSRI+XQJDULDQ%DQN6WDIILQ,QWHUZDU5RPDQLD,QWHUORFNLQJ'LUHFWRUDWHVDQG3HUVRQDO8QLRQVLQ5HJLRQDO%DQNV
15.30 - 16.30 Visit to the Archives
16.30 - 18.00 Session Two
The Archivist as Initiator of New Records - Oral History (And What it Enables)
Anna Rita Gresta (Banca D‘Italia)
0HQDQG:RPHQLQWKH'RFXPHQWVRIWKH%DQNRI,WDO\WKH2WKHU6WRU\RI)LQDQFLDO,QVWLWXWLRQV
Clara Harrow (The Baring Archive)
/LYLQJ+LVWRU\(QJDJLQJ:LWKWKH3DVWDWWKH%DULQJ$UFKLYH
/DXUH4XHQQRXsOOH&RUUH &HQWUH1DWLRQDO'H/D5HFKHUFKH6FLHQWL¿TXH 
:KLFKDUHWKH%HVW3UDFWLVHVLQ2UDO$UFKLYHV"6RPH$GYLVHV)URP([SHULHQFH
18.00 End of Workshop
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Removing the dust
Title: Bryant Model-2 Series 4000 Disc Files
Date: 1965

Title: Control Data 160-A Computer
Date: 1962

Title: Executive Guide to the IBM 1440 Data Processing System
Date: 1962

Title: Ferranti Argus Process-Control Computer System
Date: 1961

Removing the dust

Selling the Computer Revolution in the 1960s
Marketing Brochures in the Collection of Computer History Museum

By the mid 1960s the computer was seen as an information processor, as part of a management
LQIRUPDWLRQV\VWHP$GYHUWLVHUVVWUHVVHGWKH³ÀH[LELOLW\YHUVDWLOLW\H[SDQGDELOLW\DQG«WKHFDSDFLW\
RIWKHFRPSXWHUWRPDNHORJLFDOGHFLVLRQV´
,%0LQSDUWLFXODUZDVYHU\VXFFHVVIXOGXULQJWKLVGHFDGH,WV6\VWHPFRQWUROOHGDOPRVWRI
WKHFRPSXWHUPDUNHWDQGWKHUHZDVDORQJZDLWIRUWKHLUPDLQIUDPHV,%0VDGYHUWLVLQJVWUDWHJLHV
VRRWKHGFRQVXPHUVZKRZHUHFRQFHUQHGDERXWDQGXQIDPLOLDUZLWKFRPSXWHUWHFKQRORJ\7KLVZDV
SDUWLFXODUO\HIIHFWLYHLQZKHQ,%0PDFKLQHVZHUHXVHGWRWDOO\HOHFWLRQYRWHV$IWHUZDUGV,%0
EHJDQDSULQWFDPSDLJQDVNLQJ³:KRZRQWKHFRPSXWHUEDWWOHODVWQLJKW"<RXGLG´
:RPHQ VODERXUIRUFHSDUWLFLSDWLRQZDVH[SDQGLQJDORQJZLWKWKHXVHRIFRPSXWHUV:RPHQZHUH
LQFUHDVLQJO\SRUWUD\HGDVNH\SXQFKRSHUDWRUVFDUGORDGHUVRUDVVLVWDQWVWDNLQJRUGHUVIURPDPDOH
VXSHUYLVRU2I¿FHDXWRPDWLRQPDUNHWLQJVWUDWHJ\XVHGDFFHSWHGVWHUHRW\SHVDQGUHLQIRUFHGFRQYHQWLRQDORFFXSDWLRQUROHVWRSUHVHQWWKHXQIDPLOLDU RI¿FHFRPSXWHUV LQWKHFRQWH[WWRWKHNQRZQ
DQGIDPLOLDUHVSHFLDOO\LQWHUPVRIRFFXSDWLRQDODQGVH[XDOUROHV $VSUD\S 'XULQJWKHV
DGVVORZO\EHJDQWRFKDQJHDQGE\WKHVDVFRPSXWHUVEHFRPHPRUHFRPPRQSODFHZRPHQ
VWDUWHGDSSHDULQJLQQRQWUDGLWLRQDOUROHV
,%0WDUJHWHGWKHLUDGVDWVHFUHWDULHVDVDZD\RILQÀXHQFLQJWKHLUERVVHVE\SURPLVLQJWKDWHOHFWULF
W\SHZULWHUZRXOGGUDVWLFDOO\LPSURYHHI¿FLHQF\

Read more at:
www.computerhistory.org

Title: A New Level of Computer Responsiveness. The
New Burroughs B 2500 and B 3500 Electronic Data
Processing Systems.
Date: 1966

Title: EAI 640 Digital Computing System
Date: 1966

