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Purposes of Central Banks
and the Monetary Policy Targets
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The historical analysis of central banks has been elucidated that
there were roughly three purposes for establishing a central bank: (1)
stability of the value of the currency, (2) stability of the financial
system, and (3) financial assistance to a government. It is of considerable
importance to note that the monetary (macro) functions of central banks
were largely grafted onto the supervisory (micro) functions, and not the
reverse. The targets of monetary policy have also changed in accordance
with the vicissitudes of the monetary system: from management of gold
reserves, to exchange rate parity, to monetary aggregates and to inflation
targeting. The changes in the managements of monetary policy have
reflected the changes in the prevailing economic thoughts or theories
of the time: from the classical quantity theory of money to Keynesian

economics, to monetarism, and now to new Keynesian economics.
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