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This article presents a historical approach to the study of economic institutions,
particularly central banks. The historical approach offers an alternative to both the
economic approach, according to which economic institutions fulfill a universal
and ahistorical function, and the sociological approach, which focuses on power
relations and sidelines the economic role of institutions. Central banks, I argue, are
institutions whose goals change over time and space as the economic circumstances,
prevailing economic ideas and other contextual historical factors vary. According
to the historical approach, the weight assigned by economists and sociologists to
the legal independence of central banks does not reflect the real impact of this
variable on the behavior of the institutions. The historical approach underlines two
other variables—the power of the bank and its conservativeness—as factors that
explain variations in central banks’ behavior. The article demonstrates this claim
by examining four episodes in the history of the Bank of Israel law: the inception
of the bank (1954), the enactment of amendment 15 (1985), the failed attempt to
enact a new law during Jacob Frenkel’s term as the bank’s Governor (1998), and
the enactment of a new law during Stanley Fischer’s term (2010).



