
that it doM not wMt. In wdar to dcpriv* tho outw markat of a
«an>lus which dtprcuM dlieoant ntM to s daniwroiu dtcTM—dangerrui bMsuie of ite elTacto upon the fonign axehangm.
The whole operation beeomai neccuary beeaute of the lack of
connection between the bank rate and the market rate. Inlormer days the London money maricet never had enouchmoney to meet lU needs without help from the Bank of Enav
fuj ifSiS^' '".]'• T^* "•"* "Lombard Street"—pub-
lished In 187»-«aid: "At all ordinary moments there is notmoney enough in Lombard Street to discount all the bills inLombart Street, without Uking some money from the Bank of

~..» ^'i '^"X.'* "",* ^" i"^! ""• ^"l* "*• o' discount largely
eontroHed the market rate for money. Since then, nowever.
the credit of Lombard Street has been so greatly extended that
the gennal money market is largely independent of the Bank
^i-V iP*?*".."*

othA- grea* hanks in London—three of these
giant institutions have deposits of more than $600,000,000 each

iv,^r.S5
"""'"""y <»" ''nd at rates below that of the Bank of

J^!, f~.^"»'3*"*^..'" ?"t!*"d eonsf't" largely of cheques

TW l!^i"fiil'??''^ "f? '" t»™i'«''e originated as loans.There is no legal limit whatever to the extent to which these

i« fhnllf nJ^? w.**.^" 1 ""'*'P"S* The only limits Imposed
are those of publicity and the prudence with which the biu^

to mrv. L*^!*
joint-stock banks often impels them to continue

to make advances or discount bills at ow rates when the Bank

a h?»W «tl *''^'"*iri'* °V^t '""'?' ^changes to imposea higher rate. This it does by borrow ng some of the craSt

SSS^tJ^*?"^ '"' **" other banks, in order to create an artSi
scarcity of money and make its own official rate effective.

In normal times the Bank of England, tht Bank
of France, and the Imperial Bank of Germany at-
tempt to protect their gold reeerves by raiting the
rate of discount. Upon the declaration of wartrance and Germany suspended specie payments',wiMe England continued to meet aU obligations in
gold. It shouH be noted that neither England
trance nor Germany produces gold; yet— aside
from war conditions— none of the banks has any
tropic m procuring and maintaining a sufficient
gold reserve The Bank of England, for instance
has an unwritten rule that the minimum of its re-

!w ??«"** '^*««» »*«« 6e in the neighbor-

o? ;1,1 « ^'L^V^-- **' " "oniervative reduction
Of loani the Rink increases the percentage of re-
serves to babUtties; and the void left by the loans


