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WIIAT THE BANK 0F ENGLAND DOES

Simple Explaliation of Its Operations--Why It Seeks
Gold

In a notable speech in England the other day Sir Edward
Holden, Bart., analyzed in an intercsting way the functions
cf the Bank cf England and the indications of its weckly
balance sheet. The statement is dîvided inta twO parts:
(1) The issue department, and (2> the banking department.

Before the Bank Act of 1844, said Sir Edward, ever>'
bank could issue bank notes or currency and thus inflate
prîces. As a consequence gold fiowcd out from this country,
and as the bank notes ait that time had na golcl held against
thcm, they could nat be paid, crises occurred, and a number
cf private banks failed. To prevent the recurrence o-f such
a state of things Sir Robert Peel, in 1844, brought in his
famous Bank Act, under which any banik established after
that date was not allowed ta issue notes, and this Act praci-
cali>' placed the privilege of issuing notes cîclusivel>' in the
bands cf the Bank of England. Since then ihe notes issued
against securities have increased frein £14,00,000 te their
Present amount cf Lx 8,450,000.

Drivée Out CoId.
hi is affired that the issuing of notes againsi securîties

drives out gold, and for the fullowing reaison: The amount
of notes in the issue departinent, as you sec, is naw about
£54,00o,00o. Experience lias proved that for the purposes ai
our trade ît is necessary ta have a Bank of England note-
issue of about this amount. Let us assume, that instead oi
the preseni system, the law obliged the bank ta have gold
coin or hullion, pound for pound, for ever>' note issued; we
then should have about £54,000,000 in gold in the issue de-
part ment. If it were then desired ta, alter ihat systema ani
issue £18,450,000 cf notes againsi securities, then gold ta
that amount would be driven oui of the issue departinent,
and its place taken by the securîties.

The bank at the present trne is working under thc latter
system. The notes issued are covered part>' b>' £'18,450,000
worth of securities, consisting of (i) a dclxi of Lii ,000,000
duc by thc Governmcnt ta the issue department of the Bank
of England, and (2) of other securities amounting to £7,435e-
ooo. We do flot know what kind of securities the latter con-
sîst cf, but we assume the>' are written down te mnarket value.
The balance cf the caver for the notes cansisis of gold.

j Th-us, you see in this staiemeni thc gold held as part caver
fer the notes amounts to nearly £;36,ooo,ooo. This lu the
national reserve of gold, but it is nat the only gold, because,
as 1 have already stated, the joint-stock banks hold a large
amount.
SIIentIy Cath.rlng couA.

wrThe total aineunt cf gold in the German State Bank and
wrchiest is nwabout sevent>' Millions sterling, and ils being

furtiier incrcased. i behoves us ta take up ihîs question
as serieusi>' as German' lias donc. It reïl>' f ails te tic duty
cf tiree groups to take action. Firsi, the joint-stock banks;
sccondly, the Chancellor of the Exchequer, and, thirdi>', the
Bank of England. The joint-stock banks are workîng silently
ta the desired end by gradunîl>' accumnulating gold, and I
bejieve tic>' would satisfy, the country' ihat the>' are doing
their duty if ihey wauld carry oui the suggestion ta publisb
in their balance-sheets once a year thc amaunt of gald whîcb
they hold. But the>' are nat unanimous.

The Firsi Lord of the Admiralt>', year b>' year, increases
cî ependiture an ships. The Minister cf War, year by

year, increases iMs expenditure on tic army, but no attempt
is m;ade by tie Chancellor cf thc Exciequer tao id e

Idnecessar>' for operating these twe arme; cf thesviet
case cf emergency. If le would gradually pa>' off -thc

Governiment dclxi cf Lit1,000.000 in thc issue department ai

the bank, tien this amount, together with the increasing
amouni cf gold belli by the Joint stock banks, and the aver-
age amouni held b>' the Banki cf lEngland, would, in two or
thrce years, aggregate about roo millions sterling.

Intiow and Outflow of Cold.
For ever>' ounce cf bar gold cf a certain fineness paid

înia the issue depariment of tic Bank cf England banik notes
are issued ta tic ewncr cf tic gold ai thc rate of £3 t7s. gd.
per ounce. The geld in the issue depariment consisis (i) oi
sovereigns, (2) ai freign coins, and (3) of bar gold. When
tie bar gold is sent ta the Mini for coinage iat savereigns,
tie Mini will give oui for ever>' ounce cf gold three sov-
ereigns and seventeen shillings and tenpcnce halfpcnny;
thus, leaving interest oui cf the question. tiere is a profit
cf tirce halfpence per ounce on thc transaction.

Wien bar gold camnes from South Africa, it passes
tirougli the bands cf thc assayers and thc bullion dealers,
and if anyone desires ta purchase thîs gold, lie bas ta pa>'
ai lcast one farthing ver ounce more than the Bank cf Eng-
land pays. The Bank cf Englar)i is unrderstood to have a
rule that it will net give more than £3 17s. Od. per ounce,
and as almest the whole of thc South African gold bas re-
centi>' been sald to foreigners ai £3 '7s. cq34d. per ounce,

the Bank of England lias received very little, and lias c
sequently been obliged to put up its rate to 5 per cent.,
may even have to go to 6 per cent. in order to protcct
gold whîch it has, and in the hope of attracting more fi
abroad.

An>' departure f ram the rule of flot paying More t
£3 '7s. gd. per ounce is deprecated, because it is aile
that the discount rate would f ali ta sucli an citent as to t
the exehanges against this country', and, consequent>', rr
gold might be taken than had been purchased by givin.
higher price. in theor>', this miglit appear truc, bui
practice, at the present time it is ver>' mucli open ta do,
and can oni>' be proved ta be universal>' truc or other-%
b>' judiciaus>' (I wish ta empliasize the word 11judicious]
making the experiment

Coming now ta the banking department of the Bani
England. The notes given out of the issue departmeni
exchange for gold are placed to the credit of their owl
in the "lother deposits"e on anc side af the balance-sheet, z
as a cantra-entr>', they are included in the reserve on
other side of the balance-sheet. It is the rise or fall in
amount of this reserve which causes a risc or f all in
Bank of England rate.

If, therefare, gold is flawing eut, the Bank of Engl
raises its rate and the markcet rate fallows it, and by
means we not oni>' check the autflow of gold, -but gl,
attracted to this country.

OutflOw frons the Bank.
We have deait with the case of an in 'flow of gald it

bank; we will now deal with the case of an oufiow from
bank. If a firm desires ta expert gold, it May' take it f
the bullion dealers in bars, or b>' presenting cheques on
joint stock banks and taking payment in Bank of Engi
notes or coin. These notes are presented ta the issue~
parîment of the Bank of England, whcn gold, either in
form of sovereigns, foreign coin, or bars, may bc takei
cîchange. It may also be taken b>' means af a cheque dr
on the bankîng department. This cheque wauld go to
debit af the "other deposits," and notes would be taken
of the reserve, which would thereby be diminished and a
in the bank rate rendered passible. The notes would t
as befare, be presented ai the issue departiment and
changed for gold.

DOMd ExPortlng Peint
Bath bankers and traders here arc i.nterested in the

change whcn it reaches gold exparting point, because
know that the reserve in the hanking department as wel
the gald in the issue department wiil bath bc rcduced, w
would result in a irise in the bank -rate. As the bank
governs the rate for overdrafts and loans bath in London
the cauntry barrowers would have te pay a higlier rat
tenders, anA, in addition, the discount rate rising pjac
heavier charge on the manufacturer and merchant, thzu
ducing their profits.

Those who wish ta go deeper into this subject wjiJ
there is standard gold and fine geld-that is, pure god

Standard gold cousinis of eleven Parts of pure gold
of twelve and ane part alloy. It is, therefore, said ti
eleven-twelfths fine, and when exporters buy gold ila
the basis of ýstandard gold, the minimum price o? whic
£3 x7s. 9d. per ounce, because the Bank of England is~
pelcd ta give that price.

If you invcsted a sum of mone>' in standard "Ild
you shipped ta New York, the New York Trcasixry
assay it and bu>' it as fine gold, giving in exchange 2,0.67,
dols. per ounce.

But we ail know yau would have ta pay charges fo
conveyance ta America. These charges would be for frm
insurance, commissions, cast af packing and interest.
would first debit your gold accaunt with the amount
for the gold, and, secand>', with the amount paid for
charges. Having received fram the Treasury the. amx
dollars for thc gold, you would bu>' therewith stering~
change an London, and Yeu wauld credit your gold <
wîh the proceeds of that exchange wben rive hi L
The balance of your gold account weuld, therefore, bq
profit or the loss. The lower the rate af exchange you
for yauir sterling the larger wîll be your profit or the s.n
wîll be your loss.

The sterling exchange may be bought either be
during, or after the shipment, the precise tixne eM
pendent on the rate of cîchange.
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INSURANCE GOMPANIES

The following- insurance companies have been regis
te do business in Alberta t-

Employers' Liabilit>', the Prudential of Arnerica,
western National of Milwaukee, German Amenican of
York. Metropolitan Life cf New York, Mutual Life of
ada. National Life of Canada, Commercial Union.
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