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Abstract 
 
What does liquidity mean in the context of bank runs? Does it mean flexible goods (that can be 
used for consumption or investment)? Or, does it mean currency? Can additional liquidity be 
provided at reasonable cost? Is the nature of the monetary regime (Gold Standard, fiat money, 
etc.) relevant? If the central bank is an efficient public body, and is required to target inflation 
rate or price level, would it choose to sell a line of credit (LOC) to commercial banks? Or, should 
the central bank be required to fulfill a social obligation and act as the lender of last resort? Is an 
LOC from one bank to another bank different from an LOC that is sold by a bank to a (non-
banking) firm? Given inflation targeting, can other macroeconomic objectives be taken care of? 
What is the rationale for deposit insurance at present? What was it in the past? These are the 
questions that we will attempt to answer. 
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