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INVESTMENTS

It will be convenient to divide into separate
headings the remarks to be made on certain securities and
other matters. This may be prefaced by a brief review.

Just before the outbreak of War, namely on the
29th July, 1914, the value of the Bank's Government and
Other Securities (excluding "Unproductive Securities",
Digcounts and Advances) stood at just over £50 millions -
3/5ths being Government Securities. Apart from Ways and
Means Advances, the first of which was made on the 7th
August and which are dealt with separately, the first
f'inancial assistance given by the Bank to the Government
was on the 22nd August when £12, 150, 000 ‘freasury Bills
appear in Government Securities. This item rose to
nearly £21% millions by the end of August, but there-
after decreased and was extinguished temporarily on the
23rd November. On the following day there is first
seen a figure for 3%% War Loan, of which the Bank had
to take up so large an amount.

On the 20th August, in accordance with the
usual half-yearly practice, certain adjustments were
made in the valuation of the Bank's securities. The
writing down, however, was mostly quite small, except

in the ocase of 23% Consols Stock; between August and
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the end of the year this Stock was reduced from 72% to
62% at a cost of some £1, 900,000.

As soon as the 32% War Loan had been floated and
the Bank found that they had to take up an enormous sub-
scription, it became their policy to dispose of all their
securities other than Government issues, and even of their
pre-War holdings of some of these, in order to conserve
theii resources and be able to place them wholly at the
disposal of the Government., Sales were gradually effected
dguring 1915-1916, by the end of which year pre-War holdings
hed been reduced to a very small figure. Some of these
sales were effected at & lose, others nominally at a profit,
but as large sums hzd been appropriatzsd to depreciation in
these two years, such profits as were realised were only in
the nature of a reduction of 1loss. A few instances may be
given of the considerable writing down of the prices of
securities in the Bank's books.

Among the earlier holdings, Local Iroans Stock
was reduced from 8% to 54.10.10; Metropolitan Water "B"
Stock from 77# to 55; Guarantced Stock from 78 to
54.10. 10 and Stock from 72 to 50. Transvaal Stock,
1953, was reduced from 86% to 63%.3%.2 and the 1958 issue
from 85 to the same figure (Bearer Certificates being

further reduced to 60).
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Among Railwey Stocks, South Eastern Reilway 3%%

Debenture Stock was written down from 85% to 58;; North

Eastern 4% Freference from 98 to 66%, East Indian Railway
Debenture Stock from 81 to 55; and Bengal-~Nagpur

Debenture Stock from 9% to 65. As regards Colonial
Securities, New South Wales 33%1930-50 and wueensland 334
1945 were written dowm from 87 to 70 and New Zealand 3+%
1940 f'rom 89 to 70.

A very great increase in the Bank's investments
took place during 1915, the maximum "Return" date figures
being

Government £71,607,910 (in the last two Returns
of July)

Other £161,525,798 (on the 1l4th July).

These figures exclude Bank Borrowings and
"Depreciation in Other Securities"”. The former stood
at £73,687,650 on the 14th July.

The increase was mainly due to the Bank's
subscrintion to the 3*% War Loan and to.the Excheguer
Bonds issued by tender in March,

By mid-February 1915 the 3%% War Loan stood
at some £205 millions, & sharp risc of £6 millions being
responsible for the transfer on the 17th Februexry to
"Other Securities" of some £6 millions of securities merely

"guaranteed” by the British Government. In the following
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week, the War Loan holding was divided between Government
and Other Securities, £18 millions in the former and £13
millions in the latter, and the guaranteed securities
were reinstated among the Government holdings, with one
exception. This was the "Receiver for the Metropolitan
Police District" (£90,000) which remained thereafter
among Other Securities, and was Jjoined there by the 3%
Debenture Stock in June.

In the Return of the 14th July the cost ef
3%%'War Loan reached its maximum, being £33%,008,955 in
"Government Securities’and £106,725,3%93 in"Other
Securities”. (Nominel total £146,023, 228. )

In the same Return the 4%% War Loan was first
included,

On the 31d August all but £69,000 of the 3%%
War Loan disappeared from the figures, being ocancelled
by the Goveirnment, as explained later. At the same
time, of some £52 millions short-~-dated securities,
about half was transferred to"Government Securitieg”

(being Roumznian, Greek and a part of Russian Govern-

ment Treasury Bills).  On the 26th August appeared

the "Agreed Debt"; early in September the balance. of
the Bank's Consols was converted into 4%% War Loan;
and on the 27th October "Investments o/a Bank

Borrowings" were recorded for the first time.
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In 1916 nothing perhaps calls for comment apart
from matters referred to under the separate headings that
follow. But in view of the large sales and other altera-—
tions made in the Bank's investments ih this and the pre-
vious year and five months, the whole effect of which
changes was now visible, it will be of interest to oompare
the Bank's gecurities (apart from "Discounts", "Advances"
and "Unproductive") as they stood at the end of July 1914

and at the end of the year 1916,

29 July 1914 27 Dec.1916

Government £29,455,126 £75,637, 707
Others £20,581,602 £88,672,775
These totzls were made up as follows -

9 July 1914 27 Dec. 1916

Government
Government Debt £11,015,100 £11,015,100
£2;1g/~% Consolidatad Stock 7,316, 920 Nil
Excheguer Bonds 322,983 4,748
Local Loans £3% Stock 1,094,798 Nil
£2:1§/-% Annuities 368, 323 %

Crown Annuity, by Letters
Patent 9,395

Guaranteed £3% Stock 528, 528 7% 01

s
Guaranteed £2:15/-% Stock 1,499,040 740,531

Carried forward £22,155,087 £11,768,080
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government (contd.) | 29 July 1914 27 Dec, 1916
Brought forward £22,155,087 £11,768,080
Transvaal Stock 1953 & 1958 2,674,058 1,509,009

Turkish Guaranteed £4% Bonds 1,924,461 v.Other Secs.
Egyptian Guaranteed £3% Bonds 1,070, 876 495,722

Greek Guaranteed 2%% Stock
and Bonds 38,500 Nil

Metropolitan Police £3%

Debenture Stock 163,811
v.Other Secs,

Metropolitan Police District,
Receiver for the 93,
Constantinople Quays Company 335,000 335, 000
(to Other Secs.
Feb. 1917)
4%% War Stock 18, 655, 896
Treasury Bills 21,874, 000

Ways and Means Advances 21,000, 000

£29,455, 126 £75, 637,707

Others 29 July 1914

India £3% Stock £49,416
India £3%4% Bonds 17051

Indian Railway Guaranteced
Bonds and Stock 1,423, 855 £532, 724

Colonial Government and
Manicipal Securities *7, %558, 744 174, 9]

Carried forxward £8, 909,072 £707, 699

*Lsrgely Canada and New Zealand.

“Canada only.
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hY

others (contd. ) 29 July 1914 27 Dese. 1916

Brought forward £8, 909, 072 £707,699

Foreign Government and "
Municipa2l Securities *1,180, 709 1,552, 608

Corporate Bodies 3,063,858 679, 556

British Railway Bonds and
Stock 351,562 7,153

Miscellaneous Securities *2,533, 490 77,602
Short-dated Securities 4,081,256 61, 346, 000

Reurchase of Bremises, ;
Branch Banks 264, 959

Purchase of Premises,
Princes Street and 01d Jewry 216, 866

Investments o/a Bank
Borrowings (Tressury Bills) 137,626, 000

American Securities
Special Account i 7,293

Bank Borrowings i 106, 955, 250

Depreciation in Other
Securities 6,361,300

£20,581,602 £88,672,775

*Bgyptian, Turkish, Japanese, Danish, Chinese and Belgian.
*Included £1, 254,353 Turkish 4% Guaranteed.

*Chiefly Metropolitan Water Board, Mersey Docks and New
York Central Railroad
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This comparison shows to how great an extent
the Bank's pre-War securities hsd been recduced &nd how
much larger were the War issues which replaced them.
There is an enormous increase in the totals, the figures
for 1916 being more than 3 times as large as those of
July 1914, even after deduction of some £113 millionrs
of Bank Borrowings, etc.

The process of reducing investments to a few
big holdings of Government Bills and Stocks was continued
during the rest of the War period and by the Spring of
1917 the investments consisted of little else, with the
exception of some £3 millions of Foreign and Colonial
securities. On the 2nd July 1917 the 43% War Loan
holding was converted into 5% War Loan 1929/47. On
this occasion, for the first time, the Bank were not
called upon to subgcribe fresh money to the new issue.

The process of reducing the number of the
Bank's investments while increasing their amount con-
tinued through 1918 end most of 1919. At the end of
October in the latter year National War Bonds mede their
appearance, the holding of 5% War Stock being recduced by
amounts corresponding roughly with the increase in the

new Bonds. At the end of 1919 5% War Loan stood at £8

millions odd and National War Bonds at about £3% millions.
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In June 1920 the respective figures were £6 and £5
millions and at the end of that year they were about
£4, 871,000 and £5, 268, 000. Some Exchequer Bonds were
also acquired during this year.

The following table shows the amount of
hidden resexwve at the end of August, 1921. It will
be seen that after writing up Premises this comes to
the considerable figure of £4, 880, 000. But the amount
contributed by the Bank themselves towards reducing the
book value of the securities, which wags the main factor

rendering possible the formation of such a reserve, was

éver £6% millions, and there would therefore have been

net loss to the Bank of nearly £1% milliors on
realisetion of their investments at the end of the War
period.*
In addition to the securities valued as on
the 31st August there were -
Cost in Books
Government Debt £11,015, 100
Treasury Bills £21,725, 000
544 Treasury Bonds £1,074,856 (acquired during
August 1921)
Corporate Bodies £188, 008
Consta.ntinople Quays £3%35, 000
Co.
Sundries £100
French Government £65, 000, 000
Bills
Premises £400

*This estimate, it will be obeserved, leaves out of the
calculation all intermediate =ales.
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Nominal

Value at

31/8/21

Value in
Bark's Books
31/8/21

Wexr Stock 1929/47

o S

Excheouer Bonds
F%% 1925
5% 1922
1925 {or on 1/2/1922/4
Netionel War Bonds
5% 1927
5% Ser.II 1928
5% Ser. ITT 1928
5% Ser.IV 1929

4% Funding Losn

32% Conversion Stock
Indian Government 7% Stock
Belgian %% Bonds 1914

Liverpoel Stock Exchange
Bulldings %% Mort.Deb,Stock

£5, 000, 000

936, 900
300, 000
2,250, 000

1, 000, 000
400, 000
600, GO0

500, 000 |
|

1,264,053 |

1,000, 000
10, 850, 000
100, 000

375, 000
110, 000

|
|
|
|
|
{

£4, 412, 500

940, 413
299, 812
25+2Bpy;, 625

983, 125
390, 750

585,750
487,500

1,090, 245
710, 625
6,713,437
104, 500
232,500
58, 300

£3, 070, 505

929, 655
300,016

, 328

700, 000
280, 000
420, 000
350, 000
884, 837
605,570

5,213,477

99, 72
150, 000
44,000

£24, 685, 953

£19, 265, 082

£15,279, 960

-TOM Stock Exchange Official List.

Eythe Bank'
Xchange Debenture Stock,
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VALUE 31st August, 1921, say £19, 265, 000
Bank's Books Value say 15,280, 000

Difference &£3,985, 000

Plus Premises Amounts written off
during the Way, say 895, 000

£4,880, 000
But, contributed by Bank: (to nearest £1,000):~

Consols, 4%% War Loan

and 5% War Loan £3, 838, 000
Bxchequer Bonds and

National War Bonds 667,000
Funding Loan and 33%

War Loan 250, 000

34% Conversion Loan 823, 000
National We.r Bonds

converted - . 586,000
Belgian 3% Loan and -

Liverpool Stock Exchange _ 181,000 6,345,000

Difference £1, 465, 000
%39, War Loan

Before the issue of the Loan, which was for
£350, 000, 000, the Benk of England and other Banks agreed
to apply foxr £100, 000, 000, the Bank's share being
£39,498, 200

The public, however, only took up

£91,054, 500, and of the balance a further £113%, 525, 900

had to be subscribed for by the Bark of England, this
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being the only alternative to the damaginsg admission
thet the Loan had been considerably undersubscribed.
The Bank, of course, did not contemplate holding the
Stock for any length of time, and it was orally agreed
between the Governor and the Chancellor thet the Treasury
should "take over" the amount held by the Bank as soon
&8 they were in & position to do so. The a2dditional
Stock taken by the Bank was inecribed in the personzal
names of the Chief Cashier, and Deputy Chief Cashier,
an Advance being made to them for the purpose. This
device was vesorted to in order that the figures should
swell "Other Securities” instes.d of 'Government Securities'
The guestion of the disposal of the Bank's

holéing was apparently not again raised until the

middle of 1915. In the middle of July in that year,

the tote.l holding was £148,77%,228:13; 4 Stock, and on
the 21st July, the Treasury offered to purchase for
cancellation £100, 000,000, payment to be made at the

te of £94:17: 6 per cent., plus accrued interest, and
on the unde:s’stending that the arrangement should be
without prejudice to the terms of any final settlement.
The Bank agreed to this purchase, which was effected on

the date mentioned.
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One of the complications in arriving at a
settlement was that the Bank, with the approval of the
Treasury, had delayed meking payment of some of the
earlier instalments. In respect of these, therefowe,
the Treasury were entitied to claim interest. The
Treasury asked the Bank to formulate their own proposals
for the terms under which they were to be relieved of
the bz.lance of the War Loan. It was the Governor's
inpression that the Treasury would naturally take over
the Stock at its issue price and pay the full interest
rate of %%%. The Treasury, however, submitted other
suggestions, under which less favourab le terms would
have been granted, arguments being put forward by the
Chancellor, Mr.McKenna, to the effect that if the Bank
had not been burdened with the Loan, the Exchequer

would have had to borrow from the Bank sums approximately

ual to those actually rceceived on account of the 3%%

War Lozn, less the excess of the ExXxchequer balances over
say, £20, 000, 000, after the middle of Merch, 1915. This
excess had been considexgble, and it ha.d earned no interest.
It was finally arranged, on the 3%1'd August, 1015,
that the Bank's holding should be surrendered for a sum
representing its actual cost to the Bank, and that as

interest there should be pzid an amount (£1,626,13%5;14:10)

Bank of England Archive (M




THE BANK OF ENGQLAND, 19141821,

CHAPTRR II

"GOVIRNMBHT SECURITIES" AXD "OTHRL SECURITIES"

eguivalent to 3% ner annum upon the cost az vaid. The
Stock was taken over and cancelled under Section 1 (5)
of the War Loan Act, 1915,

There remained undealt with £69,000 33% War
Loan, purchased between 20th and 26th July, 1915, by
arrangement with the Chancellor of the Exchecuer, to
support the mrket, This had inadvertently been left
out of' the settlement. It was arranged, in August,
that this should be acguired by the National Debt
Commissioners at cost nrice, interest being psid at 3%.

¥With the excewntion of £5,000 Bondr held
between April and August, 1916, the Governor and
Commany e.cguired no nore %%% War Loan until 1920.
Between dune and November of that year, because of
the default of some of the wersons to whom the swecial
Advance:s: had been made, they received Stock to the
nominal total of £1,264,052:12: 8. This was still
held at the end of August, 1921. It was written

down to 75 in August, 1920, and to 70 in February, 1921.

2% Exchecuer Bonds 1915-1920

When these Bonds were offered to nmublic tender
in March, 1915, the Bank were forced to take up no less

than £37,856, 300, in order to render it possible to
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reject all tenders based on a 4% or higher rate. The

holding wes taken up at the average price of the allot-
ment, viz. £95:17: 1.2%. It was however reduced within

a few weeks to £18, 340,300 chiefly by sales to the Currency
Note Redemption Acccunt, the Nationsl Debt Commissioners
and the India Office. Under Treasury Minutes of the 4th,
6th and lith August, 1915, the Gecvernment took over this
balance at cost, paying also interest at 3% on its cost

to the Bank.

American Securities "Special Account”

By July 1915 the Government had realised that
it would be necessary to increase their resources in
America by the purchase and remittance of American
securities. A beginning was ma.de through the Bank of
Erngland on the 22nd July, the Bonds and Shares so
acouired being at first held among the Governor and
Company's securities until taken over by the Treasury,
The total cost of the securities so acquired and held
was under £3,400,000 and the maximum figure at any one
time outstanding in the Benk's books was £922,856 (on
the 27th July 1915). As the needs of the Government

for dollars increased, it became impossible for the
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Bank to hold themselves the large purchases which became

necessary, and the Government paid for the securities as

they were acdquired. The total purchased prior to the
formtion of the American Dollar Securities Committee
was $233, 000,000 (nominal).

On account of the delay in executing various
contracts, the Bank's American Securities "Special”
Account, though reduced to a balance of about £10, 000
after Jamiary 1916, was not finally closed until the
28th June 1917,

Short-dated Securities
(other than British Goverment Securities)

Just before the outbreak of War, these amounted
to a little over £4, 000,000, of which the largest single
holding, £1,150,000, was in Sterling Bills of New York
City. There were some twelve other holdings.

By the middle of November the total had dwindled
to about £1, 000,000 and a week or so later appeared & new

holding of foreign Government Treasury Bills,* in the

*The Bank had previcusly held Foreign Government Treasury
Bills, e.g. Belgian Government Bills (1912 to November
1914), Italian Government Bills (January 1914 to March
1915) and Japanese Government Bills in 1913.
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shape of £3,000, 000 Russian Bills. These rapidly in-
creased in amount and in the (Bank Return) figures of
the 25th August, short-dated securities reached their
maximum for 1915, made up as follows:-

Russian Bills £60,579, 000

French Bills 245,000

Roumanian Bills 5, 000, 000

Greek Bilils 495, 000

Italian Bills 9,480,000

Victoria (B.C.) 40,000
Bills

Of these items the Roumanian and the Greek,
together with £20, 000,000 of the Russian Bills, had been
included in Government Securities since the 4th August,
in anticipation, perhaps, of their being taken over by
the Treasury. The amount of the Russian Bills of which
the Government relieved the Bank under the "Agreed Debt"
arrangement vas in fact much more than £20,000,000; it
was £56,509, 000.

The Italian Bills first appeared at the end of
July and rose to £43,360,000 by February 1916: at the

end of which month Short-Dated Securities reached theilr
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maximum for the War period, viz. £78,746,000. This total
was made up almost excilusively of Italian and Russian
Bills. From mid-April, however, there were no Italian
Bills; the securities consisted exciusively of French
and Russian Treasury Bills, the latter being a small
figure thenceforward, as the Treasury had taken over a
further £24, 830,000 in March and early in April.

The Bills held in mid-April were only some
£2,000,000 altogether. The French Bills then in-
creased steadily, until May 1917 when they e&mounted to
the full £72,000,000 permitted under the "Exchange"
Agreement between the Bank of France and the Bank of
England (vide Chapter IV). Russian Bills were then
£1, 409, 000. No further change took place till the
end of February 1918 when the Russian Bills were taken
over by H.M. Treasury. The £72,000,000 French Bills
were reduced to £6%, 000,000 in January 1919 and were
unchanged at that figure on the 31ist August 1921.

Whereas the Bills of the other Governments
were for the most psrt discounted by the Bank pending
the ability of the Treasury to do so themselves, the
French Bills were on a rather different footing.

They were discounted under the agreement of the 25th

April 1916 (modified in the following August) between
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the Bank of England and the Bank of France, and the
Bills discounted remz.ined in the hands of the Bank, who

&lso received the full discount.

'Phe Agreed Debt”*

During the first year of the War the Bank had
incurred various foreign obligations on behalf of the
Govermment, chiefly on pre-moratorium Bills and in ad-
vances to foreign Governments. At the beginning of
August 1915, a settlement having been arrived at in
respect of the 33# War Loes.n taken up by the Bank, and
the Excheguer Balances standing at over £100,000,000, the
Bank considered the opportunity to be favourable to a
further liguidation of the Government's indebtedness to
them. They therefore approached the Treasury on the
subject, and on the 13th August, received the latter's
proposals. These were -

(1) that the BExchequer should pay to the Bank the
outstanding capital of each advance as on the
date of taking over, plus accrued interest as
from the date of the advance at the rate which
it had been agreed that the Bank sheuld retain,
less the amounts payable by the Bank to the
Excheguer under those agreements in respect of
interest already received.

(2) that as from the date of transfer, the Bank should
account to the Excheguer for all receipts in res-
pect of both interest and repayments, the Bank to
receive such remneration for its services as
might be arranged.

*Vide also Chapter. IV: Allies' Borrowings.
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Where advances had been made by way of discounting
Bills, it was suggested these should be re-discounted
for the Excheguer at the original rates, the Bank to
account for any excess of the discount beyond the
expired period over the amount they were entitled to
retain.

On the 18th August, the total amount of the
debt stood at £109,605, 040:12: 8. This sum was made
up as follows: -

Amounts advanced to Foreign
Governments £69, 675,284 2:

Advances on Pre~Moratorium Bills %28, 596, 189:1e:
Advances on Post~Moratorium Bills 32,047: -
Discounted Bills unpaid (H.0.) 75,771:14:
Discounted Bills unpaid (Branches) 2.498:12:

Advances under Treasury Scheme (S/E) 197,28%:10:

%ths of Interest on Pre- and Post-
Moratorium Bills £1,021,953: 2:11

Liess transferred
to Capitelised

Interest _.794,687:17: 7 207 265, 1B

Capitalised Interest on Advances on
Pre- and Post-Moratorium Bills 794,687:17:

Interest on Discounted Bills
unpeid (H.O.)

Interest on Discounted Bills
unpaid (Branches)

Interest on Advances under
Treasury Scheme (S/E)
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The first item was oomposed of £56, 509, 000

Rusesian, £6, 640,000 Italian, £5, 000,000 Roumanian and

£490, 000 Greek Treasury Bills, with interest aocrued.

The first instalment of the repayment of the
debt, £20,000,000, was issued to the Bank of Ingland on
the 18th August, and it was arranged that further amounts
of £10,000,000 should be paid off weekly, so far as prac-
ticable, but that the whole debt should be discharged not
later than the 20th October.,

An item representing so much of the debt as
we,s then outstanding appeared for the first time in the
Benk's investments, under the title of "Agreed Debt’ on
the 26th August, £25,490,000 being allotted to "Govern-
ment Securities" and £51,574,043%:15:11 to "Other
Securities”.

The whole of the Agreed Debt was discharged
as arranged by the 20th October. The Bank, however,
continued for some time to mrke further advances in the
form of discounting foreign Treasury Bills, and from
time to time the Government took over the holdings so

acguired,
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Treasury Bills were of course largely held by
the Bank during the War, but until the Spring of 1917
comparatively small amounts only were entered under that
heading or even among"Government Securities’ The bulk
was kept under the title "Investments o/a Bank Borrowings"
and among “"Other Securities". In so far as Investments
o/a Bank Borrowings bore close relationship to the amount
of Bank Borrowings, there would of course have been no
reason why both should not have anpeared under "Government
Securities”; but in point of fect the amount of such
investments was often many millions in excess of the Bank
Borrowings' total; hence it was considered necessary to
exclude these investments f'rom"Government Securities"

The Investment Account was opened on the 27th
October 1915 with £4 millions of' 1 and 3 months' Treasury
Bills. Subsequently 6, 9 and 12 months' Bills were also
held (but no other security).

During 1915 the total of the Treasury Bills in
the Investment Account was less than the amount of' Bank
Borrowings, with the exception of' one or two occasions
in December, The maximum was reached on the 22nd
December when the Investment Account stood at £57,621,000,

Bank Borrowings being £56, 686, 700.

Bank of Englan
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At the beginning of Jamary 1916 the Investment
Account margin over Bank Borrowings increased to more than
£6, 000,000, but soon afterwards, and during Februery and
Ma.rch the Bills rapidly decreased and became very much
less in emount than the Borrowings. The minimum Invest-
ment figure was reached on the 8th March when only
£504,000 Treasury Bills were held, although Bank
Borrowings were nearly £32 millions. In April, however,
the Bills were nearly twice the amount of the Bank
Borrowings and thereafter exceeded Bank Borrowings until
the end of the year by amounts varying from £10 to £37
millions. On the 27th December the Treasury Bills were
£1%27,626,000 (m2ximum for the whole period) while Bank
Borrowings were nearly £107 millions.

Soon after the beginning of 1917 Treasury

Bills fell below Bank Borrowings and did not again
exceed them. On the 21st February the Investment
Account was closed and Treasury Bills, £97, 301, 000,
appeared in Government SecuritieS, an addition to the

Bank Borrowings deducted therefrom being made to

mitigate the effect on the published figures.

From this time Treasury Bills were held almost
continuously, but in moderete amounts. In 1917, indeed,

their total did not exceed £16 millions. In 1918 the
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figure had risen by April po over £100 millions, round

about which figure it remzined to the end of the year.

In 1919 smll eamounts were held, the total having dropped
to under £15,000,000 by July. (In thet month Ways and
Meens Advances reached £646, 000,000, though off-set to
the extent of £527,000,000 by Bank Borrowings.) At the
end of 1919 about £362 millions was held, which was the
maximum since Merch. In 1920 the total varied between
£10 and £40 millions until the beginning of August, when
it rose a little for a short period and afterwards de-
clined, the mximum in the later months being about £25%
millions. Throughout 1921 Treasury Bills remmined under

£40 millions and on the 31st August were £21, 725,000,

One Month Bills

These were not issued to the Public. Some
were held by the Bank in"Government Securities” between
November 1915 gnd April 1916 - maximum £14 millions.
Isrge amounts were included in the Investment Account
o/a Bank Borrowings between October 1915 end October
1916, the maximum so held being £66% millions at the

end of June 1916,
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Government Securities among "Other Securities"

For considerable periods during the War years,
the distinction between Government Securities and Other
Seourities was partly oblitersted in the Bank's books.
The reason for this was the expediency of disguising on
occesion the fact that the Bank of England had been
obliged to take up large holdings of Government
Securities.

As regards the various adjustments, Lord

Cunliffe wrote to the Chancellor on the 2lst February

1918 as follows -~

"I hesve, as you Know, in connection with the
"yvearly return to Parliament, been looking into the Bank's
"investments during the War in Government Securities and
"I have some doubt whether our large subscriptions to the
“23% War Loan and the 3% Exchequer Bonds were not 'ultre
"vires'. They were, however, most necessaiy in the
“public interest at the time, and so was their inclusion
"among our 'Other Securities’'. With regard to -the latter
"point Mr. Lloyd George, who was then Chancellor of the
"Excheguer, actually promised me & letter of indemnity,
"put the letter was afterwards found unsigned on the desk
“of Mr.Hamilton, then as now Secretary to the Chancellor.

"Mr. Lloyd George will I am sure remember the circumstances,

Bank of Englan
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"and I should be very much obliged if, before I vacate
"the Governorship on the 26th of next month, you would
"let me have a line undertaking to apply to Parliament,
"if recuested, for an indemnity both for the Bank's pur-
"chases of those investments and for the inclusion of
"these and certain large lines of Treasury Bills among
“their 'Other Securities'.™

A satisfactory assurancewas received from

Mr.Bonar Law, the then Chancelloy, dated the 12th Merch

1918 (vide C.C.P.File 710 - 121).

"Depreciation in Other Securities"
or
st Depreciation

"Reserve again 3

The titles of this account are somewhat mis-
leading, since the sums transferred thereto were neither
applied, nor intended to be awvplied, to the writing down
of the value at which the Bank's securities stood in their
books. The object of the account was two-fold; it was
partly used to reduce the published figures of the Benk's

"Other Securities'’! and was partly of advantage in with-
drawing from Other Deposits a portion of the Bank's hidden
reserves, thereby rsising to some slight extent the figure

of the Proportion,
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The account was opened on the 12th March 1915

with £513,589: 6: 8. Of this sum £178,568:1%: 6 was

tranceferred from "Suspense Account, Llanelly Harbour
Trust” (to be held against any loss in connection with
Advances made to the Trust) and the balance from
"Unappropriated Profits”. Additions and subtractions
were wsde to and from the account as and when resuired;
the account, however, was always closed at the end of
the Bank's half—year (that date not usually coinciding
with the date of the published Return).

The maximum figure reached was £7,418,308:10:8
on the 6th Merch 1918,

By August 1919 the necessity of adjusting the
Bank's Returns in this manner wes presumsbly considered
to be no longer existent, for on the 23%rd August the
account was finally closed.

At each half—yee.r the money had been transferred
to "Una.ppropriated Profits"”, or to the same fund under
its later title of "Suspense Account, No. 1", & change

made by Order of Court deted the 24th October 1917,
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4%% and 5% War Loans

Although about £600 millions of new money were
obtained by thilis Loan, the figure included £183 millions
subscribed by the Baenls, of which the Bank of England
took £14, 000, 000.

After selling some rights and a small emount
of Stock the holding was increased by £6,634,869: 1:10
by the conversion of the Bank's Consols. The totsl
was then written down to 97 at the end of August 1915,
to 96 in February 1916 and to 90 in the following
August.,

On the 2nd July 1917 the holding,  Ifncreased
to £20,928,772:17: 5 by two or three transactions, was

converted into £22, 030, 149:10:10 5% War Stock 1929/47.

i

5% Loan

This holding was written down to 80 in August
1917. An addition of £7,749:19: 6 was made in February

1918, but from October 1918 to June 1921 sales took place

at prices ranging from 85 to 96{% reducing the balance

held at the end of August 1921 to £5,000, 000. In June
1921 £813%, 375 the difference between the sum realised by

a sale at 88 of £3%,000,000 Stock to the Currency Note
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Redemption Account and its value at £60:17; G the price
at whioh, owing to profitable sales, 5% War Stock then
stood in the Bank's bools, was transferred to reduce
the cost of £4,500,000 33% Conversion Stock purchased
on the same day. Yet the balance of the 5% War Stock

stood at under 61% after this transaction.

National War Bonds and Conversion Loan

From October 191§ onwards, the Bank acquired

£6, 500,000 National War Bonds of various maturities, of

which £3, 600,000 were converted in May 1621 into

£6,301,500 3%% Conversion Loan 1G61. In February nearly

£4G3%,500 had been applied to writing down National War
Bonds from SO to 70.

The Conversion Loan was increased from time to

time and by the end of August 1G21 amounted to £10, 850, 000.

Branches

Before the War, the Branch Bank Premises had
been allowed to stand at a substantial figure, which was

being reduced at the rate of £10/15,000 a year. The
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amount in July 1914 stood at £264,959. Before the end

of Merch 1915 the whole of this was written off.

Princes Street and 0ld Jewry

Similarly the Princes Street and 01ld Jewry
Premises, standing at £225,186 before the Wer, were

written down to nothing by May 1915.

"Premises - Freehold and Leasehold"

On the 24th August 1920 £100 was taken for all
the Bank's Premises at thet time existing. Hence, not
only were the Branches and Princes Street and 0ld Jewry
Premises given a nominal valuation, but alsc, for the

first time, the Head Office was included.

Bankers' Clearing House*

At the end of 1920, the Clearing House succeeded
in purchasing additional premises which he.d long been
needed. These premises were 8%, 84 and 85 King Williem
Serecet. The House had been a Limited Company since 1895,
and its capital was held by the Clearing Banks: the Bank
of Engla.nd had never held Shares. On this occasion the
Banksdecided to subscribe the £300,000 reguired without
mking a fresh cepitel issue. The Bank of England, by

their own wish, participated, subscribing £25, 000. The

¥*Information obtained in part from Mr.Salt of the Clearing
House.
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"big five" each paid £50,000, and ten Banks in all

shared in the subscription. (No dividends are to be

paid on these holdings.) The Bank's holding was

written down to £100 in February 1921,

Finsbury Offices

The acguisition of the Finsbury Offices led
to the appearsnce among "Other Securities", on the 26th
January 1921, of £50,000 Shares and £225,000 7% Debentures
of the Finsbury Offices, Limited, The Debentures were
payable on demand a&s from the 30th June, 1922, Further
additions to the Debentures were made and at the end of
August, 1921, the holding amounted to £330, 000. EBach of
these holdings was at once written down to £100.

The idee. in forming the Company was to make the

investment take a form perhaps more easily marketable

eventually than might otherwise heve been the case.

Turkish Guaranteed 4% Bonds &

At the beginning of the War the Bank held
£1, 943,900 of the Turkish Bonds.
In April 1915 on the Public Trustee asking that

some arrangement should be made whereby the balance of his

Bank of England A
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Trading with the Enemy Account might earn some interest,
the Governor consented to these funds being invested
temporarily in Turkish Guaranteed 4% Bonds. £460,000
of the Bonds altogether were thus sold to the Public
Trustee at the nominal price of 100; the balance of
the holding being transferred to "Other Securities" in
May.

The errengement was extended to include the
purchase et 87% of £182,857: 3: — 3%% London County
Stock, and of £694,805: 4: - 3% Stock at 77. On the
10th August the total sum so invested, £1,155, 000, was
refunded. Interest accrued and was paid to the Public
Trustee at 3% on the money actually invested. The
Bank resumed possession of thelir securities and the
funds at the disposal of the Treding with the Enemy

Account were invested in Treasury Bills, (obtainable

from the 9th August at the fixed rate of 4%%).

The Turkish Bonds were written down to 80 in
E
3"

During 1916 e few were sold and a verying pert of the

August 1915 and in the following February to 66

security was held among "Government Securities” in July
and August, In August 1917 they were written down to
60 and during 1917-18 were disposed of at prices varying

from 72% to 80.
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The London County Stocks were also gradually
sold, the last sales taking place at the end of 1916

and the beginning of 1917.

Securities held in the Issue Dep2rtment

Government Debt £11,015, 100
Other Securities _ 7,434, 900

£18, 450, 000

The Other Securities were mede up from time
to time of Consols, 3%3% War Loen, 4+% Wer Loan, 5% Wer

Loan, a pert of the Coleonial Guaranteed Stock, and

Treasury Bills.

Bank of England Archive (M



THE BANK OF ENGLAND, 19141921,

CHAPTER II

"GOVERNMENT SECURITIES"™ AND "CTHER SECURITIES"

BANK BORROWINGS.

Prior to the War, the Bank of England lent
money to the market through Messrs.Mullens, Marshall &
Co., on behalf of Customers, but the practice was dis-
continued after the outbreak of the War, Instead,
the Bank borrowed the money themselves for periods of
three days up to one month, a distinction being made,

in regard to period and rate, in favour of Customers

who kept a 'sole'! account with the Bank.

Starting from February 1915, money was taken
in from the India Office and shortly afterwards from
Messrs. Baring Bros. & Co., Ltd.; in the latter case the
money arose chiefly from funds of the Russian Govern-
ment obtained from the British Treasury by discounting
Russian Government Treasury Bills, the money being
temporarily employed in this manner. Further, in
connection with an arrangement carried out by the Bank
of England for the support of the American Exchange,
large sums of money were received during the first half
of the year 1915 in respect of sterling purchased in
New York. In order to effect these purchases, dollars
were borrowed in New York and the sterling realised in
London was included in the total of "Money borrowed".
On the liguidation of the dollar loan in the second
half of the year, the sterling was repaid from "Money
"porrowed" and used either to meet exchange sold in New
York or to pay for gold sent from London or Canada to
New York,

In March 1915 and onwards, owing to the
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superabundance of money and the lowness of rates,
money was also borrowed from the Clearing Bankers;
from this cause and from the causes mentioned in the
preceding paragraph the total of the money borrowed
reached a figure of about £/4 millions in June 1915,
falling at the end of the month to £57 millions in
connection with heavy withdrawals by the Clearing
Bankers for balance sheet purposes. After the turn
of the month the figures rose again. reaching £/7
millions in the middle of July, when £/0 millions was
withdrawn in a fortnight (£54 millions in one day) in
connection with the first payments on the 43% Wax
Loan 1925/45. From that time until @ctober, the
borrowings did not exceed £1/ millions outstanding on
any day, but towards the end of @ctober the figures
increased rapidly as, shortly before the final payment
on the 43% War Loan. it was decided to extend the
facilities, hitherto almost exclusively granted to
Clearing Bankers, to United Kingdom, Indian and
Colonial Bankers, and also to certain other Bankers
not coming within these categories if specially

approved in each case by the Governor.#*

*The following letter from the Commonwealth Bank of
Australia throws some light on the reasons for this
extension: -
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The periods for which money was borrowed

from Bankers varied from "call" to one month, a oertain

amount being borrowed exceptionally at one period for

three months. While daily sales of Treasury Bills at i

COMMCNWEALTH BANK OF AUSTRALIA,
36-38 New Broad Street,
London, E.C.

27th August, 1915.

The Rt.Hon.Lord Cunliffe,
Governor., Bank of England, E.C.

My Loxrd,

As one of' the representatives of the Colonial
Banks who attended the meeting you were good enough to
hold on Tuesday 24th instant, for the purpose of' placing
bef'ore them the reasons f'or maintaining the rate for
Short Loans to the Market at 4%%, I beg to place before
you the following considerations.

The meeting, I need hardly say, fully appre~
ciated the grounds, so far as regards public policy and
otherwise, f'or maintaining the money rate in London as
stated by your Lordship, but from our own experience i
since Tuesday, I regret to have to say, that it will |
hardly be practicable for us to keep our money in the :
Market if the 44% rate is insisted upon. The Money
Market, I need hardly remind your Lordship, is highly
organised and comprises some of' the shrewdest and most :
experienced men in London who are acting individually 5
and through their Committee in complete concert. he '
Colonial Banks, on the other hand, are so many isolated
units, each acting separately, without any attempt at
co-ordination, and in consequence, any independent action
that may be taken by any bank, could not prevail against
the united will of' the Discount Market as regards Rates.

From our own experience we find that by §
charging the 4%% rate some of the Discount Houses, though }
entirely friendly, tell us that they regret they are i
unable to use our money at 44% and in three instances, )
yesterday, repaid our loans, other Houses doing likewise
to-day. To enable them to break through the arrangement,
they apparently single out a series of' Colonial Banks,
whose loan moneys they returm and leave on their hands,
and they are in a position to do this largely because
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the rate paid to the

fixed rates were being made,

Clearing Bankers for money at three days' notice was 3%

below the selling rate for three months' Treasury Bills,

they can, even outside the American Banks, get all they
require fyom the Clearing Banks at 43% or from the Bank
of England at 4% against the old War Loan.

The present basis, therefore, does not appear
sufficiently substantial to enable us to adhere to the
4%% rate unless some means can be provided for using our
noneys even at a less rate. It suggests itself, that !
perhaps the Bank of England would consider accepting %
deposits from week to week at 4%% or even 4% from the g
Colonial Banks, the Bank emplo¥ing the money themselves ,
in Treasury Bills, which, at 43% would give them a B
margin of profit. If you could see your way to W}
recommend this course, it would protect any individual %
Bank whose moneys would be returned by the Market merely
for the purpose of breaking through the arrangement,
while, at the same time, the aggregate amount from the
point of view of the Bank of England or the Government
would hardly be likely to reach any inconvenient figure,
as the Money Maxrket would not have the power te pay off
the loans to any indefinite extent. We should be
pleased to co-eperate, as far as possible, but in view
of the further repayments which the Market indicate to

us will be made if our rate is maintained at 43% we shall
be glad to know, at your early convenience, whether any
funds so returned to us, could be taken by the Bank of
England at 43% or even 4% from week to week or if any #
other similar method of meeting the united action of the
Discount Market can be adopted.

I am, ny Lord,

Yours obediently,

(Sgd. ) C.A.B.Campion

Managerxr.
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except for a period of about five months when a

difference of 4% was made. The terms offered to

Clearing Bankers were more advantageous than those

allowed to other Bankers. For instance, during a

period of about a year after the arrangement was

first made, money was accepted from Clearing Bankers

subject to three days' notice of withdrawal, but

money was not received from other Bankers for a

and when, in January

shorter period than one month,

1917,

money at three days' notice a difference of #% in

the other Bankers were permitted to deposit

favour of the Clearing Bankers was made in the rate

and this difference was maintained throughout the

period in respect of which the arrangement was in

force. The money obtained by the Bank was invested J

in Treasury Bills or lent to the Government in the

form of Ways & Means Advances,; 1in settling, from

time to time, the rate of interest to be charged on

Ways & Means Advances, the chief consideration

influencing the decision was the rate paid by the

Bank of England to the Clearing Bankers, and interest

on Ways & Means Advances (except for the portion of

the Advances to which the two special rates, to which

reference is made later, applied) was usually charged

at #% above the latter rate. Another rate directly i

affected was the rate of interest allowed on deposits

by the Clearing Bankers and, except for a period of

about 15 months in 1916/1917, the rate which they

quoted was the same as that allowed to them by the
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Bank of England on deposits of money‘other than
foreign money.
In December 1915 the total borrowingsreached
£57 millions falling to £39 millions at the end of the
month on account of the usual withdrawals for "window i 3
"dressing". The rates of interest allowed to Clearing
Bankers in 1915 ranged from 1% in March to 43% in
October. i
In 1916 the borrowings varied from a minimum
of £28 millions to a maximum of £107 millions, the %
latter figure being reached in December. The rate of 3

interest was reduced in March to 4%, raised to 43%%

again in June and to 5% in July. i %
In 1917 daily sales of Treasury Bills were {H E
suspended at the beginning of January preparatory to % %

the issue of the 5% War Loan and the borrowings reached %
a maximum figure for the year of £244 millions at the %E 7
end of the month, from which date the total fell 13
rapidly to about £40 millions in March, rising to over
£100 millions in April and remaining round about that ¥
figure until November except for the usual heavy drop g
at the end of June. The rate of interest was reduced s
to 43% in February, 4% in June and 3%% in December. i
In regard to the general policy to be pursued
by the Bank in connection with borrowings, the follow- il
ing Resolution was passed by the Committee of Treasury iy
on the 23rd March 1917 - L3
l. "That no money be borrowed from any Bank or

"Customer who does not keep and maintain an
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"ample and adequate balance.
2 "That special care be taken that the practice
"of paying interest on borrowings be not used
"to compete with the Bankers, and it should
"be kept well in view that the main object of
"the Bank in adopting the system of borrowing
"at interest is to keep control of the Money
"Market. ™
The Committee also approved the Governor's
pelicy.in: the pastiand his suggestion that it should-be
continued unchanged in future in lieu of adopting once
mere the former practice of lending customers money on
the Market, which he considered in many ways objectionable.
In November 1917 it was decided, in order td
prevent the withdrawal of foreign balances with the
consequent further depreciation ‘in the Exchanges. to
allow a special rate of interest for foreign money.
This course had been advocated in various quarters¥* for
some time past and the very serious falls which
occurred during the year in the exchanges, particularly
during @ctobexr., 1led to the adoption of it, although
fears were expressed as to the practicability of the

scheme. Questions arose in certain cases as to the

interpretation of the term "foreign money", but the

¥Particularly by the Chancellor of the Exchequer,
vide Committee of Treasury Minutes 5.12.17.
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decision rested with the Bank of England, and in prac-

tice it was found that these special cases could be

settled without much difficulty. ¥ Money was received

in multiples of £25,00C0 from any approved Bank, Firm or

'Compaﬁy having an account with the Bank of England.

“Foreign money" was defined as money held by a Bank or

Firm in this Country for a foreign (non-British Empire)

client* or for a foreign (non-British Empire) Bank or

Firm not having an office in the United Kingdom; it iifz

did not include money held for a foreign Branch of the

Bank or PFirm by whom the money was lent to the Bank.

The noney had moreover to be at the free disposal of a

foreign client having full power to withdraw it fron

the United Kingdom at any time, to which effect the

depositing Banker was reduired to sign a declaration.

The rate of interest allowed was 43% for money at

*On the other hand, the Governor had resisted the .
innovation fearing that it might be impossible to
exclude what would be in reality home funds, even if
the concession were confined (as it was at first) to
the Clearing Banks, and that the danger might increase
as time went on. As from the 2nd January 1918 the
scheme was broadened to include any approved Bank,

Firm or Company having an account with the Bank of
England. A differential rate was regarded with dis-
favour by the Comnmittee on Currency & Foreign Exchanges.
vide Interim Report, Section 19.

*Whose name had to be disclosed.

=

R

=
e

Bank of England Archive (M7/156)



THE BANK OF ENQLAND, 1814—1921,

CHAPTER II

"GOVERNMENT SECURITIES" AND “OTHER SECURITIES"

BANK BCRRCWINGS

three days' notice. * Very large sums of foreign

money were borrowed in this manner, the maximum

figure during the year 1918 being £166 millions and

during the year 1919 £172 millions.

In January 1918 when the rate of interest

on Ways & Means Advances was reduced from 43% to 4%

an agreement was made with the Treasury to cover the

period during which the special rate for foreign

money was in force, under which interest on Ways &

Means Advances was charged each month at 44% in

respect of a sum equal to the average of the daily

total of foreign money borrowed during that month;

so that in effect the foreign money was borrowed for

account of the Treasury.

In February 1918 the ordinary rate for

Ways & Means Advances was reduced to 3%%. at which

figure it remained practically throughout the exist-

ence of the special foreign money rate, with the

result that the Treasury paid an extra 1% for that

part of' the Ways and Means Advances which was

represented by foreign money.

Including foreign money, the total of the

borrowings reached £1%6 millions in December 1917,

£208 millions in April 1918, £268 millions in June

*On the 1lst May 1915 the Governor suggested to the
Comnmittee of Treasury that the notice should be
extended to seven days, but the proposal was not
approved.
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and £262 millions in December 1918. The rate of

interest for ordinary money was reduced from 33% to

3% in February, at which rate it remained until the

arrangement for receiving money was withdrawn in

Aygust 1919.
'In October 1918 the United States Govern-

ment opened an account at the Bank of England in the

name of the Treasuvrer of the United States, with

the accounts being fed

several subsidiary accounts,

partly by the British Treasury against equivalent

dollar sums credited in America by the United States

Government to the British Treasury and partly by the

sale of War Stores, &c. It was agreed that the

balances on the accounts from day to day should be

borrowed at 23% by the Bank of England. Interest

was charged each month to the British Treasury at

2%% on a total of Ways & Means Advances equivalent

to the average of the money borrowed on these

R

e

accounts.

o Lt
=

-

In Januaxry 1919 the Bank withdrew. in the

case of French, Belgian and Italian deposits, the

special rate of 4%% allowed for loans of foreign

e ST RS

o a® PR I

money, the exchanges of these Countries being in

favour of London¥#

The borrowings after falling below £200

millions in PFebruary rose above £250 millions early

in June, when the daily issues of Treasury Bills

*The Bankers are said te have thereupon offered '
themselves 3% -~ 4% on these deposits. :
(Bankers' Magazine, July & November 1919) -
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were suspended in anticipation of the issue of the

Punding and Victory Loans, and a very rapid increase

in the total borrowings took place to £464 millions,

only temporarily checked by withdrawals at the end of

the month;

a maximum of £579 millions was reached on

12th July, after which date a rapid fall took place

owing to the resumption of the daily sales of Treasury

Bills and to notice being given of the discontinuance

of interest on ordinary money received from Bankers.

The last of the ordinary money was withdrawn by the

Banks on 18th August 1919/’ At the same time the Bank
/

" of England ceased employing their Customers' money in

this manner. Instead, the method of investing the

money in three months' Treasury Bills was adopted, the

Customers being allowed the Treasury Bill rate, less a

commission payable to the Bank for agreeing to take

over the Bills and to repay the money at the close of

any period of 14 days.

In October it was decided that the necessity

for continuing a special rate for foreign money no

longer existed and notice was given to terminate the

At the same time the rate for three

arrangement.

months' Treasury Bills was raised from %%% to 43%.

By the 18th October the foreign money had been with-

drawn and from this time the borrowings were reduced to
quite small figures, being confined to the balances on

the accounts of the United States Treasurer, to which

reference has been made previously. These accounts

were closed on 3lst December 1920 and borrowings by the

Srrwe——m
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Bank ceased simultaneously.

Bank Borrowings were deducted from Govern-
ment Securities or partly from Government Securities
and partly from Other Securitieg and their effect was
thereby concealed to a great extent in the Return.
Comments on this system of book-keeping are to be
found in the Report of the Committee on the Bank Act
of 1844,

'
ik
)
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BANK BORRCWINGS RATES DEPCSIT RATES
Bank| T.B. fixed Clg. Discount
Rate Clearing Bankers U.K & Col. [Bankers| Houses
12% | 3 dys. |1 mth.| Por™|3 dys.l mthi Call|Notice
1914
Aug. 8 5 %% 4 4%
27 3% | 3% i
N i)
Sept. 4 3 3 3% ;}
i
L 2% 2k |- 223l
it
cet. 9 2 2 2z 1IN
Borrowings began Feb. 1915 from ;
1915 India Office,Barings &c.& in i
Feb. 4 March from Clg.Banks. The rates 1% 1%
were
Apll. 8 March 4 1% 2 23
= Apl. 6 2
14 33 3 July 22 3
Sept. 2 3%
May 8 3% ||lall at 7 days call.
July 22 3 3% | 3%
Aug. 9 3 43 4%
Sept. 2 3%
Oct. 27 4% 5 4% 4%
Nov. 12 o) D,
23 4%
29 4 4%
1916
Mch. 24 43 5 4 4
June 16 5 5 4% 4%
July 13| 6 5 5 4 4% | 4%
14 5% 6
| Sepi-2f 5% 5%

*But few issued after 1916.

tCountry, Scotch, Indian, Canadian, Australian &c. having

certain others if approved by Governor.

Drawing A/cs. and
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Rate

T,B. fixed
rates

BANK BORRCWINGS RATES

DEPOSIT RATES

Clearing Bankers

J. K.& Col.

Clg.

Bankers'

Discount
Houses

2 13 |6

912

% dys.

1 mth.

Por!

3 dys

1 mth.

Call

Notice

4

4

»
2

18

19

Fleb .

I

26

Apl. 5

June 20

July 4

12

Nov.

Dec. 28

1918
Jan. 2

=

o=

of-

(&
hjea

reb.

15

‘N
o=
N
=

W | W

W | b
o=

N
=

W
o

W W W

W

June K
1919
Jan. 8
June 1

July 15

23

Jan. 8

Foreign Money
No rate for French

Belgian, Italian

Bank ceased to receive fresh

31
Aug. 16
Oct. 7
18
Nov. 6

8

deposits from Clearing Banks

ol

(&
-

|\3|?-‘

N R o Th B T PR "

Foreign all withdrawn by

18.10.19
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rates

T.B. fixed

DEPOSIT RATES

L__ BANK BCRRCWINGS RATES

Clearing Bankers U.K. & Col.

Clg.
Bankers'

Discount
Houses

l2 [3 |6

3 dys. |1 mth. 3 dys.)l mth

Call|Notice

6%

6

6

¥No borrowings after end 1920

3 mths.Bills offered
to tendexr

X
al

|

5% (24th)

8

21| 5%

Aug. 31| Official end of the War

*A very few special issues from time to time at 6%.
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WAYS & MEANS ADVANCES

"And it will follow from hence, that the Bank
"will be, in a short time, not only the great, but the
"only Lender to the Government. I mean none else will
"be able to supply the Government with such largse Summs,
"as it has frequently wanted, before the Funds upon which
"these Summs were to be rais'd cou'd come in."

("Remaxrks upon the Bank of Englang"
by a Merchant of London, 1705.)
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WAYS & MEANS ADVANCES.

Until the close of the year 1916 Advances by

the Banlt to H.M.Exohequer on the credit of Ways & Means

retained their pre-War character of purely temporary

Advances in anticipation of Revenue. At that time,

however, in preparation for the issue in January 191/ of

the 5% War Loan the issue of Treasury Bills ceased and

Ways & Means Advances consequently had to be taken by

the Government in enormous sums, very nearly totalling

£300, 000, 000 in the middle of PFebruary, after which date

they were quickly repaid out of the proceeds of the War

Loan.

In caloulating interest due to the Bank on the

amount outstanding during the period of accruing reoceipts

the Banlt agreed to

from subsoriptions to the War Loan,

"set off" suoh receipts after a lapse of six working days.

Barly in 1917 Ways & Means Advances gradually

By the summer

assumed a muoch more permanent character.

of' that year the total had risen to about £90, 000, 000, &

figure whioh led the Bankk Court on the 5th July 1917,

whilst agreeing to advance during the following quarter

such sums as might be required for the public services,

to impress upon the Chancellor of the Exohequer their

anxiety that measures should be taken for the repayment

In the absenoce, however, of any

of this floating debt.

alternative plan of raising the necessary sums for the

the Government continued to increase the total of

War,
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Ways & Means Advances outstanding, which by the close

of the year had reached nearly £160, 000, 000. To

render 1t possible to lend such sums, the Bank were by

this time borrowing increasing amounts from Bankers at

interest (vide "Bank's Borrowings"), and these funds

were necessarily used thereafter as a set off amainst

the Advances rade to the Government.

The rate of interest of such borrowings was

the chief consideration in settling from time to time

the rate of interest to be charged on Ways & Means

Advances, such rate being usually 3% above the

borrowing rate. Prom Januvary 1917, when the rate

charged was 5% (the statutory maximum), the changes

were as follows: -

19th June 1917 434

1st January 1918 " 4%

15th February " " 23%

1lst June 1919 "3 _ 34q
1st August ™ " 23%

43%

8th November "/ " 5%
1st March 1921

7/th October 1919

The close of the year 1917 was not without

anXxiety both as to the real position and to the effect

on the Public of the large increase of Ways & Means

Advances which the Exchequer Accounts thxreatened to show,

eturns the Currency Note

and to improve the Government

Account exchanged part of their Ways & Means Advances for

£20, 000,000 Treasury Bills and the Bank themselves began
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taking Treasuxy Bills at one month. Revised terms came

into operation respecting the rate of interest to be

paid to the Bank. A special rate (43%) was now being

paid by the Bank on approved "foreign" money borrowed
3

and it was agreed that this rate should be paid to the

Bank for an amount edjuivalent to the foreign balances

borrowed from time to time. 4% was to be charged on

the remainder until further notice. Later. in

November 1918, it was agreed to pay 23% on U. S.A.

Government balances, and, as a set off, a corresponding

amount of the outstanding Ways & Means was allowed to

run at this rate of interest.

A revised procedure for borrowing from the

Bank was now agreed upon, the chief point being that

interest would be paid monthly in future.

During 1918 Revenue Receipts enabled the

Government to reduce the outstanding amount of Ways &

Means by the end of March to a little over £60, 000, 000,

but thenceforward the amount was gradually increased

again and reached in June £200, 000, 000, and between

this amount and £150, 000, 000 the total varied until the

autumn when the end of the War was in sight.

The Bank then urged the Chancellor tc seize

the opportunity of floating a large Funding Loan to

absorb part of the unfunded debt (the total by this

time of all items coming within this category was some

£3,200,000,000) before Peace was declared, it being

argued that after the War our position as a debtor

instead of a creditor Nation would reduire high money

Bank of England Archive (M7/156)
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rates:

there would be the competition of investment

abroad &c. and moreover it was thousght that confident

anticipaticn cf Peace would probably create a better

atmosphere than its ultimate realisation. This advice

was not followed and while the Treaty of Peace was

under discussion the Bank's Advances to the Government

were again.in February 1919,very much on the increase

(from £156,500, 000 on the 4th February to £211, 000, 000

on the 28th February), in spite of the fact that this

was the season of almost maximum revenue collection and

also of the fact that a permanent reduction of this

indebtedness - the most potent of all factors in creat-

ing the inflation from which the Country was suffering -

was agreed to be one of the most pressing needs of the

financial situation.

The Public were, at this time, allowing their

Treasury Bills to run off and the Bank repeatedly

urged -

1. The raising of the existing rate of Treasury

Bills (3%%) in order to tempt the Public to

increase thelr holdings, and

2. The making of an early effort to float a large

FPunding Loan, or any other steps which the

Chancellor might prefer, to effect a reduction

in the Floating Debt.

At length, in June 1919, the "Funding'" and

"Victory" Loans were issued and, in preparation for

this event, Treasury Bills had been withdrawn at the
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end of May, when Ways & Means Advances stood at about

£240, 000, 000, from which figure they rapidly rose in
-the circumstances to £690, 000, 000 early in July, by
which time the subscriptions to the Loan began to be
used in repayment and reduced the figure in a few
weelks to £170, 000, 000.

In these conditions, the Governors felt
justified in again asking the Chancellor to undertake
that the short-dated borrowing of the Government from
the Bank should continue to be reduced as ranidly as
practicable, be extinguished if possible by the end
of September, and be not again resorted to except
for purely temporary and exceptional purposes. e
this end the rates for Treasury Bills were immediately
made more attractive but the Chancellor declined to
commit himself to repay the Advances by any specific
date.

So far were they from being repaid in
September that at the very beginning of the month a
serious situation was shown by the fact that Ways &
Means Advances had been increased by no less than
£26, 500, 000 in the previous fortnight and had again
reached £240, 000,000; but the raising of Treasury
Bill rates immediately urged again by the Governors
was not acted upon by the Chancellor until the 6th
Qctober, a step which was followed in November by the
6% Bank Rate and a further rise in the rate for
Treasury Bills. By this means the total of Advances

was reduced to under £20, 000, 000 for a short time in
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November 1919, only to be increased again and to remain
at a high level throughout the following year.
For three years now these Advances had, to a

large extent, partaken of the nature of a continuous

R =

loan, and the Bank did not cease to urge that such loans
should be obtained from the Public and the Advances from
the Bank be once more confined to the temporary require- )
ments of the Treasury.

(Charts showing the amounts outstanding on Ways
& Means Advances during the War are in the hands of the ¥

Chief Cashier. )

During the period August 1914 to the end of it ;
1920 the amount of interest paid to the Banit was JW
£21, 551, 049:12:11{gross) or &£15, 398, 474:1%: 3 after g é
deduction of Income Tax, The bullk of this interest was, f
of course, paid away as interest on "Bank's Borrowings’. i E
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August 1914 - February 1921

Weys & Means

August 7 Bank Rate varying Max.5 c 4
1 8

8 Bank Rate varying Max.5% Aug. é lg o

to end of August A% 8 5 5

October 3% o

November 21% 'f
1916 May 31/Sep.27 419
1916 Dec.27/June 18 1917 5% {fn

(During this period (Jan.1l2/Feb. 12) allowance was
made for Interest calculated on Balance on War
Loan a/c. from 7 days after being credited.)

Ways & Means Rate : }if

1917 June 19/Dec. 1917 43%
Dec. 31/Feb. 14 1918 4%
(1% on Foreign Money &

added as from Dec.31)
1918 Feb.15/end May 1919 3%%
1918 November 1/30

(1% allowance on United States of America Money
borrowed first made. )

1919 June 1 £221, 000 @ 33%
3% to July 27
Balance
3%4% from July 28 to July 31
+ 1% on Foreign Money
= 1% on United States Money
Less Interest @ 3% on War Loan Balances

calculated on Loan receipts i1n hand each

Wednesday.
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INTEREST ON WAYS & MEANS ADVANCES

August 1914 - February 1921

Ways & Means Rate

1919 August 1 33%
+ 1% on Foreign Money
Less 1% on United States Money
1919 October 7 Rate for Ways & Means Advances moved
to 43% when Treasury Bill rate for 3
months was raised to that figure
(7/106/1919) Foreign Money Rate 1%.
United States Rate 2%.

Ways & Means Rate

1919 November 8 Rate raised to 5%
No Foreign Money
United States Rate to 25%
1920 PFebruary Allowance @ 5% made on Exchecuer 5%%

Bond Balances.

1920 Decenber In the December account the Bank nade
allowance of interest at 5% to the
Treasury ofa lapse of time due to
refining between the delivery and
paynent for £4, 500, 00C gold
received by the Treasury from the
Bank of France and afterwards

purchased by the Bank.

No United States Money after the close

of 1920.
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The final accounting period for Excess

Profits Duty came to an end on the 28th February 1921

and on the 31lst March the Governor wrote to the Treasury

offering a reduction in the rates charged for Ways and

Means Advances. He said that the Bank were likely to

earn considerable., if temporary, profits both from such

Advances and from their arrangement with the Bank of

Prance (which, though undertaken with the guarantee of

the British Government, accrued solely to the profit of

the Bank of BEngland).

Since November 1919 Ways and Means Advances

had been running at the highest rate allowed by Statute,

namely, 5%. The Governor now suggested that for the i

current financial year the rates should be according to

the following scale -

1% on the first £5,000, 000 outstanding

2% " "™ gecond " =

3% ", [ thlrd " ",

4% ", ", fourth ", ",

5%
This proposal was accepted with gratitude by the

balance outstanding over £20, 000, COC.

Treasury on the 4th April.

Advances were nearly continuous during 1921

until the 31st August but at a lower level than in

1920, the nmaximum being £88,000,000 at the beginning

of the yeax.
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DEFICIENCY ADVANCES
(Section 12 Exchequer& Audit Departments Act 1866)

No Deficiency Advances were made during the waxr,

v.p

, S—
%5‘3-",: :

but in the autumn of 1916 the possibility that such Advances

might be asked for appears to have occurred to the Bank and
to have alarmed them. The matter was considered on the 6th

September by the Committee of Treasury and on the same day

the Deputy Chief Cashier wrote to the Treasury to say that,
in view of the enormous additions which had been, and were
still being, made to the National Debt, the Advances required
might in future "very largely exceed anything which it would
"be possible for the Bank to furnish",. The whole of the
arrangements governing the provision of such Advances by the
Bank should therefore be fully reoonsidered as soon as
possible.

The Treasury replied that, so far as the Public
Debt was concerned, the material factor influencing the
dimensions of these Advances was the amount of the dividends
falling due on the 5th April, July, October and January.
Owing to the conversion of Consols and Annuitiles, the ;
interest on which was payable on these dates, the net effect
of the alterations which had taken place would tend to
diminish rather than increase the amount which the Bank
would be likely to be asked to lend in this form. The

Treasury therefore suggested that the gquestion should be

allowed to stand over until after the conclusion of the war.

Bank of England Ar



THE BANK OF ENGLAND. 19141821,

"GOVERNMENT SECURITIES" AND "OTHER SECURITIES"

DEFICIENCY ADVANCES

(Section 12 Exchequer& Audit Departments Act 1866)

The Bank, while admitting the facts, remained pEEE
dissatisfied, pointing out that by a re-arrangement of the 5&
Debt the amounts to be provided might easily be much ?>-j.
increased and that the creation of credit by the Bank at
such a rate* as "one half the Bank Rate would very greatly
"increase the difficulties with which they have to contend
"in their efforts to uphold the value of money". Even in :
times of peace the existing arrangements had often proved to
be a serious obstacle to the success of action taken by the
Bank to maintain the foreign exchanges. It was intimated
that the Bank would be unable to furmish Deficiency Advances
at the rate arranged in 1892, and it was suggested that if
such accommodation were required the rate and amount should
be a matter of special negotiation. This proposal the

Treasury accepted on the 18th November.

pa—

*Since 1892 the rate had been one half Bank Rate, maximum 3%.
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ADVANCES*

The following special advances were made by the

Bank during the War, viz:-
1. Loans to Stock Exchange under Treasury Scheme .
2. Advances on War Loan 3%% 1925/28.
(a) November 1914 - March 1918 to holders of this
Loan.
(b) March 1918 - March 1920 to original subscribers
to this Loan.
3. Special advances on 4%% War Loan 1925/45.
4, Special advances on 1917 War Loars (4% & 5%) .
5. Advances on 4% Funding Loan 1960/90 and on 4%
Victory Bonds.

In order that they might be in a position the
more readily to assist the Govermment, the Bank reduced
their advances to private customers. Whenever such a
request could conveniently be made, customers who had
advances were asked to repay as soon as possible, appli-
cations for fresh advances being usually refused on the
plea of the Bank's policy. In this way the Bank were
able not only to reduce the advances of customers to a
minimum but also to obtain repayment of certain advances

which were beginning to assume the character of permanent

indebtedness.

*Excluding advances made in the Discount Office.
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ADVANCES

In August 1914 considerable assistance — upwards

of £10,000,000 - was sought from the Bank (H.0.) by Bankers

and Brokers, but the whole of this amount was repaid before

the end of the month.

1. Loans to Stock Exchange under Treasury Scheme®

Towards the end of October 1914 the Bank, acting

on behalf of the Treasury, egreed to make advances to

certain classes of lenders in order to avoid the necessity

for a forced realisation on a large scale of szcurities

held as cover for account to account loans, and thus to &u
AR

enable them to continue their loans if need be until the

end of the War. In all a total of £2,089,171'was ad-

vanced by the Bank, in accordance with the terms set forth

in the Memorandum issued by the Treasuxry on the 31st October

1914, at 1% above the Bank rate varying with a minimum of

Both the lendér and the immediate borrower from the

5% .

ALK )

s

_.‘_
¥
u:b’

=,

lender were held Jjointly responsible to the Bank who under-

A
h

took not to press for repeyment until the expiry of a period

NS

it pda il e e

of twelve months from the conclusion of peace. Advances
were made up to 60% of the value of the securities then

held against loans outstanding on 29th July 1914, the

securities to be valued at the prices of the 29th July

1914, the last pre-War account day. It was provided that

*The full Treasuxry Scheme is reproduced in the Appendix,
together with the proposals of the Clearing Banks and Stock
Exchange on which it was based. Further particulars are
contained in C.C .P.162.

£642, 780 Head Office
1,446,391 Branches
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ADVANCES

any security which touched that quotation was to be sold

by the borrower, a pro rata portion of the advance being

In addition, borrowers were allowed to repay

repaid.

in whole or in part at any time. The last advance was

repaid on the 10th May 1919.

2. Advances on War Loan 33% 1925/8

In November 1914 the Bank undertook for a

reriod of three years ending the 1lst March 1918 to make

advances to all holders of War Loan, up to the full

value of the issue price of the Loan, viz., 95%, without

margin, at 1% below Bank rate varying. Many people in

addition to the Bank!s own customers availed themselves

of this offer; thus the total amount advanced rose con-

siderably and during 1917 reached the maximum total of
£24, 000, 000 for London and £16, 715,000 for the Branches .

The Bank's offer unfortunately led to a

considerable amount being advanced to persons who were

either of little or no financial standing but were

induced by unscrupulous persons to lend their names for

a consideration, or were obviously persons whose sole

object was to obtain as much money as possible without

any intention of mecting their obligations. The

following is an instance of a method adopted to give

effect to this, e.g. -
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A stockbroker of doubtful reputation would approach

a friend or would obtain an introduction to a person

who had no knowledge whatever of business and did not

understand that he would in any way become .liable for

money advanced. A large holding of Loan would be

bought at, say, 90%; +the Bank would advance 95% of the

nominal value of th2 holding, the money being advanced

to the stockbroker's confederate. The stock would

then be paid for by the proceeds of the cheque, the

balance being divided between the stockbroker and the

borrower .

In this way the Bank were saddled with various large

advances which were made to borrowers who could not

repay the principal, and in fact could not even pay the

balance of interest due to the Bank, the borrower being

found either to be entirely without means or to have

disappeared without leaving a trace from the address

registered in the Bank's Books. Through these means

a loss of about £400, 000 was eventually sustained by the

Bank, as it was not until 1922 that the Stock rose above

the issue price while the bulk of the advances were

liquidated during the year 1920 when the quotation was

80% to 8%%.*

*None of the loss was incurred at the Branches.
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ADVANCES

At the beginning of the year 1916 the Bank
decided to refuse applications for advances in all cases
where there was a reasonable doubt whether the borrower
was good for amy amount that he might be called upon to
pay - Henceforth, although in direct contradiction to
their offer to all holders, the Bank pursued the policy
of analysing thoroughly all applications and rejecting
those which appeared to be made by persons of no sub-
stance . Within a very short time the means adopted by
the Bank were sufficient to scare away undesirable
borrowers .

In 1917 the H.O0. advanced over &£18, 000, 000

against %#% War Loan, mostly to BanWe in connection with

applications for 5% War Loan; the bulk of this sum,
however, was repaid within a few weeks. Towards the
end of February 1918, the Chancellor of the Exchequer
addressed a letter to the Governor pointing out the
hardships which would be sustained if the Bank insisted
upon repayment of all advances on the lst March and

appealed to them to allow the privilege to be extended

»

for a further period. In response to this appeal the

P T TR TS
TR Ry

Bank agreed to extend the time for repayment until the
1st March 1920, but stipulated that only borrowers who

had been original subscribers to the Loan, and whose
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holdings had been in their physical possession
continuously, should be entitled to this privilege. No
further extension of time for repasyment was granted and

on the 1lst March 1920 nearly all the advances were repaid.

e R
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It was not, however, until a year later, viz., 22nd

February 1921, that the last advance account was closed

SRUVENN

s Terte L2

and for many months afterwards pressure was being exerted
through Messrs .Freshfields upon certain of the debtors,
the sum ultimately recovered being comparatively small.

% . Special Advances on 4%% War Loan 1925/45

In June 1915 the Bank advanced sums amounting

to a total of £15,163,880* to their own customers and to

the Clearing Bankers to enable them to pasy for the 4%

War Loan for which they had applied. The advances,
which were granted, with renewal, for a period of one
year, were subject to the usual margin of 5% of the
market price of the War Loan applied for, which was
hyrothecated as security for the advance. The rate
interest charged was 3% below the Bank rate varying.
These advances enabled the borrower either
pay up his holding of War Loan in full or to pay the

instalments as they became due, in which case paxt

£12, 758, 849 Head Office
2,405,031 Branches

£15, 163, 880
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advances were made on the dates of the instalments.

At the end of the year allowed for these

advances a considerable number of outstanding loans were

transferred to "Loans for Short Periods on Securities”,

the rate of interest charged being the current rate

charged for private advances.

4. Special Advances on 1917 War Loans (4% & 5%)

Upon the occasion of the issue of 4% and 5%

War Loans the Governor addressed two letters dated the

4th and 5th January 1917 to the Chairman of the Committee

of the London Clearing Bankers, in which he requested

that all Bankers of the United Kingdom who were entitled

-

to advances under the Currency and Bank Notes Act 13914

oy (e

should be informed that, on their giving an assurance

that they would allow it to be publicly stated by the

Chancellor that they were willing to make reasonable

advances at a rate not exceeding Bank rate to all their

approved customers in order to enable the latter to sub-

scribe to the new War Loans, the Chancellor would instruct

the Bank of England to make similax advances to the Banks

on the

if desired at the same maximum rate,

concerned,

security of the new Loans or of 5% BExcheguer Bonds 1921

acquired under the terms of the Treasury Memorandum of

4th January 1917 .* The Bank were also to accept payment

*Regarding the issue to Bankers of 5% Bxchequer Bonds 1921
in exchange for a portion of their holding of 434% War Loan.
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from the Bankers, in respect of subscriptions to the new

in 15 deyf Billsg. On the 5th January a meeting of

Lioan,

Bankers was held at which the Chancellor and the Govermor

of the Bank were present and the following resolution was

passed unanimously -

"That this Meeting of Bankers of the United Kingdom

"and Ireland and Indian & Colonial Bankers, if included

"in the Chancellor's Scheme, having received the

“"Memorandum®* of the Chancellor of the Exchequer, dated

"4th January 1917, and having heard the statement of

"the Chancellor and the letter of the Governor of the

"Bank of Bngland of the 4th January 1917 addressed to

"the Chairman of the London Clearing Bankers and the

"Chairman's statement with regard to the undertaking

"of the Bank of England to make advances heartily

"accepts the proposal of the Chancellor and pledges

"itself to support the issue of the new lioan and

"agrees to exchange the one-fourth of their existing

"holdings of the War Loan for the 5% Exchequer Bonds

"on the terms of the Memorandum. That the Chailrman

"be requested to convey the foregoing Resolution to

"the Chancellor of the Excheaquer with the thanks of

7

G
2=

"the Meeting for his able and lucid statement."

'% . ™

STiEx)

Some further negotiations may have taken place

o5

e T

o

oy

L

*Regarding the issue to Bankers of 5% Excheauer Bonds 1921
in exchange for a portion of their holding of 434% war Loan.

N
b
-
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between the Chancellor and the clearing banks with regard

to the rate to be charged on the proposed advances for,

at a Committee of the Clearing Banks held on the 8th

January 1917, the following resolution was passed -

"That Advances for the purpose of applying for the

"War Loans of the llth January 1917 may be granted

"to approved borrowers at 1 per cent. under Bank Rate

"varying with a minimum of 5 per cent. for a period

"not exceeding three months and that this decision be

"communicated to the Chancellor.”

A misunderstanding appears to have arisen with

regard to the actual terms at which the advances were to

be granted, for on the 14th February 1917 the Chairman of

the Clearing Banis (Mr R.V.Vassar-Smith) handed the

Governor the following resolution -

"That the Chairman be requested to see the Governor

"of the Bank of England, and represent that the

"Clearing Banks have acted upon the interpretation

namely that the

"universally understood by them,

"Memorandum* of January 8th was intended to vary the

"rate at which the Bank of England would lend to the

"Banks, as mentioned in the Governor's letter of

"January 4th, and have assured their clients, the

"Country Banks, to the same effect, who are relying

"This Memorandizz has not been found.
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"upon their assurance . They therefore ask that the

"Bank of England will act in accordance with this

"understanding .

"The Chairman is authorised to assure the Governor

"that the Banks will not take advantage of the

"arrangement so as to weaken the effective working

"of the Bank Rate."

The Governor replied on the next day -

"With reference to the resolution of the Committee

"of the Clearing Banls that you handed me yesterday,

"I do not agree that there is any ambiguity in the

"Memorandum of the 8th January as I remember it but

"I have no copy, or in my letter of the 4th January,

"or that they could rightly have been interpreted to

"mean that the Bank of Bngland would undertake to lend

"at other than Bank Rate against 5% War Loan except in

"the casge of an application for the Loan.

"The Chancellor having arranged with the Clearing

"Banls that they would .lend to approved Customers for

"the purpose of applying for the new Loan at 1% under

"Bank Rate with a minimum of 5% for periods not ex-

"ceeding three months fixed, undertaking at the same

"time to leave the money for fifteen days with the

"Bankers to whom he had already agreed to pay &
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"commission of %%, the Bank of BEngland undertook in

"case of need to take over this liability from the

"Banks on the same terms and this undertaking the

"Bank will carry out. I regret that the Bank of

“"Bngland cannot enter into any engagement to advance

"against the new War Loan as and when it may suit

"the convenience of their Customers at anything but

"Bank Rate and then only under the usual provisions .

"The Bank will, however, be more than willing under

"the exceptional circumstances of this Loan to advance

"at any time to their good Customers the Banks at the

"most favourable rate possible consistent with the

"maintenance of the Foreign Exchanges ."

in the

In accordance with these arrangements,

early part of the year 1917 the Bank were called upon to

make advances

(a) To assist their customers to pay for their

applications to these War Loans, and i3

(b) To enable the Clearing Banks to make similar

advances to thelr customers.

On the 16th February no f'ewer than 153 advances

totalling £5, 658,970* were made to the Bank's customers -

a considerable number being granted to members of the

£4, 791,555 Head Office
807,415 Branches

£5, 658, 970
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Staff — at 1% below the Bank rate varying with a minimum

of 5%. The security for these advances was the War Lioan

applied for and a margin of 5% of the market value had to

be maintained as cover. These advances were allowed,

with renewals every three months, for a period of one year,

the balance unpaid at the end of that period being trans-

ferred to "Loans for Short Periods on Securities" with a

congsequent increase in the rate of interest charged.

Considerable applications for temporary assistance were

received from the Clearing Banks and advances amounting

to more than £95,000,000 - exclusive of £18,000,000 lent

sgainst War Loan 33% 1925/8 — were granted. (It is

interesting to note that as much as £170,000 was received

on one day by way of interest). These large sums were,

however, aquickly repaid,. the last being received in July

1917.

During the year 1918, with the exception of the

extension of the privilege of borrowing against War Loan

%3% 1925/8, the Bank were not asked to grant any special

borrowing facilities.

5. Advances on 4% Funding Loan 1960/90 and on 4% Victory

Bonds

In June 1919 these two Loans were floated and,

in order to enable their customers to pay for their
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subscriptions, the Bank advanced a total of £1,036,305*

at 3% below the Bank rate varying with a minimum of 43%%.

The usual 5% margin of the market price had to be main-

tained and the loan applied for was hypothecated as

In 1920 advances which had

security for the advance.

been outstanding for one year were transferred to the

Bank's ordinary advances.

Other Advances (Head Office)

Of other advances made during the War period,

the following alone seems to call for comment.”

Barly in 1920 certain legislation was introduced

by the Prime Minister of Queensland, Mr .Theodore, which

gave his Government power to increase the rent of Pastoral

Leases beyond the limitations provided by an Act of 1905,

and to expropriate on summary notice the undertaking of

the Brisbane Tramway Co . The passing of the new Acts

was regarded in London and elsewhere as constituting a

L

breach of faith on the part of the Queensland Government,

=3

S

=t

* £6g5,240 Head Office
301, 125 Branches
£1,036, 365

s

F o For 3]
1

[ =

*Note may be made that under an Order of Court dated 12th
August 1918 the Bank adopted the practice of charging
interest at the maturity instead of at the commencement
of most advances, the opposite system having previously
obtained.
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and when approached by Queensland on the subject of the

issue of a loan, the Bank accordingly stated that unless

the former came to eguitable terms with the representa-

tives of the Pastoral and Tramway interests neither they

nor the official Queensland brokers, Messrs &R .Nivison &

Co., would undertake such an issue.

In July, however, in view of Mr .Theodore's

undertaking to the Gevernor to abandon a programme of

estimated at £3/4, 000, 000,

expenditure over several years,

the Bank, with the concurrence of the Colonial Office,

agreed to advance £1,000,000 for one year, in order that

certain contracts and fixed charges might be met.

The advance was to be made during the months of

September to December 1920 on the security of £1, 000, 000

maturing from 28th

Queensland Government Treasury Bills,

September to 28th December 1921.

The amount actually advanced was £944, 000,

between September 1920 and May 1921.

Owing to the exchange conditions between

England and Australia in the early part of 1921, due to

the latter’'s imports having been much in excess of their

exports and because of a refusal by the Commonweglth

Goverment to permit the export of gold from that country,

it became extremely difficult to transfer funds from

it was neither possible to ensure

Australia to London;
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the repayment at any particular date of loans which had
been made here nor to provide for further regquirements
in London. In these circumstances Queensland again
approached the Bank, in January 1921, with an application
for further advances of £1,300,000 until Februaxy 1922.
The negotiations, however, came to nothing.
During the Spring the London Market still
seemed likely to be closed to Queensland issues and there
was fear that before Queensland's finances could be 1im-
proved there might be default or repudiation.
In June the Bank agreed to extend the existing
advance as follows -
£200,000 to the 28th September 1921,
£50, 000 “ " 30th October 1921,
£200,000 " * 30th November 1921, and the balance
of £550,000 due the 28th December until 30th June .1922.
Further extensions of the loan were arranged
in August 1921, £450,000 being made repayable on the
30th September 1922 and £550, 000 on the 31st December
1922. In consenting to this extens ion the Bank was
influenced by a desire to assist H.M.Treaswy . The
Queensland Government was asked to hypothecate 5 Year
6% Bonds as security instead of their Treasury Bills;
such Bonds would be convenient for use by the British

Treasuxry, who wished to acquire new securities to
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replace subrogated securities in America shortly to be

returned to their owners. The Queensland advance, in
the event of such Bonds being used for this purpose,

would be covered by other securities which the British

Government would supply .*

ot
l’?u_{ ¥

e
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*On the 27th October, however, the Queensland Government,
having succeeded in raising & .loan in the United States,
repaid the whole advance of £944, 000.
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"What is wanted and what is necessary to stop

"a panie is to diffuse the impression that, though money

"mey be dear, still money is to be had.”

(Bagehot's "LOMBARD STREET", Chap.II.)

"...advances, if made at all for the purpose of

"curing panic, should be made in the manner most .likely

"to cure that panic. And for this purpose, they should
"be made on everything which in common times is good

"'panking security'.”

(Bagehot's "LOMBARD STREET", Chap.VII.)

Sy O STl 38 ey R g 270
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DISCOUNT OFFICE:

The Waxr work of the Discount Office mmy be said

to have begun on Satuwrday, the 25th July 1914, when, owing

to the critical situation on the Continent, London Bankers

began calling in Loans in order to strengthen themselves,

and the Market was consequently driven into the Bank'.

On the 25th, 27th, 28th and 29th the following business

was done (Bank Rate 3%) -

Discounts

Loans

25th £125, 800 £650, 000

27th £3%,200, 000 £1, 625,000

28th £930, 000 £485, 000

29th £4,084,000 £1,114,000

14 day Bills were taken from the Market at Bank
Rate and Loans were made at %33%%, 60 day Bills being taken

*In the Appendices, under the heading "Bills of Exchange,
etc. - Moratorium Arrangements', will be foumd the five
Proclamations and four announcements in "The Times” news-
paper referred to in this Section, viz:-

Proclamation of 2nd August 1914.

Proclamation of 6th August 1914.

Proclamation of 12th Auvgust 1914.

Amnouncement in "The Times" - 13th August 1914.

Proclamation of 3rd September 1914 .

Announcement in "The Times" - 5th September 1914 .

Announcement in "The Times" - 24th September 1914.

Proclamation of 30th September 1914 .

Announcement in "The Times" - 2nd October 1914.

+For an account of the situation in the London Money

Market Jjust before and for the first three months after

the outbreak of War, vide the Economic Journal, September
1914 "War and the Financial System, August, 1314" and
December 1914 "The Prospects of Money, November, 1914" both
papers by Mr .J.M.Keynes. Quotations from these articles
will be found in this Section.
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1914 from Banks and 90 day Bills from customers. The Market
Rate on the 27th was 4% and on the 29th 5%.

the heavy demands for

On Thursday,

the 30th,

accommodation of the previous few days caused the Bank

Rate to be raised to 4%. The business done that day
was not very large - £410,000 Discounts and £655, 000

Loans . The Discount Market was at a standstill.

On Friday, the 31st, came the closing of the

Stock Exchange, making securities unsaleable, and s

partial run on the Banks for cash, the latter largely

due to the action of the Banks themselves in showing a

The Banks called heavily

reluctance to pay out gold.

from the Discount Market, who were thus forced into

the Bank for a very large amount. The working rate

for Discounts rose rapidly during the day from 6 to

10%: short Bills were taken from the Market and up to

four months from Banis . At 3 p.m. Bank Rate was raised

to 8%. The day's totals were:-

Discounts Loans

£363,000 @ 6 per cent. £37,000 @ 6% per cent. %&

£1,809,000 @ 8 per cent. £3,382,000 @ 8% per cent.

£860, 000 @ 10 per cent. £4,513,000 @ 10% per cent.

No business was done in the open Market and remittances

from abroad not coming in the Exchanges became utterly

demoralised. Bills were unsaleable as nobody knew what

would be paid.
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On Saturday, the 1st August, the panic con-

tinued but no business was done at the Bank prior to a

sitting of the Court. At about 12 .30 Bank Rate was

raised to 10% and the Discount Office was sgain ready to

give accommodation, but the demand abated somewhat:

business done, however, was still large:- ik
Ean

Discounts &£663,000 @ 10% Loans &3,775,000 @ 10%%. #%

[

Fil,

T A

The accommodation on both days was principally

to the Discount Market, the exceptions being:-

Discounts

Customers and firms having Discount Accounts &£576, 000

Banks - Chartered Bank of India, Australisa
& Chinsa £151, 000

Anglo-South American Bank, Ltd. £149, 000

London & Hanseatic Bank £152, 000

British Bank of South America, Ltd. £102, 000

Union Bank of Canada £39, 000

Loans

Anglo-Egyptian Bank, Ltd. £50, 000

£600, 000

Imperial Ottoman Bank

On Sunday, the 2nd August, a Proclamation

relating to Bills of Exchange only was made for postponing

the payment for one calendar month of Bills accepted before

the 4th August. This gave temporary relief to the
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}2&& Accepting Houses, whose difficulties were of course due
to the fact that the BankKs and Discount Houses were
depending upon them, while they themselves were de--
pendent on foreign cliznts who were unable to remit,
for various reasons, one being the closing of the
London Stock Exchange .

At a meeting of Bankers and others at the
Bank of England on Mondsy, the 3rd, the effect of the
Proclamation was discussed and the following method of
procedurc was adopted:

When an accepted Bill of Exchange was presented for
payment at the Bank with which it was domiciled,
this Bank, if instructed to do so by the acceptor,
was to return the answer "Instructions not to pay
in Terms of the Proclamation”. The holder was
then to present it to the acceptor, who would re-
accept the Bill if left with him for that purpose
in the usuval way . Those acceptors therefore who
intended to avail themselves of the Proclamation
were to instruct their Bankers accordingly.

A Bill was passed in Parliasment on this day
to prolong the holidays for three more days, until
Thursdsy, the 6th August, inclusive.

On Thursday, the day before the Banks re-

opened, Bank Rate was reduced to 6%: and on that day

Bank of England Archive (M7/156)
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1914 & Proclamation was made "for extending the postponement
of payments allowed by the Proclamation of the 2nd
August, 1914, to certain other payments". Nearly all
classes of debtors, including the Banits, were protected
by this Proclamation.

Banks re-opened on Friday, the 7th August, but

only a moderate business was done at the Bank: Discounts

£292, 000 and Loans £1,592,000. After this date the

accommodation granted was almost entirely by way Bf Dis-

counts, only an occasional Loan being asked for.
Brokers were lightening their books as gquickly as they
could.

The Loans had all been made for the usual
seven days, but practically all borrowers took advantage
of the Moratorium, under the Proclamation of the bola, to
postpone repayment. All Loans were, however, repaid be
fore the end of the month.

On Saturday, the 8th August, Bank Rate was re-
duced to 5%. On this and the next two working days only
a moderate business was done - £2,796,000 Discounts: but
on Wednesday, the 1l2th, the Discounts amounted to
£3, 348, 000. The Market were at .liberty to put in Bills
up to 60 days, and Banks up to 6 months. The Banks re-—
gained confidence to some extent on the issue of Treasury

Notes, and ceased to call so heavily from the Market.
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The stagnation which set in on the 31st July

continued until the 13th August. During this time the

Market quoted no rates and undertook no fresh business,
the proceeds of Bills sold to the Bank being used in re-
peyment of Loans . Trade, both internal and foreign,
was to a large extent held up. Two separate difficulties
required solution, that of getting new Bills satisfactorily
accepted and, when accepted, discounted. The first prob-
lem was not directly dealt with but was left to time and
the indirect effects of the solution of the second. This
came about by the Treaswury Announcement of Thursday, the
13th August, intimating that the Bank would discount, under
Government guarantee, without recourse to the holder, ary
approved Bill accepted before the 4th August; approved
Bills to include, in addition to those customarily dis-
counted, good Trade Bills and acceptances of foreign and
colonial Banls and Agencies in this country.
A letter from the Treasury, dated the 27th

Auvgust 1914, gave the exact terms of the arrangement as
follows: -

"l. The Bank of England will, upon the application
"of the holder of any approved Bill of Exchange accepted
"before the 4th August 1914, discount such Bill at any
"time before its due date at Bank Rate without recourse

"to such holder.
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"(In the case of date Bills the acceptance, if

"undated, may be deemed to have been given in course of

"post from the date on which the Bills were drawn.)

It will be f'or the Bank of England to decide in

=

"any particular case whether a Bill is to be approved, but .

"the Bank will be prepared to approve such Bills of Bx-

"change as are customarily discounted by them and also

AR
$

¥z

"good Trade Bills and the acceptances of such f'oreign and

o Ca
i

"colonial f'irms and Bank Agencies as are established in

"Great Britain.

I eyt [T § [ ey

"3, Upon the maturity of any Bill so discounted the

"Bank of England will give the acceptor the opportunity

"of postponing peayment pending further notice, interest

"being payable in the meantime at 2 per cent. over Bank
"Rate varying.

"4,

The date at which such further notice shall be

"given shall be determined by the Bank after consultation

"with the Treasury .

"5 . Arrangements will be maae for preserving all

"existing obligations, so far as possible, in respect of

"Bills discounted.
|l6.

"any action taken by them in the matter, and to be

The Bank of England are to be indemnified f'or

"guaranteed by the Treasury against any .loss which may

"be incurred by the Bank as the result of their

"operations.
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"7. Such loss is to be calculated in accordance
"with an account to be kept in the following form: -

£ £
"Amount of approved Amount realised by
"Bills discounted the Bank in respect
"at Bank Rate, pay- of approved Bills,
"ment of which has payment of which
"been postponed has been postponed

"Net deficiency Interest received
at 2 per cent.
(above Bank Rate
varying) in res-
pect of approved
Bills, peyment of
which has been
postponed, less
allowance to the
Bank for interest
(at .1 per cent.
below Bank Rate
varying) and ex-
penses (% per cent.)

e

"8. The Chancellor of the Excheguer has undertaken

i
|
g
o
e
o
e L
o et

"to ask Parliament to pass the legislation necessary for

"giving statutory authority for this scheme, and for

£ vV

"charging against the Exchequer the amount of the ul-
"timate .loss which may be incurxred by the Bank in
"carrying it into effect.”

The Bank accepted the terms proposed on the
same day . It will be noted that the Treasury letter
speaks of allowance for interest to the Bank at 1% under

Bank Rate varying. The division of the interest charged
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1914 on pre-Moratorium Advances (referred to later) doubtless

rests upon this letter, no other suthority having been
found, the Treasury receiving three-sevenths of such
interest and the Bank flour-sevenths. For the total
charge was Bank Rate, 5%, plus 2% = 7%, of which the
Bank would receive 1% below Bank Rate, i.e., 4%, which
is four-sevenths in this case.

Banks and Brokers took immediate advantage
of the very great relief offered and the discount
business that day amounted to £6,536,000.

On the following day, Friday the l4th, the
amount of Bills discounted was the laxrgest reached in
one day in the history of the Bank, the total being
£9,450,000. The Court Room was used, a Staff of
nearly 100 men was employcd and the day's work was
completed at 8 a.n. on the morning of the 15th. On
that day, the 15th, the Discounts amounted to
£2, 000, 000 .

After this the Governor limited the amount
of Discounts to be taken in any one day to £5,000, 000 .
This limitation rather alaxrmed discounters and for
some days Bankers and Brokers waited in a queue from
9 o'clock in the morning, afraid of being shut out.

On Mondsy the 17th the Office was closed to the Maxket
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1914 at 1l2.45 mid-day, and on the 18th at 10.50 a.m. When

this rush had been going on for a few days discounters
were allowed, to ease matters, to put their names down
one day for the amount they wished to discount the
following day and this arrangement worked very smoothly.
Until the 29th August about £5, 000,000 a day was brought
in, but after that date the daily amount gradually fell
off; though the flow continued fairly steadily until
the beginning of December, by which time the daily total
had fallen to £25/30,000. Only small amounts continued
to come in after that until early in February when, the
supply of six months' Bills being exhausted, the dis-
counting of pre-Moratorium Bills ceased altogether.

The total of pre-Moratorium Bills discounted under
Government guarantee was £120, 305, 73%:10: 1.

The greater part of these Bills, quite three-
auarters and probably more, were provided for at maturity,
i.e., when the Moratorium came to an end, by Advances
under the Treasury Scheme of the Hth September (vide
Appendices) . Of the remainder, £37,000 were unpaid at
the 31st August 1921.

There were complaints that Bankers werz slow
in responding to the open-handed assistance which they

had received from the Government and were not inclined
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22}4 to lend as freely as they were expected to for the

purpose of re-starting the necessary machinery of

commerde . They were accused of considering their -

own safety, or even profits, more than the general

The Chancellor of the Excheaquer (Mr .Liloyd

good »

George) attacked them in a speech in the House of

Commons on the 206th August, but they had their de-

fenders, notably the "Economist"”.

The daily procedure of the Discount business

was as fallows. A Special Committee of Directors sat

to pass Bills. If acceptors' names were unknown to

the Bank, the Bills wer2s returned to the discounter

with a notice that they might be submitted again in a

few days. In the meantime enauiries were made and if

reports were satisfactory the Bills were taken. Long

lists of names to be reported upon were sent daily to

Seyd & Co. Firms not having accounts at the Bank could

only submit Bills through their own Bankers and the Bills

were discounted for the Banker and not for his customer.

While this large discounting business was in

progress, Bills falling due had to be sent out by the

Bill Office for re-acceptance under the Proclamation of

the 2nd August, the interest calculation at Bank Rate

being done in the Discount Office. That Proclamation,
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19014 a8 already noted, allowed an extension of one calendar

month for Bills accepted prior to the 4th August and
falling dvue on and after the 3rd August. Under a
Proclamation of the 3rd September a further extension
of one month was allowed for Bills re-accepted (under
the 2nd August Proclamation) before the 4th September,
and & Proclamation of the 30th September allowed Bills
originally falling due between the %rd August and the
4th October an extension of 14 degys beyond the dates
on which they would have become due under the two pre-
vious Proclamations .
The result of the three Proclamations was
that Bills originally due
between 3 August and 3 September® might be extended
for 2 months and
14 days.
between 4 September and 3 October might be extended
for 1 month and

14 days.

4 October and after might be extended
for 1 month.

The General Moratorium came to an end on the
4th November (except as regards Bills of Exchange, as

provided by the Proclamation of the 30th September).

*With this modification, that owing to the extra Bank
Holidays, Bills due the 3rd, 4th, Hth and 6th August
were re-—accepted on the 7th, thus extending their
currency to the 21st October.
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After the first extension, Bills were not

actually re-accepted but the additional interest had

again to be added, and the amount of work this en-

tailed will be appreciated from the fact that some

80,000 Bills were discounted under the Government

Two to three hundred men were employed

guarantee .

upon this work for some time, working in the evehing

only.

Meanwhile, on the 5th September an announce-

ment wag8 made by the Treasury of the Government

measure, alluded to in the announcement of the 13th

August, by which acceptors would be enabled to meet

these Bills when the Moratorium finally came to an end.

This scheme, called "Advances on pre-Moratorium Bills",

is dealt with separately under that heading. £74

millions were lent under this scheme.

At this point it may be of interest to intro-

duce some remarks by Mr.J.M.Keynes, taken from his paper

"The Prospects of Money, November 1914" already referred

to. After giving in this and in his previous article

"War and the Pinancial System" a narrative of events

up to the time when the Government authorised the Bank

of England to lend acceptors of approved Bills money to

meet those Bills at maturity, and giving figures from

the Bank Returns to illustrate the effect of the various
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measures of accommodation afforded, he comments as follows -

"It is not obvious why ary of the measures

"described above should have much affected the Bank's

"Returns. Nor need they have done so, prior to the

"ultimate maturity of the Bills, and then only to the

"extent by which the Accepting Houses might take from

"the Bank of England the expensive assistance offered

“them, That these measures did have so marked an effect

"on the Bank's Returns was partly due, I think, to a con-

"fusion of ideas. This confusion was between making Bills

"marketable and actually marketing them.

"It was natural that the Banks should be anxious

"to make sure which of their Bills would come under the

"guarantee, and so be immediately marketable in case of

“need . But it was not natural that they should actually

"market the Bills (and specially unnatural in the case of

“the Cleaxring Banks, who had, most of them, a long, un-

"broken tradition against re-discounting 3ills once

"purchased), unless they needed the money . A certain ¢

"amount of extra cash was needed in order to make the

"additions, which the Banks thought necessary, to the

"usual till money held at their numerous branches. But

"the actual re-discounting of Bills at the Bank of England

"went much beyond what was required for any such purpose.

"The Money Market supplied itself with far more funds than
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"it could profitably employ. Thus there was the strange
"spectacle of Banks and others discounting at b per cent.
“Bills which had a Government guarantee, and which could
"be discounted with equal facility at some later date, and
"using the money in buying to yield about 3% per cent.
"Bills, which were without a Government guarantee. This
"was not, on the face of it, good business.

"There may possibly have been some difficulty
"in discovering what Bills would be approved without
"actually discounting themn. If this was the case, the
"Treasury and the Bank of England were to bleme. No

"obJject, except that of increasing the profits of the

"Bank of England, could be served by pressing the Money

"Market to sell Bills; and it would have been possible
"to make axrangements for the Bank of England to approve
"Bills or to issue a plain statement as to what Bills
"would be approved without actually buying themn. That
"the Bank of England was a little inclined to press the
"Money Market to discount, rather than to pursue, as they
"probably ought, the opposite palicy, is suggested by a

"notice which was posted up at the Bank of England on
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"September 29th¥ .

"BEven if' it be true, however, that the Bank of
"England was anxious to buy at 5 per cent. Bills guaranteed
"by the Government, and that the Treasury did nothing to
"hinder the play of this natural instinct (it is always
"diff'icult to remember when the Bank of England is a truly
"national institution, as it has several times shown itself
"in recent months, and when a private one out, .like ary
"other, for profit), it still appeasrs on the surface that
"the outside Market plgyed into their hands more than was
"necessaxry. Most Bills fall into a certain number of
"well-defined classes, and it should have been possible by
"re-discounting samples at the Bank of England to determine
"with reasonable certainty that mary important lines of
"Bills would unguestionably fall into the category of
"approved."

Mr .Keynes also referred to the danger of in-
flation arising from such large additions to the Bankers'

cash.

*"Tn order to avoid possible disappointment, those who wish
"to avail themselves of the arrangement for discounting pre-
"Moratorium Bills at the Bank of England are invited to send
"in their applications without delay .
"It is not found possible to undertake to discount Bills
"having less than three clear days to run.'

"It is not nlain whether the phrase 'possible disappoint-
"ment' refers to 3ills having considerable periods to run or
"only to Bills having 'less than three clear days': and it
2seems to run the risk of bluffing timid holders into parting

with good security at what was, at the Market Rates of the
"day, a somewhat unfavourable price .”

Bank of England Archive (M7/156)




THE 8ANK OF ENGLAND, 1014—1821,

CHAPTER II

"GOVERNMENT SECURITIES" AND "OTHER SECURITIES"

DISCOUNT OFFICE: DISCOUNTS AND ADVANCES

éﬂlﬁ These criticisms merit a reply, although the
suggestion that the Bank was possibly seeking profit
from others! misf'ortunes may be ignored. The Bank were
passive; holders of Bills seemed to be only too glad to
sell them to the Bank at once and the latter made it as
easy as possible for them to do so in order to restore
confidence. The Bills which the Banks sent in were not
only their own Bills; Bills were poured into them by
their customers -- largely small traders all over the
country - to be passed on to the Bank of England, who
would only take these Bills from Bankers. The fact that
the Bills were discounted "without recourse" offered a
strong inducement to all holders to part with any doubt-
ful Bills which they might possess. Naturally, the Bank
of' England's opportunities of arriving at the real value
of such Bills were usually less than those of the Bankers
who had taken them.

The notice quoted was exhibited (and was re-
produced in "The Times"). Whatever the phrase "possible
disappointment" referred to, it is not thought that there
could have becn any idea of withdrawing the facilities.

As regards the contention that Bills could have
been divided into categories, samples of which when dis-

counted would have indicated the eligibility or otherwise
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1914 of the remainder, it may be said that such a course, even

if practicahle, might have been unsatisfactory to the

holders of the Bills, since a delay to discount Bills

eligible at the moment might well have resulted in such

Bills being refused when presented later on account of

the changed status of the acceptors, some of whom might

But in any case it would

by then have become bankxrupt.

have bezen difficult to give any adeaquate definition of

Bills that would be approved; any Bill that was likely

to be paid was approved, but enauiriés had to be made

about hundreds of names every day. If the Bills had

not been actually discounted such enauiries would not

only have been multiplied, but would to a great extent

as affording no assurance that the

have been useless,

acceptors' position would continue to be that ascertained.

While inflation might have been reduced or

postponed had the Bank not been called upon to discount

this great mass of Bills, they would still no doubt have

had to find money for the Bills' repsyment at maturity.

It is, however, arguable that steps should have been taken

earlier to withdraw surplus money from the Market by means

of Bank Borrowings (not instituted until February 1915) or

£90 millions of

by the issue of "tap" Treasury Bills.

tender Bills were issued from the 1l9th August to the 4th

November, but these were insufficient to raise rates,
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1914 Wwhereas any desired level of rates could have been

maintained by placing Treasuwry Bills on issue day by day

at fixed rates. But the way was probably being kept

clear for the 3%#% War Loen. As explained elsewhere,

however, the hopes entertained of this issue were

disappointed; doubtless owing to the low immediate

yield offered thereon.

To return to Market Rates: between the 30th

July and the 27th August no money or Bill Rates were

quoted, but on the latter date "The Times" gave the

following rates:-

Bills - all dates from 2 to 6 months 5 - 53%

Money - day to day 3% £4
_iweee 3% - 4%

All this time money was very plentiful owing to discounting

of pre—-Moratorium Bills at the Bank. When the Banks re-

opened on the 7th August the Deposit Rate was 4% but was

reduced to 33% on the following day and by the 8th October

was down to 2%, and the Discount Houses' rates were then

23% at call and 23% at notice. The Bill Rate also Soon

fell away end by the middle of September 3 months' post-

Moratorium Bills were quoted 3 - 3%% and money 1% ~ 23%.

From then until the middle of November money was usually

2% for the day or week,
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In December the Bill Rate was about 2% - 28° and

money 1% = 2%. ©For the last ten days of the month money
could be borrowed over the end of the year at 2% = 23%

and there was no borrowing from the Bank. There was not

a 8reat supply of Commercial Bills and business was chiefly
in Treasury Bills.

The 33% War Loan was issued on the 18th November,
but the applications had no effect on the Market. Advances
on this security were made at one per cent. under Bank Rate
practically to all comers. Mr .Keynes, in his article in
the Economic Journal of December 19814 already quoted,
pointed out that the effectiveness of the nominal Bank Rate
in maintaining rates would be further weakened by this pro-
vision. He wrote: “It may even prove necessary to redress
"the new arrangement by the Bank of England's fixing Bank
"Rate one per cent. higher than they otherwise would. I
"hope they will adopt this course. If Discount Houses and
"traders and others are habitually in a position of
"possessing large blocle of Stock, with which they can
"absolutely rely on being able to borrow, if necessary, at
"one per cent. below Bank Rate, then clearly in all pro-
"positions about making a given rate for money 'effective’,
"wherever the phrase 'Bank Rate' used to occur, we must now

"substitute 'one per cent. below Bank Rate'.
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"On the other hand, the new arrangement is
"calculated to make 'one per cent. below Bank Rate' more

"1effective' in the near future than 'Bank Rate' is at

AL
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"present. TFor it appears to be & direct incitement to

"the Money Maxrket to employ call money, etc., in carrying

e

"War Loan Stock in preference to Bills of Exchange. In
"itself this change is undesirable, because, in spite of
“recent events, there is an inherent suitability in Bills
"of BExchange for such a purpose. But by providing an al-
"most inexhaustible means of employing call money safely,
“the Treasury's action ought to stiffen the rates for this,
"and, by providing a formidable rival to Bills of Exchange
"it ought to stiffen the rates for the latter also; so
“long, that is to say, as these rates are below 4 per cent.,
"and so long as the price of the Stock is not appreciably
"above its price of issue. When these rates rise above 4
"per cent., then all is changed, money rates being now
"related to the net yield on Government Stock far more
“intimately than has been the case in recent years. When
"Market Rate exceeds 4 per cent., i.e., when Bank Rate ex-
"ceeds 5 per cent., the new Stock will lose its attractions
"for the Money Market . Thus to raise the Bank Rate may
"directly tend in the near future to depreciate the price

"of the new Stock. This, I fear, may act as an argument
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"egainst raising Bank Rate, even when the general
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"situation requires it to be raised. It is not a good
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"thing that the apparent credit of the Goverrment should

NS

S e
N T
¢ | s

el
L
i -ni‘ei\'i )

"be too closely bound up with the effective level of
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"Bank Rate ."
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Barly in Februexry 1915 the Discount Houses

=

Myis '.\tr—'!":_ .-
R R s e s

e qrey

reduced Deposit Rates to 1% and 13%%, and 3 months' Bills

were li%-- l%%. Day to dey money at this time was ¥ - 1%,

and early in March B 2% . Rates for some time were very
easy (with occasional rises on account of gold withdrawals)
owing to plethora of money and scarcity of Bills, but in
mid-April when Treasury Bills were for the first time ob-
tainable daily at fixed rates (2§% for 3 months, 33% for 6
months, and 33% for 9 months) these rates governed the Bill
quotations . A sharp rise, however, occurred in June when
the 43% War Loan was issued, following gold withdrawals.
Discounts then rose to 4% - 43%.

As already stated, the discounting of pre-Moratorium
Bills ceased in the early days of Februaxy and from then until
the middle of July, money being easy, the Discount Office did
no business; except for occasional Loans to Brokers on 3%%
War Loan and the discounting of a few small parcels of Trade
Bills for customers.

The Bank began borrowing from Clearing Banks in

March (vide Section on Bank's Borrowings) so instead of
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oalling from the Market at the end of June for Balance

Sheet purposes, Banl® withdrew money from the Bank of

England.

But on the 14th July prepaxrations began for

payments on account of the 4%% War Loan (Prospectus

dated 21lst June) and money became short as payments in

full could be made on the 20th under discount at the

rate of 4%%. Moreover the Government paid £20 millions

to the Bank on the 18th August as a first instalment of
the "Agreed Debpt",

The following rates were chaxrged for Loans and

Discounts: -

From the 14th to the 20th July 2%%, and 5% from the

20th until the maturity of the Loan or discounted Bills,

except in the case of the 3%% Waxr Loan security, on which

Loans were made at 23% to the 20th July and 1% below Bank

Rate from the 20th until maturity.

On the 16th July the following special rates for

Advances and Discounts were authorised by the Governor: -

ADVANCES

1. On 3%% War Loan.

To all comers 1l per cent. under Bank Rate
varying .

This arrangement to hold good until the 1lst March
1918.
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1915 2. On the new 43%% War Loan.

-

To all Banks having

Currency Note facili-

ties and to Colonial

and other Barnks having

no Currency Note = per cent. under
facilities but who Bank Rate vaxying .
kept accounts with the &
Bank, and to all other
customers, with 5 per
cent . margin.
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This facility was extended on the 29th September

T o

to all Indian and Colonial Banks having es-
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tablishments in London.
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3. On Bills of Exchange with not more than 95 days to

run, Tressury Bills due any date, and Ploaters.

To the Discount
Market for not Bank Rate
exceeding 14 days (Not to be a precedent)

DISCOUNTS

Treasury Bills ?
il
(a) To all approved parties E;

for purposes of War 3
Loan subscription $% under Bank Rate R
only - money not to vl
go out of the Bank. i

(b) To the Discount Market -
on Bills with not more 3
than 63 days to run. i

Bank Rate &
To other customers - on 5

Bills with not more g

than 95 days to run. ,

If not for purposes of 3

Waxr Loan subscription. i
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1915 These arrangements to hold good -

As far as Banks only were concerned - until July 1916%

Ag regards all others —until the finad
instalment of the
War Loan - 206th
October 1915.

Only two Banks, the Mercantile Bank of India and
the Eastern Bank, and a few customers, borrowed on 4% War
Loan .

The Loans made were for 7 days to 12 days and
Bills with 10 days to run were taken.

From the 14th to the 20th July the following
business was done -

Loans &£19,000,000. Discounts &£3,951,000.

These arrangements were much appreciated, but
the pressure put upon the Banks was severely criticised
and it was said that so great an inducement to pay up in
full should not have been offered.

On the 20th July for the purpose of War Loan pay-

ments under the terms of the Prospectus, Treasuxy Bills to

the amount of £10,456,000 were also discounted, at 43+%, and

*A letter from the Chancellor dated the 2nd July 1915 cir-
culated at a meeting of Bankers held at the London County &
Westminster Bank on the 9th July 1915 contained the following
passage - "The Bank of England will asgree as a temporary
"measure and to facilitate transactions in connection with
"the subscription of the Loan," (i.e., the 4% War Loan) "for
"8, period of twelve months from the 10th July to make Ad-
"vances to Bankers (that is, those Banks to whom Currency
"Note facilities are open) against War Stock and Bonds up to
"an amount not exceeding 95 per cent. of the par value of
"the Stock or Bonds deposited at % per cent. below Bank Rate
"verying ."
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a further £18, 615,000 Bills were similarly dealt with
between the 21lst July and the 26th October, when the
final instalment became due . From the opening of the
lists on the 21st June until the 14th July £7,000 only
had been discounted. The total was £29,078,000.

The Market Bill Rate for the last half of the
yvear ranged between 4% and 534, governed by the "Tap"
Rate for Treaswxy Bills, and money was generally easy
z2xcept at the dates of War Loan instalments and at the
end of December. The Market was, however, occasionally
in the Bank and almost invariably pledged 33% Waxr Loan
at 1% under Bank Rate. In fact until the last few days
in December there was only one other Market Loan, that
being at Bank Rate.

The end of the year borrowings, compared with
normal times, were insignificant, the total of Loans and
Discounts for five days being £2,623,523%, all at 3% over
Bank Rate . Of this total Discounts were only £151,000.

The year 1916 opened with the three months' Market
Discount Rate at about 5i%. Money was not always abundant
for the first three months, tax collections being chiefly
responsible, and the Market was in and out of the Bank at

intervals .
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19}6 Between the 1lst April and the 20th June the
Market had occasion to borrow only small amounts on two
or three days, and in the last ten days of the half-year
they only took £1, 000,000, partly on 33% War Loan at the
usual 1% under Bank Rate and partly on other security at
3% above Bank Rate.

On the 13th July, owing to higher money values
in New York, Bank Rate was raised to 6%, the "Tap" Rate
for Treasury Bills moving up on the following day to 53%
for 3 months' Bills, 5%% for 6 months' Bills and 6% for
12 months' Bills.

Money was generally quite easy for the remainder
of the year, though Bill Rates remained high, and only
£290,000 was borrowed by the Market at the end of December
on 3%% War Loan.

1917 Barly in January 1917 the sale of Treasury Bills
was suspended in view of the approaching issue of the 5%
and 4% War Loans, and the Market was consequently flooded
with money .

The lists were opened on the 1llth January and
closed on the 16th February.

British Government Treasury Bills and War Ex-

penditure Certificates were aocepted in lieu of cash in

payment for fully-paid allotments, provided that the entire
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1917 proceeds were so applied, Treasury Bills at 5% and War

Expenditure Certificates at 544 discount. Spvecially

available

printed vouchers were handed to discounters,

as cash in the Loans Office.

On the 18th Januwsxy Bank Rate was reduced to

53% .

Money remained fairly easy throughout the month,

except towards the end, when the Market borrowed about

£800, 000. In February there was a keen demand for a few

days before the closing of the Loan lists, the Maxket

:

taking about £10, 000,000 in Loans and Discounts, Loans at iif
!
&

52% and Discounts at 5%%, i

The reduction of Bank Rate from 6% to 53% had

little or no effect on the Market, since no change was

made in the rate (then the chief influence on the price of

money) which the Bank gave to the Clearing Bankers. This

continued to be 5% until the 26th February, when it was

reduced to 43%, and to 4% on the 19th June.

Early in March the Banl® discounted, and the

Market discounted and borrowed a total of £9, 000,000 at

b32%3 and in addition to discounting the Banks took

enormous Advances in the Chief Cashier's Office at the

same time in ordz2r to enable them to carry out the big

transfers of cash involved by War Loan payments, very
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1917 .large amounts of Stock being paid up in full (vide

st AR

Chapter III).

On the 26th March it was announced that

tenders would be received on the 30th for £50,000, 000

3, 6 and 12 months' Treaswry Bills to be paid for on the

3rd April, and owing to maturing Treaswry Bills and

Government disbursements peyment was made quite easily.

On the 5th April Bank Rate was reduced to 5%,

at which rate it remained until the 6th November 1919.

The reduction had practically no immediate effect on

outside money rates as no change was made in the rate

allowed by the Bank to other Banks for money borrowed.

Three further issues of Treasury Bills by tender

were made during the month amounting to £120, 000, 000, but

they were paid for without much difficulty, the Maxket

having to borrow only £1,500,000 from the Bank. Similaxrly,

a very small amount was borrowed in May in spite of further

On the 19th June the rate

large issues of Treasury Bills.

allowed to Clearing Banks for surplus funds was reduced

from 4%% to 4% and "Tap" Treasury Bills were re-instated.

The Bankers kept their Deposit Rate at 4%, at which level

A preferential rate for

it remained throughout the year.

foreign money was introduced by the Bank of England on the

15th November.
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1917 After May the Market was in and out of the Bank
at intervals but never for more than a few hundred
thousands at a time, pgyments for Treasury Bills and
Government disbursements offsetting one another. Only
£100, 000 was borrowed by the Market at the end of the
vear.

The Market Discount Rate, which was 5% at the
beginning of the year, had fallen to 4% at the end,

following Treasway Bill Rates.

1918 £10, 000, 000 Russian Treasury Bills issued by i
the Bank of England matured on the 28th January 1918 and ;ﬁﬁ
as, owing to the Revolution, there was no prospect of ;’i’%
their being paid, there was a good deal of anxiety in the -%%
Market before an announcement was made by the Chancellor Eié
of the Excheguer that holders would be granted 12 year 3% %}J
Exchequer Bonds, quoted at 82, in exchange. This offer I%E
was extendad also to acceptors of £7,500,000 Commercial fﬁé
Bills drawn by Russian Banks under a revolving credit, E%%
which was to continue until one yeaxr after the conclusion §f

of Peace. Both classes of creditor had perforce to accept ik
an arrangement which they regarded with dissatisfacticn. 4

Money was very easy in the early part of the !
year, but towards the end of March the ingathering of taxes

and the special efforts made on account of National War
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1918 Bonds ("Business Men's Waxr Bond Week" and "Tank"

collections), caused a shortage and a large business was

done at the Bank. The Banks discounted £7,600,000 at

3%% and the Market borrowed £4,400,000 at 4%, the latter

being a special rate allowed in view of the War Bond

subscriptions.

From then until the end .of June no transactions

took place in the Discount O0ffice, but during the last
few days of the half-year the Banks discounted £2,250, 000

and the Market borrowed £4,000,000, both at 4%.

There was again practically nothing done until

the end of the September quaxrter when the Market discounted

and borrowed £6, 700,000, all at 5%, but they were allowed to

borrow for 3 days only; the reason for this concession was

that, in order to stimulate the sale of Waxr Bonds, Brokers

had for some months been precluded from offering more than

%% for Deposits other than Bankers' funds.

Towaxrds the end of October the Maxrket was again

in the Bank for a few days and borrowed £2,500, 000. Three

day Loans were allowed at 4%.

Money was easy for the rest of the year and the

only businesgs at the end of December was £800, 000 discounted

for the National Bank of Scotland and &£1,500,000 for the

Standard Bank of South Africa: at 3% and 5% respectively.
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From the 1l4th February, when the Treasuxry Bill

Rate was reduced to 334 and the Bank's rate for Loans

from Clearing Banks to 3%, the Market Discount Rate

remained unchanged to the end of the year at about 33%.

The withdrawal of National War Bonds from offer

on the 18th January produced large applications for a few

days before that date, and this, with the irgathering of

during

taxes, necessitated the Market coming to the Bank;

the last half of January and the first half of February

about £6,000,000 was lent - 7 day Loans at 5% and 14 day

Loans at 4%.

For the next three months money varied with

Treasury Bill applications and Govermment disbursements,

but the Market were only on rare occasions forced into

the Bank. Rates both for money and Discounts having been

regulated for so long, the business of the Market had

become almost automatic. But at the end of May when

Treasury Bills were withdrawn in preparation for a new

Governmment Lioan, the Market became disorganised and had

to effect a re-adjustment. The result was an all-round

reduction in rates; the Discount Rate fell to 3@% ~ 3%%.
1

The Prospectuses of the 4% Victory Bonds and the

4% Funding Loan 1960-90 were out on the 13th June, and

Treasury Bills issued prior to the 19th June were accepted

The amount of Treasury Bills discounted

in lieu of cash.

was £15,000, 000 at 33%.
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There was no borrowing by the Market from the
Bank at the end of the half-year, Banks having no
occasion to call as they were able to take back as much
as they required from the Bank of England.

On the 1l4th July Treasury Bills were put on

sale again - 2 months' at 33%, 3 months' at 33% and 6 months'

at 4%, and the 3 months' Discount Rate accordingly rose to
35% .

The Bank ceased to allow 3% interest on Clearing
Banks' 3 day deposits on the 22nd July and announced that
no interest would be allowed on existing devrosits after the
end of the month, but 4%% was still to be allowed on foreign
money .

On the 30th July the Chancellor announced that
Banks were no longer bound to allow no more than 3% on
deposits. Money for a short time was very plentiful, but
payments into the Bank of England of Loan funds held by
other Banks soon absorbed supplies and the Market had to
borrow £1,500,000 from the Bank in the middle of August at
3% above Bank Rate. This rate had only been oharged on
one Loan (in January 1918) since September 1917.

In the middle of September extensive demands for
credit in industrial oentres oaused soaroity of money and

firm rates, and the Disoount Rate on the 20th rose to 3%%%.
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The Market borrowed &£H,500,000 from the Bank
between the 10th and the end of September, mostly at 5%,
the balance being on 3%% Wax Loan at the usual 1% under
Bank Rate.

Upon the raising of Treasury Bill Rates on the
6th October to 43% for 3 months and 5% for 6 months, the
Market Rate became 4%%.

On the 20th October the Bank ceased to allow 43%
on foreign money and the consequent withdrawals made money
very easy, but heavy Treasury Bill purchases soon used up
surplus funds.

On November 6th Bank Rate was raised to 6%.

The Federal Reserve Bank Rate was also raised, Just before,

and on the same day (vide Chapter I) Treasury Bill Rates

Eigsad gy Sl
3 :

were raised to 53% for 3 and 6 months and the Market Rate

_I_‘____
s

became 5% -~ %4, but tight money in New York later in the
month caused Discount Rates to be very firm and the Market

Rate on the 17th November was 6%. This state of things

—;,—-...,-_"w;-n Tl
* 3 4

made the Market and Banks cautious, but they were en-
couraged to function by an announcement that the Bank of
England was prepared to discount Bills having 60 days to
run at Bark Rate . Only one Discount House took advantage
of this offer: B.W.Blydenstein & Co. discounting £306,000,

the average currency of the Bills being H0 days. At the
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same time three others, Brokers, borrowed £315, 000 - £100, 000

at 3% over Barnk Rate and £215, 000 on 3%% War Loan at 1%
under Bank Rate. War Loan dividends swamped the Market
with money at the beginning of December but Banks would
not lend over the end of the year or buy Bills maturing
after the 31st December,
At the end of the year a large business was
done: -
Discounts £21, 600,000 at Bank Rate
Loans £6, 600, 000 at ¥ over Bank Rate.
Banks no longer having money with the Bank of
England which they could take at the end of the year had
to depend, ag formerly, on maturing Bills and on calls
from the Market.

The year 1920 opened with the Discount Rate at

5%% = 5%%. Money was quite comfortable through January

and the Discount Rate was unchanged, but in the first week

of PFPebruaxry tax-gathering and the demand for credit on the

part of industry began to tell and the Market discounted
£700, 000 with the Bank at Bank Rate, the Bills averaging
14 days' currency. High money rates were current in New
York and the Market Rate for Discounts rose to 5%%. In
the last half of February &£5, 100,000 wag done at the Bank

in Loans and Discounts for Banls and the Discount Maxrket
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at the usual rates. From the Banks Bills up to 45 days
were taken and from the Market Bills averaging .14 days .
The Market Discount Rate rose to 6% on the 23rd but was
down to 5%% at the end of the month.

Dividend payments made money easy in Maxrch and
the Discount Rate relapsed to 55%, but apprehension of an
immediate rise in Bank Rate putathe rate up to 5%% in the
third week and some Houses quoted "subject to Bank Rate"
on Thursday, the 18th; but when no change was made the
rate went back to 52%. Towards the end of the month
applications for June Treasuwxy Bills were s8o heavy that a
considerable business was done by the Bank:-

Discounts £16,000,000 Loans &£9,000, 000.
Bills for discount averaged 14 days and Loans were for 7,
8 and 9 days, both at the usual rates, viz., Bank Rate and
%% above Bank Rate.

Money was plentiful through April, in the early
part of the month particularly, owing to the enormous
amount of Treasuxy Bills which matured compaxed with the
amount of new ones placed. On the 15th April the Court,
at last successful in getting the Chancellor's concurrence,
raised the Bank Rate to 7%, the Treasury Bill Rate moving
accordingly from 53% to 63%.

The Market Discount Rate was put up to 62%.

After these rises Treasury Bill applications were heavy,
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1920 but money was not wanted until the middle of May when,

owing to repayment of Ways and Means Advances, the
Market had recourse to the Bank, and during the last
f'ortnight the business done was:-
Discounts £218,000 Loans &£1,300,000
at Bank Rate and 3% above Bank Rate, the discounted
Bills averaging 14 days and the Loans being for 7 days.
The Market Discount Rate rose to 6%4%, a rise in the
Federal Reserve Bank Rate making the Market cautious.
Owing to payment of dividends money was
sufficient in June until towards the end of the half-
year, but the beginning of the difficulties of de-
flation made for caution.
At the end of June the business done was:-

Discounts - Banhe £2, 755, 000

- Market £2, 356, 000
Loans to the Market &£17,696,000.

The Discounts for Banles were at various rates
from 6% to 7i% according to the currency of the Bills:
parcels ranging from 15 to 55 days. Maxrket Discounts
were at Bank Rate and Loans at 3% above.

Large applications for end of September

Treasury Bills added to the strain.
During the greater part of the half-year there
was a comfortable maxgin b2tween Discount Rates and

rates for short money. The Market Discount Rate
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1920 averaged 6%% while that for short Loans was 44%.

The Market Discount Rate in early July was

6%% and money was not in much demand; it continued so

until towards the end of the month when, as the holiday
season approached, it became scarcer and the Market had
to borrow a small amount from the Bank.

After that, until near the end of August money
was8 comparatively abundant, Treasury Bill maturities ex-—
ceeding applications, but a yet further upward movement
in Bank Rate was feared. This, and the weakness of the
New York Exchange, kept rates firm. During the last
week of August, end of the month reaquirements and the
contraction of credit affected by some repayment of Ways
and Means Advances, made money short and a considerahle
business was done at the Bank, the Market borrowing
£5,500, 000 .

Money was wanted early in September and got
very tight towards the end of the month;i a large
business was done in discounting October Treasury Bills -
£2,900,000 at 63% and £10,227,000 at 64%. These fine
rates were only granted on the understanding that the
proceeds were to be applied in taking up fresh Treasury
BAaMTLss. £3,410, 000 was also discounted at Bank Rate and
Loans were taken to the amount of £29, 670,000 at +%

above Bank Rate.
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Such stringency was very unusual at this time of
year. The reason appears to have been that tax collections
were on a laxrge scale and that large amounts of credit were
tied up in unsaleable commodities: prices had fallen about
20 points since the peak of the previous April.

The Market Discount Rate at this time was 6%%.

Renewed fears of a rise in Bank Rate came in
October and there was again a relubtance to take up Treasury

Bills. Ease in money, however, weakened the Discount Rate

to 6%%. A Coal Strike on the 18th reduced the demand for

credit by the check put upon all kinds of business, but
Bill Rates did not fall away owing to the disinclination
caused by the Strike to take Commercial Bills. Money was
very plentiful at the end of the month and the Discount
Market was stagnant .

No business was done at the Bank until the 23rd
November, but Revenue collections and Treasury Bill sales
then began to be felt, and between the 23rd and the end of
the month £2, 600,000 was lent to the Market at %% above
Bank Rate.

Ligquidation of commodities and rumours of
difficulties at home and abroad continued and intensified

the apprehension that had latterly been felt in the City.
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1920 Dividend disbursements gave relief at the turn ' €:
of the month, but the announcement of the liquidation of HAEiS

A.& W.Nesbit, Ltd., an old established firm in the Fur | 2
Trade, called fresh attention to the uncomfortable ¥ i

e

position produced by the recent fall in prices.

Surplus credit disappeared to some extent

towards the middle of December owing to large Treasury éé
Bill applications, but money was fairly comfortable ‘}_5
until the last week of the year, when £2,400, 000 was HH i
discounted at Bank Rate and Loans amounting to £12,000, 000 ,j
were made at 3% above Bank Rate. b
As in September, Bills were again taken for %#
discount at under Bank Rate to enable March Treasury Bills ;§;£
to be applied for - £1,885,000 at 612% and £3, 000,000 &t i
64 e
The Market Discount Rate during the month was ity
round about 6%%. '£Q3
During the second half-year average rates were:- g Q
Market Discount Rate 6%%% Short Loans 5f%%, ﬁ} %
1921 The Market Discount Rate dropped to 6%% at the E- {
beginning of 1921, and money was very plentiful, but the ;
superfluity was quickly reduoed.by applications for Treasury =5,
Bills exceeding maturities, and thié and rapid Revenue E
collection necessitated the Market's coming to the Bank on E£ ?
4
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1921 the 27th January, when £3,125,000 was lent at 7% -

repaid by maturing Treaswxy Bills.

On the 10th February tax-gathering again began

to tell, and from then until the end of the guarter, the

There was out-

Market was in the Bank most of the time.

standing for the Market at the 31st March:-

Loans £31, 685, 000 Discounts &£1,300, 000 .

In February Bills having from 15 to 60 days to

run were taken for discount and in March about 45 days

was the limit. Not meny of the longest dated Bills were

put in, most parcels averaging about 30 days.

A large business was also done in discounting

April Bills for the Market, the proceeds of which had to

be applied in taking 3 months' Treasury Bills, viz:-

£1, 400,000 at 6%%
850,000 at 6%%
3,100,000 at 6%% 5

2,000,000 at 7%

£7,350,000

Further discounting to the amount of £8,500, 000

was done during PFebrusxy and March on account of Banks and

customers, at rates varying between 63% and 7%: March,

April, May and June Bills.
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On the 12th March when the rate for 3 months'

Treasury Bills was reduced to 6%, the 3 months' Market

A J
Rate fell to 64% and at the beginning of April, to 6g%.

£21, 000, 000 Treasury Bills were discounted
during the first week of April for the Currency Note
Redemption Account

Money was vexy easy during the first half of
the month, but in view of an announcement that Treasury
Bills were again to be offered by tender, there were vexry
large applications for 3 months' Bills at the 6% fixed
rate; money consequently became gquite scarce, and on the
14th April the Market was again in the Bank for £2,600,000
Loans, and for s further £4, 000,000 on the 21lst. As &
result of the Treasury Bill tenders (the first of which,
sold on the 21st April, were taken at an average of
£5:19: 4%*), the Market Rate fell to 5% - 6% and in a few
days to 5% - 52%.

Barl Rate was reduced to 63% on the 28th April,
but this had little immediate effect on the Market as rates
had already declined materially. Commercial Bills, owing
to trade depression, had been very scarce for some time
and the Bill Rate was about 5% - 57%% by the middle of Msy.

A little later, on a rumour tlat the tender system for

*The average rate had fallen to £3%: 5: 3 by mid-December 1921.
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1921 Treasury Bills was to be dropped, the Market took more of

these than they could carry and had to come to the Bank

on the 19th for £2,600,000 Loans . Bill Rates firmed up

considerably and rose to 5% - 5%%. Before the end of

the month a further £6,000,000 was borrowed at the Bank.

War Loan dividends in June caused the Bill Rate

to fall away to 5% - 52%.

Scarcity of Commercial Bills was the chief

feature up to the last week of June. On the 24th the end

of the half-year borrowings tegan, tut only a moderate

amount was reguired, viz:-

Discounts £3%35,000 at Bank Rate _ b

Loans 14, 200,000 at 3% above Bank Rate

£14, 535, 000

Bank Rate was reduced to 6% on the 23rd June .

short Loans and 3-months'

The average rates for

Bills for the half-year were: -

Short Loans 5%% 3 months' Bills 6%%.

The Market Discount Rate was H5%% at the beginning

of July. Six months' Treasury Bills which had been sub-

stituted for twelve months' Bills at the same rate (53%) at

the end of June were withdrawn to the surprise of the Market

on the 5th July, this step being taken as an indication that

Bank Rate would shortly be reduced. Money conditions were
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1021 easy and the Market Rate for 3 months was down to 5% by

the middle of the month.

The Federal Reserve Bank of New York's Rate and

Bank Rate were reduced to 53% on the 20th and 2lst July

respectively, and the Market Bill Rate went to 43%.-

Money was abundant until the first week in August when

demand for currency for holiday recuirements had an

effect on the supply of money, and, on the &th August,

the Market borrowed £3,200,000 at the Bank at the usual
The Market Bill Rate rose to 4%%.

%% above Bank Rate.

There was no particular demand for money during the rest

of the month and, with the exception of the discounting

of £300,000 Treasury Bills by a Clearing Bank at 43%, no

further business was done by the Discount Office prior to

the 21ist August.

The principal work of the Discount O0ffice during

the War, after the first few months when the discounting of

Bills of Exchange under QGovernment guarantee was in progress,

was in connection with pre-Moratorium Bill Advances: the

ordinary work of the Office was less than in normal times and

the discounting of Bills for customers or persons having

Discount Accounts was discouraged, except for purposes of

War Loan applications, on the Governor's instructions.
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Advances on Pre-Moratorium Bills

The first Advances under this Scheme, called

"Advances on Pre-Moratorium Bills" ("Cold Storage” Bills

as the Chancellor of the Bxcheguer named them) were made

on the 1/th October 1914, that being the first day on

which Bills fell due for payment after the final extension

of the Moratorium.

The Bank was not to claim repayment of any

amounts not recovered by the borrowers from their clients

for a period of one year after the close of the War, and

the Bank's claim was to rank after claims. in respect of

post—Moratorium transactions. Drawers and endorsers were

released from their liabilities as parties to these Bills,

but their liabilitizs under any agreement with accemstors

for payment or cover were retained. For some w:2eks before

the 1/th October & special Committee of Directors had been

sitting to arrange the details of the scheme, and on the

2nd October a notice (vide Appendices) was issued des-

cribing the procedure to be followed. The Committee

consisted of Mr.Campbell, Mr.Cole, Mr.Cokayne, Mr .Norman,

Mr .Trotter and Mr .Lubbock, and the same Committee consgidered

applications as they came in. Many were easily dealt with,
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but Balance Sheets and explanations were required in

several cases before applications were finally allowed

The number of applications was 419, of

or rejected.

which 314 were allowed, 92 were rejected (answer "Not

approved” - no reason given) and 13 withdrawn.

As stated in the Announcement, the reason

put forward for this scheme of relief was the breakdown

of the foreign exchanges, which stopped remittances from

abroad: but if Advances had been strictly confined to

those whose difficulties were directly traceable to this

cause, deserving applicants would have been shut out:

in practice almost all applicants were accommodated who

could éut forward a sufficiently good reason for inability

to meet their acceptances.

The total amount advanced was £74, 429, 409: 4:11.

Por the first month the daily amount was seldom less than

£1, 000,000, and was over &£4, 000,000 on several days: but

after that Advances grew less and less until May 1915,

when the last Advance was made.

In a few cases security was asked for: but no

stipulation was made as to the class of security, whatever

the applicants had to offer being usually accepted.*

*At the 31lst August 1922 (one year after the official close
of the War) there had been 16 failures, representing & sum
owing of £197,000, of which £50,000 was interest.
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i e e

Repayments began on the .19th October.

At the end of May 1915 when the majority of the

Advances had been running about six months, the question

of the payment of interest arose, and it was proposed to

send out statements showing the amount accrued and to say

that if not paid interest would be capitalised. ObJjec~

tions were, however, made to capitalising half-yearly and

it was finally decided to capitalise annually instead .

The practice thereafter was to send out statements of

account on the 3lst October in each year, with the in-

timat ion referred to regarding the treatment of interest.

The largest borrowers were naturally the

Accepting Houses, and they were reluctant to employ their

own funds in payment of interest, as they anticipated

that when the time came to claim from their debtors,

mostly Germans, it would add to their difficulties if the

Bank of England's books showed that interest had actually

At the same time many borrowers were anxious

been paid.

to reduce their indebtedness to the Bank when possible,

and it was in these circumstances that a proposal was made

to the Treasury by the Accepting Houses that they should

be allowed to make payments for interest into a separate

account at the Bank, on which interest should be allowed

at the same rate as that charged for Advances.
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This was ag&re<d to, and what were called

"Unallocated Accounts"” were opened; interest being

allowed at 2 per cent. above Bank Rate varying and

capitalised annually on thz 3%lst October, as in the

This of course was

casge of interest on Advances.

merely a book entry as an offset to interest accrued

on Advance Account. The unallocated moneys could in

no circumstances have been reclaimed, although the

Accepting Houses were of opinion that it could in a

case of bankruptcy . However, no such case arose and

the point was never argued.

It was at first generally understood that pay-

ments to Unallocated Accounts would represent only interest

accrued on Advances, but in practice the Bank put no limit

to the amounts paid in so long as their total did not ex-~

ceed the total of outstanding Advances and unpaid interest;

get off against

sevaral accounts were in fact, later on,

one another, the Unallocated Account with accrued interest

exactly covering the Advance Account with accrued interest.

The total amount of unallocated money paid in was

£20,510,243%:13: 4. Large amounts were allocated by

acceptors from time to time to repayment of Advances and

payment of interest .*

*On the 31st August 1922 the outstanding balance of un-
allocated funds with interest - a total of £10,443%,928: b: b -
was allocated by the Bank, and Advances and interest
consequently reduced to that extent. Unallocated Accounts
were then finally closed.

Bank of England Archive (M7/156)



THE BANK OF ENGLAND, 1914—1921. :‘

CHAPTER II G

"GOVERMMENT SECURITIES" AND "OTHER SECURITIES"

DISCOUNT OFFICE: DISCOUNTS AND ADVANCES

No specific record was made of the amount of w
Bills discounted under Government guarantee which passed i
into "Cold Storage", but certainly three~fourths and
probably more of "Cold Storage" Advances provided for
discounted Bills in the hands of the Bank. At the 3lst
August .1921 the amount of unpaid discounted Bills was
£37,810, and the outstanding amount in "Cold Storage" was
£15,%3%1,000, including interest. g
At the 31lst August 1922, the date by which
Advances on pre—-Moratorium Bills became repayable, the 3
amount of Advanoes outstanding, including interest, was
about £4, 000, 000 .
Advances were made to the London Branches of
five enemy Banks in the interest of the holders of their

acceptances, viz:-

Deutsche Bank £1,598, 000 h;$
Dresdner Bank £2, 590, 000
Disconto Gesellschaft £3, 051, 000 $r¥
Anglo-Austrian Bank £2,461, 000

Oesterreichische Laenderbank &£1, 715,000
At the outbreak of War, .licences to carry on
business were granted to these Banks under very strict b
limitations. Sir William Plender (of Deloitte, Plender, e
Griffiths & Co., Chartered Accountants) took charge as

Controller to supervise all business but the foreign '~?3
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managers were retained. The Deutsche Bank Advance and f ‘
interest was repaid in full in November .1915. In July i
1918 it was decided that enemy Banks should be liaguidated

by the 0fficial Receiver, and they then passed into his

handsy and by the liguidation of assets the debts of the 3
Dresdner and Disconto Banks were discharged in full. 4
The Anglo—Austrian Bank was reconstructed as a British

Company, and the Laenderbank as a French Company under 5
the name of the Bangque¢ des Pays de l1'BEurope Centrale, ’%;

and Shares and Certificates of Indebtedness were issued S b,

to the Bank of England in scttlement of the respective

debts . 3
The Treasury naturally wished to preserve the ‘

assets of these Banks for general reparation purposes.

Claims against the Head Offices had therefore been lodged ‘k%

by the Bank with the Clearing Office for Enemy Debts, but ;

these claims were disputed as not caming within the terms ?%

of the Peace Treaty, on the ground that, as the Advances : E

were not made until October 1914, they could not be said

to be pre-War. The Head Offices did not deny liability <

but wanted their assets in this country utilised before

they were called upon to remit. When the debts were

settled these claims were of course withdrawn. i
i
i
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Post-Moretorium Bills

Advances for a small amount - £32,047 — were

also made on post-Moratorium Bills which were also

These Advances were re-—

guaranteed by the Government.

paid out of the "Unallocated Accounts".

L0 [N N YOS Pt e

i

BT [ e L
e R 5

The account given above of the "Cold Storage"

L]
scheme may be concluded with an extract from an article

by Mr .Walter Leaf, upon the effect of the War on the

relative shares of the acceptance business secured by

the Banks and Accepting Houses -

“In the old days of the London and Westminster

"Bank, as I very well remember, even the business of

"accepting Bills was looked upon with much shyness, and

"there was & feeling that, by entering into it, & Bank

"was encroaching upon the preserves of the large merchant

"Banking Houses. That feeling had already passed away

"bzfore the War, and all the Banks willingly took up the

"acceptance business when it was offered to them, es-

"pecially by foreign Banks, chiefly American. The German

"acceptance business was mainly in the hands of laxrge

"German Banks, who had established offices in London, and

'whose sacceptances were freely dealt with on the London

"Market, though not by the Bank of England.
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"The outbreak of War in August, 1914, at once

"upset the traditional system of overseas trade, and one

"of the first effects was to throw almost the whole of

"the acceptance business into the hands of the Banis

"The resources of the large Accepting Houses were to a

"great extent locked up in debts due to them from Con-

"tinental Houses which it was no longer practically

"possible, or, indeed, legal for them to collect. The

"position was publicly recognised by the 'cold storage'

"plan, under which the Government, through the Bank of

"England, took over these foreign liabilities and kept

"them in reserve for future payment. The plan was

"completely successful, and was a cardinal point in the

"maintenance of the credit of Great Britain. But the

"first effect of it was naturally to put a stop for some

"time to further acceptance business by the merchant

"Bankers; and the whole demand for this machinery, the

"machinery on which depends the whole working of the

"foreign exchanges, fell upon the Banks .

"It came, too, in & new form. The old system

"of the acceptance payable at 90 or 120 days' sight was

"largely superseded by cash payments in the form of

- "'sight credits'; the seller sent forward his documents

"with a cheque on the purchaser's Bank; the purchaser of
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"the goods had to arrange with his Banker for payment on

"presentation. The Banks, with their large .ligquid re-

"sources, swollen during the course of the War by infla-

"tion, were eminently in a position to facilitate this

"system of payment, and it is probable that in this form

"almost the whole of the foreign drafts for goods pur-

"chased abroad passed through their hands."

16/%/1925 .

"Financial Times",

The "Agrezd Debt" (of the Govermment to the Bank)*

Between the 18th August and the 20th October,

the Treasury repaid to the Bank of England the whole

amount of the Agreed Debt, including the outstanding

amount of Advances® on pre- and post—Moratorium Bills,

viz ., £38,628,000, together with four-sevenths of the

*For further particulars of the Agrez2d Debt, which
amounted to £109,605,040:12: 8 in all, see above in this
Chapter.

*on terms contained in a Treasury letter dated the l3th
August 1915 (already quoted in this Chapter).

Paragraph (2) of this letter concluded " ...the Bank
"to receive such remuneration for its services in con-
"ducting the business on behalf of This Board as may be
"arranged."

To this there is appended & pencil note as follows:-

' "It was decided by the Chief Cashier (Aug.l917) not to

"raise the question of.remuneration for the work of the
"Bank in connection with pre- and post-Moratorium since

"the date of the 'Agreed Debt'. The Discount Office
"estimated the expenses incurred since that date at,
"roughly, &£1,000."
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interest accrued, viz., £1,022,000 in accordance with

the arrangement that the Treasury werc to receive three-

sevenths of the interest and the Bank four-sevenths*;

Bank Rate during the period was 5% and the interest

charge 2% above it. It was also arranged that after

the 18th August 1915 the Bxchequer should receive the

benefit of all payments received, whether on account of

principal or interest. Such receipts were thereafter

credited to an account opened in the Public Drawing

Office called "Suspense Account - Agreed Debt -

Goverrment” .

The amount repaid by the Treasury at the same

time on account of outstanding unpaid discounted Bills

was -

Principal £79, 270 Interest £2, 718.

Acceptances on account of Russian Clients

In March 1915 an arrangement was made between

the British and Russian Governments by which Russian

clients of British acceptors having "Cold Storage" Ad-

vances were enabled to discharge thelr indebtedness.

The Russian made his payment to the Banque de 1'Etat,

*This division of interest appeaxrs to be based on Treasury
letter of 27th August 1914 already referred to.
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Petrograd, and that Bank instructed Messrs .Barings

(Agents of the Russian Government) to hand over Russian

Goverrmment Treasury Bills to the Bank of England. These

Bills were discounted by the Bank on behalf of the British

Govermment and the prooeeds applied in repeyment of Ad-

vances made to provide for the relative pre-Moratorium

Bills.

In this way Advances and interest to the

amount of £7, 700,000 were repaid, and the effect was that

the Russian Government obtained a Lioan from the British

Government on the security of Russian Treasury Bilis,

which Bills were of course still held by the Bank of

England f'or account of the Treasury on the 31st August
1621 .

The acceptors had to supply the Discount Office

with the names of their Russian debtors and the amounts

of the debts, and lists with particulars were sent by the

Bank to the Banaue de 1l'Etat; the acceptors at the same

time advising their clients to make their payments to

that Bank. Polish debtors were included in the lists but

very few Polish pasyments were accepted by the Banaue de

1'Etat.
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Cleaxring Office (Enemy Debts)

Clearing

Under the Treaty of Peace with Germaly,

Offices for the collection of debts were set up in Germany

The British Cleaxring Office opened

and in this country .

in January 1920 and the German Office in the following May.

Similar provision was made later in the Peace

Treaty with Austria.

Debtors and creditors were allowed to communicate

with each other for the purpose of agreement, but peyment

might only be made through the Clearing Office.

Four claims were lodged by the Discount Office:

in respect of the Dresdner Bank, the Disconto Gesellschaft,

the Anglo-Austrian Bank and the Oesterreichische Laenderbank;

but when the debts were settled otherwise the claims were of

course withdrawn.

The claims of the Accepting Houses involved a good

deal of work in the Discount Office, as it was necessary for

the Bank to certify that the pre-Moratorium Bills provided

for by Bank of BEngland Advances were still in the hands of

the Bank, and many thousands of Bills had also to be sent to

the Clearing Office for inspection by a representative of

the German Clegring Office. This procedure was, however,

reversed later, the German representative coming to the

Discount Office to inspect the Bills.
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Under a clause of the Peace Treaty with Germany,

debts carried interest at the rate of 5 per cent. except

in cases where by contract, law or custom the creditor

was entitled to pgyment of interest at a different rate.

It appeared that very few British creditors

who had taken Advances from the Bank of England were in a

position by their contracts or by amy law or custom to

support claims to payment of interest at over 5 per cent .,

and consequently, having to psy the Bank 2 per cent. above

Bank Rate, they feared they would be very large losers.

They therefore decided to claim under another clause, con-—

tained in article %03 of the Peace Treaty, which reads -

"If a person has either before or during the Wax become

"liable upon a negotiable instrument in accordance with

"an undertaking given to him by a person who has sub-

"sequently become an enemy the latter shall remain liable

"to indemnify the former in respect of his liability

"notwithstanding the outbreak of War".

To decide the validity of this contention a

case was brought by Messrs .Frederick Huth & Co. in the

Mixed Arbitral Tribunal, a court set up under the Peace

and composed of one

Treaty to settle disputed claims,

one German representative and a

British representative,

President chosen by agreement between the respective

Govermments .
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Messrs .FPrederick Huth & Co. won their case

and were consequently entitled to claim from their

debtor the full amount of interest charged by the Bank,

but the result was not accepted by Germans as generally

applicable.

A further case was brought later by Messrs.

Goschens & Cunliffe before the Mixed Arbitral Tribunal,

and the creditors' claim was again allowed. The German

debtor, besides contending that he was not liable to pay

interest at 2 per cent. above Bank Rate, claimed that he

had a right to participate in the interest at 2 per cent.

above Bank Rate allowed by the Bank on unallocated money,,

but the decision on this point also was ggainst him.

This test appears to have been regarded as

conclusgive, as no further cases were brought before the

Court .

Foreign Money

As explained elsewhere in this Chapter (Bank

it was decided in November 1917 to

Borrowings Section),

allow & preferential rate for foreign money. The de-

positing Banker or Finance House had to give a guarantee

that the funds were held on account of allied or neutral

clients.
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Liists had to be furnished of the names and

domiciles of the clients and the amount of each individual

referred to the Discount

and these .1lists wers

balance,

Office for scrutiny and classification.

The arrangement came to an end in October 1919.

When the heavy discounting and borrowing began

at the end of July 1914, the Staff employed was 12, but

this number was gradually increased until it amounted to

94 on the 14th August, the heaviest day, and was maintained

at about 80 for the rest of the month. In September it

was reduced to about 50, and increased to 60 in October

when the "Cold Storage" Advances began.

From the beginning of 1915 the Staff was normal

or below normal, except during some War Loan issues (about

80 in Januaxy - February 1917). At one time (August 1915)

there were 4 Women in the 0ffice out of a total Staff of 8

or 10.
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Tresegury Bills and War Expenditure Certificates discounted

on account of applications for Waxr Loans.

In October 1916 £862,000 Treasury Bills were dis-

counted for conversion into the National Loan of the Prench

Governmment at varying rates, viz:-

Up to 75 days to run at 5%%

Prom 76 to 160 days at Ha%
at 53%.

In January and Februasry 1917 Treasury Bills and

Prom 161 to 365 days

War Expenditure Certificates were discounted for conversion

into the 5% War Loan, viz:-

£120,178,000 Treasury Bills at 5%

6,317,500 Wer BExpenditure Certificates at 53%

£126, 495, 500

Between the 31st December 1917 and the 18th

January 1919 £16, 974,000 Treasury Bills were discounted at

4% for conversion into National War Bonds, and £669, 800

War Expenditure Certificates were also discounted for the

seme purpose, mostly in connection with the first Series

of these Bonds.
In June and July 1919 £15, 104,000 Treasury Bills

were discounted at 3%% for conversion into 4% Punding Loan

and 4% Victory Bonds.
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