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THE BANK OF ENGLAND, 1914—1821.

CHAPIER IV

PRCVISION OF FOREIGN CURKENCIES AND SUPPORT OF

IHE EXCHANGES

1. BY GREAT BRITAIN,

THE BANK CF ENGLAND'S SUPPORT OF THE AMERICAN

EXCHANGE 1915

FBarly in Februery 1915, the American Exchange

began to fall eway below the 1limit of its normel variations
and, on the 18th February, J.P.Morgen & Co. were asked,
thr'ough Morgan, Grenfell & Co., to take up quietly, in
association with the First National Bank, New York, and
the National City Bank, New York, all Sterling Bills
offered up to a total of 10,000,000, meking & loan to

the Bank of England at 3#%. Exchange was to be sup-
ported at 4. 82,

On the 24th February the amount which might
be expended was increased to $25,C00,000 and it wes
decided to lower the level at which Exchange was to be
kept to 4.81. By the third week in May more than the
amount mentioned had been bcught, but no further limits
appear to have been imposed, Morgans.continuing to buy
such amounts as seemed necessary at various levels.
Prom the beginning 3%% Wer Loen was set aside at the
Bank of England as cover against the amount of the
dollar loan outstanding. As early as the 10th May the
Bank began to make arrangements for the remayment of
the loan and for this purpose decided to send geld from
Ottawa to New York. The first instalment, in United
States coin, reached New York about the middle of May.

The American Express Co. carried out all deliveries.
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On the 9th June J.P.Morgan & Co. were advised
that the rate level of 4.77 should be substituted for
that of 4.79 to which they had apparently been working
since early in March.

Further gold shipments took place, the totel
amount despatched from Ottawa and Montreal in discharge
of the advance, between May and the end of August, -
being -

U.S.Coin 2,552, 295,786 ounces
(from Ottawa)
U.S.Coin 63, 358. 411 ounces | value at
(from Montreal) | Bank's usual
Bars 395, 811. 457 ounces standard | buying prices
(from Ottaws ) £12, 224,050

Japanese 249, 156,08 ounces do.
Coin

(See "Gold Abroad: Canada")

On the 26th July J.P.Morgan & Co. sold Sterling
at 4.77 to liquidate the balance of the outstanding
advance, viz., $12,213, 263. 35, The total Exchange pur-
chased between the 25th February and this date was
8105, 717, 652, 04. The greatest balance outstanding at
any one time was 842, 300,999. 87, on the 5th June; and

=
purchaseshad been made at rates from 4.76% to 4.80?%.

On the 23rd June the Governor arranged
verbally with the Chancellor that the Government should
take over liability for this advance as from the 24th

June, the loss accrued to the Bank on the evening of the
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latter date, including interest, being £58,226:14:10.

At the date when the balance was sold this loss stood at
£30:684: -7: '4 and inberest @7, 6260 P¢ 6. Further pur-
chases were made after 26th July but the arrangement
made by the Governor was not placed formally before the
Treasury until the 4th August, on which date the Bank
wrote setting out the pnosition. By the 1l4th August no
answer had been received and, upon the Bank asking for
payment of £4,000,000 in respect of gold shipped to
America from their stock, it was understood that the
Treasury were not prepared to issue the necessary Write-
OB The Bank thereupon stated that they would assume
the responsibility of the Exchange transactions. On

the 16th August, Sir John Bradbury advised the Bank

that the Chancellor accepted the principle that any

net loss on transactiong, as from the 24th June, should
be borne by the Treasury, but was of opinion that "all
"transactions for the support of the Exchange, including
"the sale of gold to new York as from the 24th June,
"should be brought into account”.

It was further suggested that the sterling
value of the commencing balance of the Government's
account, after the 24th June, should be calculated at
the Exchange of the day and that interest should have

been allowed to the Government on the sterling credit
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on this side. The Bank replied that they could not
accept these proposals and would prefer to assume full
responsibility. They stated, however, that they could
do no more to support the Exchange and that if support
were desired, some other arrangement must be made.

On the 24th August the Bank informed Morgan,
Grenfell & Co. that they had assumed entire liability
for the debt and proposed to liquidate it exclusively
by gold shipments. Three shipments, aggregating
£12,010,379, were made from London“between the 28th
July and the 28th August (per the Cruisers, "Lowestoft",
"Carnarvon" and "Argyll").

The loan was extinguished on the 9th
September. A balance of 81,107,860, 81 remained in the
Bank's favour and this, remitted between the 23rd
September and the 2nd October at rates of 4.71{% and
4,72, amounted to £209,202: 6: 7, a profit which
accrued to the Bank. Subsequently, purchaseg of
Exchange were resumed, but upon the formation of the
London Exchange Committee in November 1915 this account
was taken over by them.

A further advance of £10,000,000 by
J.P.Morgan & Co. to the Bank was arranged in July 1915.

On the 23rd of that month the Bank wrote to Morgan,

Grenfell & Co. promising to begin forthwith to ship

*To New York. Vide Chapter V U.S.A.Section. The gold
realised $58,376,639.08 net (= @ 4.862 £11, 995,364 ).
5
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either American Bonds or Gold to New York to cover or
repay this loan. The proceeds were evidently to be
placed at the disposal of the British Government, but
the exact history of the advance is obscure. By the
middle of August advices were received from Morgans
stating that the situation in America was becoming
acute, and suggesting that further U.S.Securities
should be got together to cover & call loan of £20
millions. On the 14th August the Bank of England
confirmed their letter of the 23rd July, and asked
that the Securities shipped, and by then received,
might be sold by Morgans, as obportunity offered.
It does not appear however that any of the
Securities shipped to America between the end of July
1915 and March 1916 were the property of the Bank,
although their total nominal value by the latter date
was between £45 and £50 millions. It seems likely
therefore that at some period, probably in August or
September 1915, the Government had assumed liability
for the advance made to the Bank.

The shipments of Securities were carried out
through the Bank, and the first 7 consignments were con-

veyed in cruisers, uninsured, from the 28th July to the

10th October. Early in November the Bank had accumulated
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£2% millions of Securities ready for shipment, for which

the Admiralty were unable to provide transport. It was
therefore arranged that the Securities should be sent by
boate of the White Star, Cunard, &c. lines, usually in
amounts of about £/50,000 at a time. They were still
uninsured and the shipping companies agreed to charge no
freight. There were 16 shipments (12th November 1915 -
3rd March 1916).

Of the Securities so despatched the Bank had
purchased on the market and held for their own account,
until the Treasury was ready to pay for them, some £3 or
£3% millions. This was in the beginning, and in order
to ensure secrecy as to the Government's intentions.
Soon, however, the amounts handled became too large to
be dealt with in this fashion and the Bank purchased for
Treasury Account. Some £8% millions were obtained
direct from the Prudential Insurance Company and neaxrly
£5 millions of U.S.Steel Corporation 5% Bonds were pur-
chagsed from four Carnegie Trusts in Scotland at a cost
of £5,441,893: 5: -. In payment, £5,441,700 5% Ex-
chequer Bonds 1920 were created and accepted at par,
similar issues being made against the acquisition of
(much smaller) holdings of American Securities from St.

Andrews University and the Church of lIreland. The total
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amount of Securities acquired, prior to the formstion
of the American Dollar Securities Committee, amounted to

8233, 000,000 (nominal).

The "Chilian" Advance made by J.P. Morgan & Co.

In July 1915 arrsngements were made through
Morgan, Grenfell & Co. whereby the Chilian Government
should be provided with funds to meet their Tressury
Bills due on the 4th August 1915. The money was

required in London and amounted to £1, 200, 000.

J.P.Morgan & Co. were ready to advance the

equivalent of this sterling, as part of their arrange-
ment with the Bank of England to control the American
exchange. Againgt the sterling advance Morgan, Grenfell
& Co. were to hold N.M.Rothschild & Sons' promise to
pay at 90 days and the Bank of England were asked to
guarantee that upon maturity of the loan J.P.Morgan &
Co. should receive back the equivalent of £1,200,000 in
dollers at the rate of exchange ruling in July, viz.,
4.77. To this the Bank agreed on the 23rd July, and
became liable to J.P.Morgan & Co. for 85,724,000 due
27th October 1915, the maturity date of Rothschilds'
promise to pay.

Inétead of Morgan's drawing for this amount

by cable transfer it was arranged on the 19th October
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that gold should be forwarded to liquidate the debt.
To this Morgans consented, making an advance of the

. amount @ 3%#% on the understanding that the gold should
at once be shipped. Consignments of gold from London
to J.P.Morgan & Co. took place between the 17th and 26th
November and consisted of 1,000,000 sovereigns in four
instalments, in addition to which United States coin,
8700, 000 and 10,580.453% ounces standard of Bar Gold,
both held for the Bank at Ottawa, were delivered in
November and December to Morgans through the American
Express Company.

This gold extinguished the advance and left
the Bank with a profit on the transaction of £18,235:3%:5,
which was taken into account on the 12th January 1916
and subsequently paid over to the Government (vide Profit

on gold paid to H.M.,Treasury).

With regard to the period immediately
preceding the establishment of the London Exchange

Committee, a letter from Lord Cunliiffe to Mr.McAdoo*,

written on the 13th June 1917 at a time when the

question of allowing the Americen Exchange to break was

being considered, may be quoted -

*then Secretary to the Treasury, Washington.,
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"You will of course remember that during 1915 my
"Government took all Exchange operations out of
"the hands of the Bank of England and tried to
"divorce the payments through Messrs.J.P. Morgan &
"Co. for Munitions and those for the purchase of
"Cotton, Foodstuffs, and other commodities through
"the usual and ordinary Traders. The experiment
"was not & success and only played into the hands
"of the speculators and operators in Exchange, who
"made considerable sums of money owing to the
"violent fluctuations, and after a few weeks our
"then Chancellor of the Exchequer appointed a
"sma,ll body of London Bankers and Merchants to

"rehabilitate the Market and restore confidence."
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The chief factor which led to the appointment
of the Committee, in November 1915, was the unsatisfac-
tory condition of the American Exchange. From February
of that year until June the Bank of England had supported
the Exchange by arrangement made with Messrs.dJ.P.Morgan
& Co., the operations resulting in a loss to the Bank of
about £58, 000. In the latter part of June, the
Governor of the Bank of England discussed the matter
with the Chancellor of the Exchequer, who agreed, so the
Governor maintained, that future liability should fall
upon H.M.Government. On this point there was, however,
a serious misunderstanding, though this did not become
apparent until the beginning of August despite the fact
that large transactions had taken place in the meanwhile.
On the 14th August, as no agreement had been reached in
the matter, the Bank informed the Treasury that instruc-
tions had been given to Messrs.Morgan to cease supporting
the Bxchange; at the same time the Bank arranged to
send gold to liguidate the dollar Account in New York.
An understanding was effected with the Treasury at the
end of August, but the Bank of England did not conduct
any more operations to stabilise the Exchange:; the
transactions already carried out were, owing to the
shipments of gold, converted from a loss into a profit,
and this accrued to the Bank.

The effect of the cessation of support was

immediately apparent in the heavy fall in the Exchange,
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a fall only recovered to a certain extent when it
kecame known early in September that the Bank of
England, acting on behalf of H.M.Treasury, were pur-
chasing large blocks of American Securities and, in

Cctober, by the successful negotiations for the

£500, 000, 000 Anglo-French Loan. The need for system-

atic control, such as had been exercised pfior to the
middle of August by the Bank of England, became
increasingly apparent and eventually, under pressure
from the Bankers., the Treasury agreed to the appoint-
ment of the Exchange Committee.

The terms of appointment of the Committee
were laid down in a letter from the Chancellor of the
Exchequer dated the 18th November 1915, which read as
follows -

"“You have at my request agreed to act as a
"Committee for the regulation of the foreign
"exchanges, and in order to assist you in your
"operations I undertake to place at your absolute
“disposal (a) all the Gold which is now in the
"possession, or may during the period of your
"operations come into the possession, of His
"Majesty's Government, (b) all the proceeds still
"to be received from the recent loan in the United
"States, and from any further loan or credit to be
"contracted abroad in any form and from the sale
"abroad of any Securities by or on behalf of His

"Majesty's Government during the said period; and
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"(c) any American, Colonial or other foreign
"Seourities which may be bought or borrowed or other-
‘“wise acquired by or on behalf of His Majesty's
"Government during the said period for the purpose
"of exchange operations.

"You are to be at liberty to deal with or
"dispose of all such Gold, Moneys and Securities
"either directly or through your agents in any man-—
"ner that you may think fit, and you are to take
"charge of and carry into effect all Exchange
"operations that may be necessary for His Majesty's
"Government. You are also to respond, for the pay-
"ment of all debts contraoted abroad, or payable to.
"people resident abroad, by or on behalf of His
"Majesty's Government, for which purpose I shall lay

"“pefore you from time to time the fullest particulars

"that I can procure with regard to such debts.

"His Majesty's Govermment will seek the
"authority of Parliament to reimburse to you any
"actual out-of-pocket expenses incurred by you and
"your agents in connection with the above operations,
“but you will receive no remuneration and any profit
"resulting from your operations will accrue to His
"Majesty's Government.

"His Majesty's Government will also ask
"Parliament to indemnify you each and all apd hold
"you harmless for all losses, costs, damages and
"claims which you may incur on account of anything

“you may do or omit to do in connection with the
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"operations which you are to undertake as aforesaid."”

The Committee was extensively used in a
consultative capacity but it was found in practice
that the very wide powers with which the Committee was
invested were not capable of entire fulfilment. This
was due to the fact that to exercise such vast control,
a task really sufficient for a separate Government

Department, the members of the Committee would have

had to give their whole time and energies to the work,

which was impracticable. The majority of the
Committee realized that the terms had been granted at
a time of great urgency without sufficient deliberation.
It was owing to the insistence of Sir Edward
Holden that such extensive powers were agreed to, as he
informed Mr.McKenna, the Chancellor of the Exchequer at
that time, that otherwise he would decline to serve on
the Committee. When Mr.Bonar Law was appointed
Chancellor in 1916, it became necessary to reaffirm
the terms of appointment and he expressed amazement
that such powers should have been placed in the
Committee's hands., He wished to draw up amended
terms of reference but, when it was suggested to him
that a curtailment would be taken as a vote of censure
on the Committee, he agreed to leave matters as they
were, taking into consideration the fact that the
Committee in practice only claimed reasonable powers.
Throughout the period of their appointment,

the Committee in attempting to carry out their
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functions were much hampered by a lack of information

from Government sources, a fact to which they

frequently drew atiention but without any very

definite or permanent result.
The Committee consisted of -
Lord Cunliffe, then Governor of the Bank
of England. (Chairman)

Mr.Brien Cokayne, then Deputy Governor of
the Bank of England.

Sir Edward H.Holden, Bart.
Sir Felix 0O.Schuster, Bart.

Sir Edward Holden, although still nominally
a Member of the Committee, did not attend the Meetings
after January 1916.

Mr. Gaspard Farrer of Messrs.Baring Bros. & Co.
Ltd., joined the Committee in May 1916 and in August
1917 Mr.Stanley Baldwin, Financial Secretary to the g
Treasury, also became a Member owing to the need which
existed for closer intercourse between the Treasury and
the Committee. Mr.Baldwin took the Chairmanship at
Meetings held in the Treasury; Lord Cunliffe at
Meetings in the Bank of England.

In November 1917 the Hon. Sidney Peel of the
Foreign Office Jjoined the Committee.

In April 1918 Mr.Baldwin's place, as
Representative of the Treasury, was taken by Mr.Hugh G.
Levick of the Treasury and it was arranged that the

Governor of the Bank of England should in future be
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Thairman of the Committee ex officio. No further
changes took place in the constitution of the
Committee.

For a considerable period Meetings were
held daily; in all some 706 took plsace.

In the spring of the year 1916, Lord
Cunliffe visited the United States of America as a
Member of the Financial Mission sent there at that
time.

In April 1917, Mr.Gaspard Farrer went to
Holland to discuss arrangements to meet the very
difficult financial situation which had developed
thenre.

In December 1917, Lord Cunliffe was

selected by the Treasury to be the head of a Financial

Mission which was sent to Spain for the purpose of

negotiating a Loan.
The Committee was dissolved on the 31lst
December, 1910.
Special sections follow dealing with the
work of the Committee in connection with the -
American Exchange
Argentine Exchange
Dutch Exchange
Indian Exohange
Scandinavian Exchanges
Spanish Exchange

Swiss Exchange
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In addition, the Committee carried out large
purchases of Exchange on Hongkong to provide funds for

the purchase and hire of ships.

The lowest quotations during the War for the
tndermentioned exchanges were: -
Lowest
Country Parity Quotation Date
Holland 125 LOG %02 8. 8.18
Spain 25.22% 15.87 15. 4.18
Switzerland ! 18.40 18, 5.18
Sweden 18.159 10. 00 o G
Norway i : 11.95 ",

Denmark ' 11. 92

(Taken from Bankers' Magazine)
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AMERICAN EXCHANGE.

Shortly after the formation of the Committee
an Agreement was concluded between a group of British
Bankers and a group of American Bankers for a Loan of
#50, 000, 000, the proceeds of the Loan being placed at
the disposal of the Committee for the purpose of
supporting the Exchange in such manner as they might
thinkc Fib¥ The method of employment of the Loan was
the subject of considerable discussion but eventually

it was decided to place the whole amount on deposit,

equally di?ided between the National City Bank, the

Bankers' Trust Company and the Guaranty Trust Company
as, in the opinion of the Committee, the fact that the
money was so held would have a powerful effect in
keeping Exchange steady. The money remained on
deposit until July 1916 when it was transferred to the
Account of the Treasury, the Loan eventually.being
paid off in June 1917 by the transfer of gold supplied
by the group of British Bankers in whose name the Loan
was negotiated.

The Committee were intimately concerned with
the introduction of the various schemes for the
mobilisation of Securities for sale or loan to the
Treasury; the Securities were used almost entirely in
America, being either sold there or deposited as
collateral in connection with money borrowed in the
United States either in the form of Public Issues or

in the form of Bankers' Loans.

*Vide Treasury Minutes dated 17.11.15 and 27.5.16,
about &£10, 000,000 4% War Loan was deposited at the
Bank of England as Security for this Advance.
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AMERICA
The Committee started to give support to

the Exchange immediately on appointment and the quo-
tation was gradually raised to 4. 763, the figure
considered to be the outgoing gold point. It was
determined to "peg" the Exchange at this figure and
this aim was,in fact realised as, until the control
was removed in March 1919, Mesrs.dJ.P.Morgan & Co.,

acting on behalf of the Committee, purchased ail

Exchange which was offered at 4.76{%. Very few

Exchange dealings were effected in London by the
Committee as it was only found to be necessary to
lend support here when the quotation fell away from
that in New York, which happened very rarely. - The
Committee discovered, shortly after their appointment,
that some of the larger Government Departments, such
as the Ministry of Munitions, War Office, Sugar
Commission, &c., were buying dollars in the London
Market and through different channels; immediate
steps were taken to stop this-practice and arrange-—
ments were made under which dollars were supplied
direct from the Account of H.M. Treasury with Messrs.
J. P. Morgan & Co. This course removed from the
London Market practically the only large dealings.

The dollars required to finance the Exchange
transactions were provided by funds borrowed through
Messrs.J.P.Morgan & Co. on call Loans from Bankers and
by transfers from the Account of H.M. Treasury to the
Exchange Account (which stood in the name of the Bank

of England) when the overdraft on the latter Account
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AMERICA
became too large, and by gold shipments. The

Treasury Account in turn was fed by the proceeds of
Public Issues, sales of Securities, gold shipments,
money borrowed from various quarters, &c. Amongst
other sources, dollars were borrowed from the Danish
Government and also from thé Japanese Govermment.

In the case of the Japanese Government the money was
borrowed against sterling Treasury Bills bearing a
guaranteed Exchange; also, the proceeds of Yen
Treasury Bills and Exchequer Bonds issued in Japan by
the British Government were converted into dollars
supplied by the Japanese Government. Several British
Corporations issued Bills in America and sold the
dollars to the British Treasury.

As previously stated, the Exchange Account
in New York stood in the name of the Bank of England,
in whose name also the call Loans required to finance
the Account were negotiated; the name of the
Exchange Committee could not be accepted in New York
as "obligor". The Bank of England received a cover-
ing guarantee from H.M. Treasury. In August 1917,
arrangements were, however, made to close the Account
in the name of the Bank of England and to open a
similar Account in the name of H.M. Treasury.

The record of Exchange purchased and sold
on behalf of the Committee (at the end of this
Section) will show the magnitude of the sums expended

in the stabilization of the American Exchange.

*Vide Correspondence Files 493/9, 493/10 and 493/135
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AMERICA
The Exchange Committee were successful, in

conjunction with the Bank of England and the Cormnhill

Committee (after experiencing muoh difficulty in bring-

ing the Treasury into agreement with their views), in
getting restrictions plaoed upon Underwriters to
prevent them insuring shipments of gold from Neutral
Countries, having in mind particularly the United
States; the Committee's view was that any gold taken
from America would ultimately have to be replaced from
the United Kingdom. An intimation was also sent to
Bankers and to Shipping Companies that such shipments
ought not to be facilitated. On representations from
the Foreign Office, the restrictions, after being in
force for a short time, were removed so far as the
Underwriters and Shipping Companies were concerned,
owing to fear of diplomatic trouble with America; but
within three months the United States Government issued
a regulation prohibiting exports of gold from the
United States and her territorial possessions except
under licence. This regulation was largely due to
Lord Cunliffe who, after his return from America,
stated that he had discussed with Mr.McAdoo, the
Secretary to the United States Treasury, and also with
the Federal Reserve Board the question of preventing
the shipment and insurance of gold from America, and
that both Mr.McAdoo and the Federal Reserve Board were
much in favour of this policy though the British

Embassy did'not support it. The matter was accordingly
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AMERICA
taken up by the Treasury with the United States

Government and, as a result, the regulation previously
referred to was passed.

The most critical period in the history of
the American Exchange occurred after the statement
issued on the 27th November 1916 by the Federal Reserve
Board¥cautioning Federal Reserve Banks against locking

up Funds in obligations of PForeign Governments. So

seriously was the situation viewed by the Committee

that an interview was arranged with the Chancellor of
the Excheguer chiefly for the purpose of discussing
whether support of the Exchange should be coptinued.
The Chancellor placed the matter before the Cabinet
War Committee who summoned the Exchange Committee
before themn. As a result of the discussion the
Cabinet War Committee decided to continue to hold
Exchange at 4.76%. The Cabinet also decided to cable
to the French and Italian Governments informing them
of the situation which had arisen and urging the
necessity for sending more gold to America and for
curtailing drastically contracts for purchases there.
Owing, however, to the political situation, due to the
resignafion of the Government, the telegrams drawn up
by the Exchange Committee were held up for some days
as there was no one connected with the Government who
would take the responsibility for sending them.
Eventually the Committee sent the telegrams themselves

through diplomatic channels.

*Vide Appendices.
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AMERICA
Early in December 1916 the Committee wrote

to the Chancellor urging upon him "the vital necessity
"for taking, without the least delay, any step whatso-~
"ever which may tend to alleviate the position;
"otherwise . . . . . . nothing but disaster can result'.
The Committee set out various suggestions to which

they considered immediate effect should be given and
concluded the letter by saying that "so far as the

"Committee can judge by opinion in the City, the

"people of this Country will be willing to do anything

"you recommend as necessary for the successful
"termination of the War".¥

Later in December the Committee considered
the possibility of obtaining compulsory powers which
would enable all balances, Securities, property, &c.,
in America belonging‘to British Subjects, Banks,
Corporations, or to other businesses of British owner-
ship, to be acguired, should occasion arise, by
purchase by the Treasury, or to be deposited on Loan
with the Treasury. After several discussions a
letter on these lines was written to the Chancellor
suggesting that power be paken to vest any property
(not only American property) in H.M.Government, but
effect was not in the end given to the proposals other
than to take compulsory powers to acquire Securities
necessary for regulating the Foreign Exchanges.

Messrs.Morgan were much in favour of an

arrangement under which Banks in London would guarantee

¥On the 15th December the Committee wrote to the Food
Controller urging curtailment of imports owing to
difficulty of paying for themn.
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Exchange on American Funds deposited in London, the

Banks to receive a covering guarantee from H.M.Govern-
ment; they regarded such an arrangement as essential

in order to prevent the bulk of American deposits

from being withdrawn from London. The Committee did

not. however, consider such a scheme to be practicable
and the proposal was abandoned without the ill effect

anticipated by Messrs.Morgan.

In January 1917, Messrs.Morgan suggested
that a portion of the Government purchases in America
might be financed by drafts drawn in dollars by the
Contractors on British Banks, the latter to be guar-

anteed by H.M.Government. The Committee did not

favour the proposal but, when the matter was brought

forward a second time by Messrs.Morgan, it was agreed
to obtain the Bankers' opinion. As the Committee
anticipated, the Bankers were averse from incurring any
further dollar liabiliﬁy and stated that they would
really prefer to part with gold rather than adopt the
suggested form of credit.

The advisability of issuing British
Government Treasury Bills in New York, which was
discussed in the latter months of the year 1916, was
brought forward again by Sir Hardman Lever (the
British Treasury Representative in New York) in March
1917, at the instance of Messrs. Morgan. The Exchange
Committee had always been averse from the issue of

Treasury Bills in America; on this subject they had
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written to the Treasury in November 1916 saying that

"One result Qf the issue of the Bills in America will

"undoubtedly be the withdrawal of American money
*employed here at the present time: indeed, the
"Committee have already learnt of arrangements being
"made by American Houses for the calling of money
“from the London Market. The Committee fear also
"that the issue of a large quantity of short-dated
"obligations will, in effect, place this Country
"financially very much in the hands of the United
"States and they feel that they cannot too strongly
"insist on the danger of a short-term obligation in a
"foreign currency and in the hands of foreigners
"ignorant of conditions here and without the founda-
"tions of faith in our credit inherent in a British
"subject. Further, the issue of Treasury Bills will
"diminish the chances of obtaining further long term
"Loans in America"”. While adhering to their
previous opinion that such issues were undesirable,
the Committee now agreed that as a Bond Issue was
impossible the Treasury could not do otherwise than
issue Bills.

The entry of America into the War in April
1917 relieved the great difficulty whichlwas being-
experienced in raising dollars as large credits were
al once placed at the disposai of the British
Government by the United States Treasury to meet the

most pressing needs.
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Barly in August 1917 arrangements were made,

as previously stated, with H.M. Treasury to close the
Exchange Account with Messrs.Morgan standing in the
name of the Bank of England, and from that time money
expended in support of the Exchange was charged to the
Account of H. M. Treasury in New York.

In the autumn of 1917 the Committee suggested

the necessity of prohibiting the export of capital

(having exborts to the United States particularly in

view) and as a result the Treasury issued regulations
to the desired effect.

On the 18th March 1919 the Exchange Committee,
at the request of the Chancellor of the Exchequer,
attended a Meeting to consider whether the stabiliza-~-
tion of the Exchange should be continued. Besildes
the Chancellor of the Exchequer, Sir John Bradbury and
Sir Auckland Geddes were also present. After a very
lengthy discussion, it was agreed to withdraw the
support from the Exchange.

A record of the Public Loans issued in
America by the British Government up to the close of
the year 1919 is appended.

From the point of view of the British
Government, the American Exchange was, of course, by
far the most important Exchange. Although the
Committee took a leading part in various arrangements
made for the support of the Exchange and for the

provision of dollars in America yet, owing to the fact
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that the British Treasury established their own

Representative in New York, many questions were

naturally settled and negotiations carried out with-

out reference to the Committee. For this reason
they had not so intimate a knowledge of the situation
in America as they had, for instance, of affairs in
Holland; it is consequently impossible from the
records of the Committee to make the account of this

BExchange so full as its importance would Justify.
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Purchases and Sales of American Exchange

Exchange purchased in Exchange sold
New York or scld in Lcndon in New York

1915
November
December

1916
January
February
March
April
May
June
July
August
September
October
November
December

1917
January
February
Maxrch
April
May
June
July
August
September
October
November
December

1918
January
February
March
April
May
June
July
August
September
October
November
December

1919
January
February
March
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£1, 345, 000
50, 000

£1, 995, 000

£135, 000
1, 102, 648

9, 674, 864
11, 220, 000
4, 685, 000
13, 395, 000
13, 265, 000
17, 775, 000
25, 230, 000
44, 270, 000
£140, 952, 512

£10, 800, 000
31, 340, 000
13,275, 000
15, 620, 000
37, 170, 000
55, 090, 000
20, 270, 000
22, 745, 000
34, 395, 000
26, 715, 000
27, 815, 000
27, 715, 000

£%22, 950, 000

£17, 440, 000
13,435, 000
10, 715, 000

3, 140, 000
4,270, 000
8, 235, 000
4, 920, 000

2, 400, 000
2, 970, 000

£67, 525, 000

£7, 150, 000
16, 935, 000

£24, 085, 000

£557, 507,512

£2,496,%68
£2, 496, 368

£1,828,177
300, 000

4, 360, 000
4,890, 000

9, 730, 000
3,505, 000
2, 215, 000
12, 195, 000
3,175, 000
£30, 820, 000

£4, 580, 300
650, 000

£5, 230, 300

£49, 924, 845
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PUBLIC ISSUES IN NEW YCRK

#500, 000, 0G0 Anglo-French 5-Year 5% External Loan
issued 15th Cctober 1915 @ 98, the
Loan being a joint obligation of the
British Government and the French

Republic.

$250, 000, 00C 2-Year 5% Secured Loan Gold Notes issued

lst September 1916 @ 99.

#150, 000, 0CC 3-Year 53% Secured Loan Gold Notes

issued lst November 1916 @ 994%.

£150,CCC, OCC 5-Year 5%% Secured Loan Gold Notes

issued lst November 1916 @ 98%.

#10C, 0CC, 00C l-Year 53% Secured Loan Convertible Gold
Notes issued lst February 1917 @ 99.52.
#150, 000,000 2-Year 53% Secured Loan Convertible Gold

Notes issued lst Pebruary 1917 @ 99.07/.

#2142, 901,000 20-Year 5%% Gold Bonds issued lst
February 1919 in exchange for 1l- & 2-Year

Secured Notes.

%101, 620,900 3-Year 53%% Convertible Gold Notes issued
1lst November 1919 @ 98, due 1lst
November, 1922,

£148,379, 100 1lO0-Yearx 5%% Convertible Gold Bonds
issued 1lst November 1919 @ 96%, due

1st August 1929,
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In July 1916 the Treasury made an arrangement
with certain London Banks for ‘accepting Bills drawn to
finance purchases of meat. The Banks in South America
did not, however, view the arrangement with favour as
it tended to decrease the popularity of drafts drawn by
themselves on their London Offices; the Bills drawn
were accordingly, on the advice of the Committee, not
renewed at maturity, the scheme being allowed to lapse.

In the autumn the Committee considered the
question of raising a Loan in the Argentine but formed

the conclusion that a Loan would be impracticable as

the Argentine was essentially a borrowing Country.

The Committee urged upon the Treasury the necessity for
the curtailment of imports.

In October 191/ tentative proposals for a
Loan were received through Messrs.l.eng Roberts & Company,
Messrs. Baring Brothers' correspondents in the Argentine,
in which it was 'stated that £10/20, 000, 000 for six
months might possibly be obtained against Argentine
Securities. The proposal was referred to the Treasury
who, agreeing with the Committee that a Loan of so
short a currency was useless, requested them to ascer-
tain what prospects there were of obtaining a longer-
dated Loan, adding that large importations of wheat
from the Argentine early in the following year would be
absolutely required if' the populations of France and
Italy were to be adequately f'ed. The Committee

suggested that a joint financial Commission of the
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Countries interested should be formed to negotiate the

arrangements for finance and pointed out that it
seemed impossible that the surplus wheat crop could be
lifted without employing the tonnage in the control of
the Allies, so that the financial Commission would be
in a strong position to negotiate.

A conference on the subject took place with
the French Minister of Finance and the Assistant
Secretafy to the United States Treasury; as a result
the British and French Ministers in Buenos Ayres were
instructed to suggest to the Argentine Government that
that Government should formulate a plan whereby
obligations of Great Britain and France would be
issued to an amount representing the purchase price of
the Argentine exportable cereals and be made the basis
for the issue of Argentine circulation.

Eventually, in Januvary 1918, a Convention
was concluded between the British, French and
Argentine Governments for an advance of 200, 000, 000
Argentine gold dollars carrying interest at 5%. The
Loan had a currency of 2 years but the Argentine
Government were given the right to draw against the

British and French Governments, respectively, up to a

total of 100, 000, 000 dollars in each case when the

rate of exchange on England did not exceed 50d. or on
France 5 francs 60 centimes, subject to an undertaking
that the proceeds would not be utilized to meet direct

or indirect remittances to the United States of America.
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The Loan was 8till outstanding at the close

of the year 1919 and was renewed for a further year

from January 1920.

In the spring of 1920 the Bank negotiated a
fresh arrangement for the Treasury through Messrs.
Baring, under which, in May, the British Government
advanced $50,000,000 in New York to the Argentine
Government to meet Bills maturing there; the British
Treasury undertcck not to call for the repayment of the
Loan until the 14th January 1921, the due date of their
own obligation, when it would be used to cancel an
equal amount of that debt. The balance of the British
Government's engagement was met by their making them-
selves responsible for the service and amortization of
certain Argentine Bonds, until the extinction of the

balance. (vide folder 493/134.)
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DUTCH EXCHANGE.

In January 1916 the Committee started to
give support to the Dutch Exchange. The operations
at first were conducted through the London County &
Westminster Bank, Ltd., but it was decided early in
April 1916 that it would be necessary to select a Firm
in Amsterdam to operate on behalf of the Committee and
an account was opened with Messrs.Hope & Co. for this
purpose, in the name of Baring Bros.& Co.Ltd.*

An Agreement was reached in March 1916, after
considerable negotiation, with a group of Dutch Bankers
for the liquidation of sterling balances held in
London on Dutch account amounting in all to some
£7, 000, 000, the liquidation to be effected by means of
the payment of £1, 800,000 in gold and the balance by
the issue of 12 months Sterling Treasury Bills bearing
an option of repayment in Florins at the exchange of

Fls. 12. The Bills bore the endorsement of the Bank

of England to the effect that they would be repaid

either in sterling or florins; the Bank's endorsement
was necessary in order to make the Bills available as
collateral with the Netherlands Bank for which purpose
two signatures to the Bills were required. The
Treasury gave the Bank of England a covering guarantee
in respect of this endorsement. The Javasche Bank,
whose balances formed part of those dealt with, were
also given an undertaking that no obstacle would be

placed in the wayof shipment by them to Holland, as

¥In July 1917, at the request of Barings., the title of
the account was altered to London BExchange Committee .
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and when required, of the £1, 000,000 earmarked gold
held by Lloyds Bank on their behalf and also a further
£500, 000 gold set aside under this arrangement.

A separate agreement was concluded with the
Anglo-Saxon Petroleum Company and the Asiatic

Petroleum Company, who had funds in London estimated

to reach £6,000, 000 by the end of June 1916. It was

agreed to sell the Companies £500, 000 forward Exchange
at 11.90 and also £1, 500, 000 Treasury Bills due in
January 1917, payable either in florins at 11.90 or in
sterling. On their side the Companies agreed that,
apart from certain stated payments to be made in
England, the balance of their funds should remain
invested in Sterling Tre&asury Bills until the end of
the year, and that they would not purchase any
exchange on Holland before Januvary 1917, unless for
exceptional transaotions of inconsiderable amount, the
details of which they would submit to the Committee
for approval.

The chief demands on the Dutch Exchange
arose through payments for Java Sugar, for produce
purchased in Holland, and for remittances made by
Messrs.Baring Bros.& Co. on account of the Russian
Government to cover the payment in Holland of coupons
on Russian Government Bonds, and through large offer-
ings of sterling on Scandinavian account through
Holland. The payments for Russian coupons were

largely effected by means of the export of gold as
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soon as the weakness in the Exchange became very

pronounced, though later the Committee arranged to
supply the florins; and with regard to the other
payments the Committee concluded various arrangements
for the issue of yearling Treasury Bills, usually at
5% discount, bearing a guaranteed rate of Exchange,
and also for the issue of Exchequer Bonds similarly
payable both as to principal and interest in sterling
or florins. In 1916, for instance, &£4, 950, 000
Treasury Bills with a guaranteed Exchange of Fls. 12
were issued in payment for Java Sugar. Sterling
acceptance credits for large sums were also arranged
to finance portions of the Sugar Crcp, the Agents cf
the Sugar Commission drawing for the purpose on |
certain London Bankers.

The Foreign Office, the Reétriction of
Enemy Supplies Department, the Ministry of Food, &c.,
entered into various Agreements for the purchase of
agricultural produce in Holland and the Dutch
FPisheries catch, and payments arising therefrom were
a frequent drain upon the resources available; so
much so that the Committee, who gquesticned the wisdom
of this method of food blockade¥(in view of the
extreme difficulty of providing foreign currency even
for absolute necessities) frequently protested against
the Agreements in cases in which the produce was not
urgently required for consumption in this Country.
The Committee often had cause to complain that an

Agreement was concluded first, the method of payment

*Vide also corresgondence between Foreign Office and

Bank, October 191 (C.C.0.490)
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being left for subsequent arrangement.

The Committee besides actually effecting
payments, as previously stated, in Treasury Bills and
Exchequer Bonds aléo sold similar Treasury Bills for
florins and purchased in London any Securities which
would command a. sale in Amsterdam, the total so pur-
chased being about £5, 500,000 in valuey; Exchange was
also sold when opportunities occurred and large sums
were provided in this manner. The largest block of
Securities bought was purchased at a cost of approxi-
mately £4, 250,000 as the result of a requisition of
Royal Dutch Petroleum Shares by H.M. Treasury on the
advice of the Committee.

Beéinning with May 1916 shipments of gold
were also made, the total reaching £2, 200, 000 by the
end of July, after which date no further shipments
had to be made for nearly a year, when heavy
maturities of Treasury Bills necessitated big exports
of gold which continued until April 1918, by which
time the bulk of the Treasury Bills had been repaid.
In all some £16,000, 000 gold was sent direct by the
Committee and in addition about £500, 000 through the
London County & Westminster Bank, Ltd., in connection
with operations for the suppof% of the Exchange
carried out for the Committee; also £1, 350, 000 was
despatched through Messrs.Baring to provide for part
of the florin requirements of the Russian Government,
the gold being sold at an exchange based on the rate

ruling at the time, the profit on the transaction

Bank of England Archive (M7/157)



THE BANK OF ENGLANO, 1914—1921.

CHAPTER IV

FCREIGN EXCHANGES
LONDON EXCHANGE COMMITTEE.

HOLLAND
being paid to the Committee. In 1916 shipments were

sent in small amounts not exceeding £50, 000 per boat

and were sent unaccompanied. In May 1916, a ship*

carrying £46,000 in gold on behalf of the Committee

was sunk either by mine or torpedo close to the
Goodwin Sands, but the gold was subsequently recovered
by the Admiralty. In June 1917 when shipments of
gold were resumed, the submarine menace had become so
acute that the convoy system had been adopted by the
Admiralty, ships being sent over to Holland in batches
of five or more. The Committee then decided, in face
of the urgency of sending gold to Holland and the
infrequency of the shipments, to raise the maximum
which might be sent in any one ship to £250, 000. P13
view of the necessity for secrecy both in regard to
the despatch of a convoy and to the fact that the
ships carried gold it was impossible to make arrange-—
ments in advance for the transport of gold from the
Hook of Holland to Amsterdam; the Committee decided
therefore that a Representative of the Bank of England
should travel on each ship which carried gold and
accompany the consignment to Amsterdam, making the
best arrangement possible for the Jjourney from the
Hook. Later, when the shipping danger increased
still more, instead of shipments being accompanied, a
Bank of England Representative was stationed in
Holland, met the ships on arrival and saw to the safe
conveyanoe of the gold to Amsterdam. The Jjourney

from the Hook of Holland was accomplished by means of

¥Batavier V.
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barges and was attended by some risk owing to the

nearness of the German Frontier. Despite the dangers
of the voyage and canal journey no los's was incurred
and the various consignments of Securities also
reached Amsterdam in safety.

By the end of the year 1916, over
£15, 000, 000 Treasury Bills payable at a guaranteed
Exchange had been issued, the greater part of which
fell due in the first half of 191/, and the Committee
were faced with the serious problem of renewal or
payment. During the autumn of 1916, they had managed
to accumulate a substantial balance in Holland,
amounting at the begimning of the year 1917 to some
Fls. 32,000, 000; the Committee felt that the posses-
sion of a large balance would be a powerful:lever in
their hands in the negotiations for renewal of Bills.
Messrs. Hope were given instructions from time to time
to purchase Treasury Bills in the Market for account
of the Committee at varying rates of discount in order
to maintain a free Market and to improve the rate at
which renewals could be placed. By March 1917 the
Bills issued had reached a total of £15, 641,000, a
figure which was regarded as far too large for the
Dutch Market, and from that time it was resolved to

effect a steady reduction in the total outstanding.

Arrangements were made, after much negotiation, to

renew the largest holdings of Bills either in whole or
in part; the wording of the endorsement to the

renewal Bills was altered, to comply with the wishes
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of the Netherlands Bank, so és to give the holder,
besides the option of payment in florins at maturity,
the option of receiving payment in London at any time
under discount at 5% provided that the Exchange was at
12.15 or above. The renewal of £2,000,000 Bills held
by the Javasohe Bank was only agreed to by that Bank
after the promise of £500, 000 Raw Gold in India
against payment in sterling in London.

As a safeguard against any diffioulty which
might be caused through shipments of gold to Holland
beooming impossible an arrangement was made with the
Netherlands Bank under which they agreed to place
florins to the credit of the Committee against the
deposit of gold in New York¥ So seriously was the

financial situation in Holland viewed about this time

that the Committee arranged in April for Mr.Farrer to

visit Amsterdam and this Agreement with the
Netherlands Bank was the most important result of his
Journey though, as matters turned out, it never
became necessary to put it into operation. The
difficulties in Holland were acoentuated by the fact
that it was impossible to sell there Amerioan or
Colonial Railroad, &c., Securities, as had been done
in the United States, because no dealings were per-
mitted in Securities introduced since the War other
than Dutch Securities or Securities for which special
sanction was received as, for instance, the Exchequer

Bonds to which subsequent reference is made. In

*¥Vide C.C.P.166 fun 68

Bank of England Archive (M7/157)



THE BANK OF ENGLAND, 1914—1921.

CHAPTER IV

MCREIGN EXCHANGES
LONDON EXCHANGE COMMITTEE.

_ HCLLAND
June 1917 shipments of gold were commenced again, a

shipment of £1, 000, 000 being despatched in the middle
of the month. From this time until the spring of
1918 frequent shipments took place, the last shipment
being made in April 1918.

By the end of the year 1917 the Treasury
Bills had been reduced below £9, 650,000 and the steady
reduction was continued during 1918 so that in
December the total outstanding was below £5,000.000.
The renewal of £1,500,000 Bills held by the Javasche
Bank was only effected in 1918 after extending to them
the same facilities for shipping to Holland during the
currency of the Bills the £1, 000, 000 earmarked gold
held in London and also agreeing to sell them, if
desired, a further £500, 000 Raw Gold in India against
payment in florins¥

The balance of the Treasury Bills outstand-
ing was repaid during the year 1920.

In the autumn of 1917 £1, 950.000 5% three
year Exchequer Bonds, payable both as to principal and

interest in sterling or florins at Fls. 12, were issued

at 975 less 1% commission to provide payment for Java

Sugar. The Bonds also contained a clause giving the
option of repayment in sterling at Fls. 12 at any time
provided that the rate of exchange for cablebtransfers
on London was at or above Fls.1l2.15, the surrender
value of a Bond being calculated at 98%, 99%, 100%

according to the year in which it was surrendered, viz.,

*¥In Maxrch 1918 a proposal was made to tighten the tlockade
by threatening to prevent allied tanking houses from
having transactions with neutral bankers suspected of
certain specified dealings with the enemy. The London
Exchange Committee resisted the suggestion as likely
materially to interfere with the Government's ability to
obtain credit in neutral countries, especially Holland.
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1918, 1919, or 192C.

At the end of the year 1918, the Committee
started to tuy up these Exchequer Bonds in the Market
and on the 31st December 1919 there remained only
£742,800 Bonds outstanding.

Shortly before the Armistice negotiations
were initiated bty the British, French, Italian and
Tnited States Treasuries for a loan of Pls.175,000, OCC
from the Dutch Government, of which the British share
was to be Pls.75,000,00C, and an Agreement was signed
early in December 1918.

The British portion of the loan was made
against 5% Exchequer Bonds issued at par and drawn in
florins but having an option of repayment in sterling
at Pls.12: the Bonds also carried an option of
repayment in sterling at the same exchange at any time
in the event of the cable transfer rate on London being
at or above PFls.1l2.15. The Bonds were repayable at
any interest date on three months' notice being given
by the British Treasury and in any case not later than
31st December 1923.

The object of the Loan was to provide payment
for the outstanding Treasury Bills issued in Holland
(at that time amounting to #ls. 58, 468,000) and the pro-

ceeds of the Loan were specially earmarked for this

purpose. Owing, however, to the large credit balance

(referred to again later) which the Coumittee
accumulated in Holland in the eaxrly part of 1919, only

¥ls. 50,000,0C0 was borrowed and the Bonds issued
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thereagainst were repaid on the 31lst December 1919.

At the beginning of thelr operations the
Committee had in view the raising of the exchange to
11.90, the figure then considered to be the gold point;
but by August 1916 they felt that they must modify
their programme and be content to keep exchange com-—
paratively steady, endeavouring to prevent sensational
movements. After the year 1916, little direct support
was giliven to the Exchange in the open Market though the

. rate was indirectly assisted by the Committee's opera-

tions and by the fact that Govermment Departments were
supplied with florins from the Account of the Committee
instead of competing for Exchange in the Market. All
payments on behalf of the Government were made by the
Committee and all florin receipts were similarly
credited to the Committee.

After the Armistice, the rate rose sharply

and during the next few months heavy sales of sterling

in Amsterdam and purchases of florins in London were
effected. In addition, large florin sums were
received at this time on account of sales of bacon to
the Dutch Government, sales of Royal Dutch Petroleum
Company Shares, sales of coal, and through the receipt
of florins from the German Government for the purchase
of food. Indeed, so strong did the financial position
become that in April 1919 the Cash balance of the
Committee exceeded by some Fls. 40, 000,000 the Exchequer

Bonds and Treasurxry Bills outstanding. Purchases of’
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Treasury Bills and Exchequer Bonds were effected in

anticipation of maturity whenever a favourable oppor-

tunity occurred and at the end of the year 1919 the

only unredeemed obligation in Holland was the balance
of the Exchequer Bonds due in November 1920, referred
to previously, for which florins had been set aside.
The surplus balance on the Account of the Committee
was used in part to buy Swiss Francs to meet Loans
falling due in Switzerland and the remainder was
remitted to London, the Exchange Account being closed

in January 1920.
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On the 29th June 1917, the Government of
India issued an ordinance under which they took powers
to acquire all imports of gold, at Rs.15 to the £ in
the case of sovereigns, and in the case of bullion at
Rs. 1 for 7. 53344 grains troy of fine gold, this being
the equivalent of £3:17:10% per ounce standard. The
Government of India stated that "The object
'not in any way to interfere with trade remittances
"but to ensure that such gold as is imported is used
"in the most effective way possible to strengthen
"India currency position. Gold so acquired will be
"placed in the Paper Currency Reserve, where it will
"increase the metallic backing to the note issue, and
"will, if it is in the form of sovereigns, be readily
"available for use as currency when necessary. "

In September the Committee were consulted by
the Chancellor of the Exchequer and by the India
Office regarding a proposed change in the price fixed
by the Indian Government for the purchase of gold, the
suggestion being that an addition should be made to
the gold parity which would allow for costs of freight,
insurance and interest on gold shipped from the United
States of America. '~ The India Office wished to fix a
rate which would induce gold to come into India, but
recognised that they ought to avoid placing a premium

on gold. The object was to fix a price so that

persons wishing to bring gold into India might secure

no advantage as compared with a purchase of India
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Council Drafts, but might bring it in if they wished to

do so. The prices for India Council Drafts had been
raised at the beginning of September to ?/2%% for
deferred telegraphic transfers and i/g for immediate
telegraphic transfers.

The Committee held several meetings on the
subJject, one of which was attended by the Secretary of
State for India, and they also discussed the matter with
certain India Office Officials and the Indian Banks.

As a result the Committee decided that they were against
any addition to the gold parity calculated to correspond
exactly with the alteration of the sterling value of the
rupee in London. Their opinion was that it would be
dangerous to adopt the course of adding an allowance for
freight, insurance and interest as such a step would
constitute a premium on gold as compared with the
sterling value of the rupee; would attract gold from

neutral countries and lead to offers, and consequently

depreciation, of the sterling exchange on those

countries.

The advice of the Committee was, however, not
followed as the Government of India adopted the practice
of making an allowance for shipping charges when alter-~
ing thelr buying price for gold from time to time. Iﬂ
is impossible to determine to what extent this action
affected the neutral exchanges, but it is believed that
it did not lead to offers of gold, probably owing to the

difficulties attending shipment.
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In the early spring of 1916 the position in
Scandinavia became very difficult owing to the heavy

purchases made there chiefly by the Board of Trade,

Restriction of Enemy Supplies Department. Exchange

started to fall rapidly and by June had depreciated in
the case of Norway so low as 15.67, the exchanges with
Sweden and Denmark being little better.

Norway Messrs. Hambro acted as the Banking Agents of
the Board of Trade and the Government in Scandinavian
matters, and in March 1916 a shipment of £500, 000 in
gold was made to Norway through them to provide funds
for the purchase of Norwegian Fish and Oils, the profit
on the gold shipment going to the Committee. This was
followed early in April by a reguest from the Treasury
for the provision of a further £1,500, 000 for the same
purpose, a demand to which the Committee took great
exception, They called the attention of the Treasury
to the practice which appeared to exist by which
purchases were concluded on behalf of Government
Departments before the finance had been arranged, and
requested that instructions might be issued that no
further purchases should be made unless payment by
means of Securities (bearing if necessary a guaranteed
rate of Exchange) had been previously arranged, and
unless the necessity for a purchase at all was extreme.
The Treasury agreed with the views of the Committee
but requested that gold might be shipped to provide

the funds then required as there was no time to arrange
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any other form of payment. The gquestion of the means

of payment had, however, been left so late by the
Board of.Trade that it was found to be impossible to
'ship such a sum to meet the various payments as they
fell .due and eventually it was decided, though only
under strong protest from the Committee, to earmark at
the Bank of England a large portion of the gold on
account of the Norges Bank. At th®e .same time the
Treasury wrote to the Boafd of Trade expressing grave
dissatisfaction with the action of the Committee
appointed by the Béarq to conduct thelpurchase of
Norwegian Fish and 0il and instructing that no further
commitménts should be entered into unless a loan could
be arranged.

Negotiations were started through Messrs.

Hambro and were successfully concluded in June for a

loan of Kx. 40,000, 000 for two years against Bills drawn
half by Messrs.Hambro and half by the British Bank of
Northern Commerce, covered by British freaéury Bills as
collateral. The rate of interest was 3% above the
Norwegian Bank Rate, with a minimum of 5%%, plus 1% per
annum commission to the Accepting Banks and 3% per
annum to Messrs.Hambro and the British Bank of Northern
Denmark Commerce. At the same time a Loan of Kr. 30, 000, 000
was arranged in Denmark on similar lines except that
Kr. 10, 000, 000 took the form of a cash advance; the

rate of interest charged was 3% above the Danish Bank

Rate with a minimum of 5% plus 1% per annum commission
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to the Danish Banks and 3% per annum to Messrs.Hambro

and the British Bank of Northern Commerce.
In July 1916 the Chancellor of the Exchequer

asked the opinion of the Committee as to the possi-
bility of financing an expenditure of £8, 000, 000
required to prevent the catch of Norwegian, Icelandic
and Autumn Norwegian Fisheries from going to Germany.
Commander Leverton Harrié, of the Restriction of Enemy
Supplies Department, attended a Meeting of the
Committee and explained the proposal further. The
Committee viewed the matter with misgiving, but as the
policy had the support of the Government it was agreed
that Commander Leverton Harris, accompanied by Mr.Hope
Simpson of the Bank of Liverpool, should go to Norway
to negotiate a further Loan. As a result, a Loan for
Kr. 140, 000, 000 was arranged with the Norges Bank
against the deposit of British Government Treasury
Bills. The Loan carried compound interest at 1% above
the official Bank Rate of the Norges Bank, only 3%
above to be charged should the Norges Bank Rate be 6%
or over, half of the Loan had a currency of one year
and half of two years. Messrs. Hambro received a
commission of 1% per annum.

General i The ﬁosition in Scandinavia about this time

Scandinavian

Position was further complicated by the large payments which the
British Treasury had agreed to provide there on behalf

of the Russian Government. which amounted to the

equivalent of some £300, 000 a month.

Purchases of Scandinavian Exchange were
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carried out by Messrs.Hambro under instructions

received from the Committee. No attempt was made to
give direct support to the Exchanges but purchases
were effected with extreme caution in order not to
disturb the Market and, if possible, to allow a
gradual rise.

In order to raise money to pay for purchases
of Timber in Sweden an overdraft of Kr. 10, 000, 000 was
arranged in July 1916 at 6%, subject to one month's
notice. The Committee were opposed to an overdraft
subject to such short notice but were compelled to
give their assent as the money was required so urgent-
ly that there was no opportunity to conclude a more
satisfactory Lean.

By the autumn of 1916 the Scandinavian
Exchanges reached a m@re normal figure. A general
rise in gquotations had taken place since June, despite
heavy exchange purchases, the rise doubtless being to
a large extent due to the various successful Loan
negotiations referred to above. In Norway and in
Denmark it had been possible to accumulate a fairly
substantial balance on the Treasury Accounts, chiefly
through careful purchases of exchange, and it was even

possible to start reducing indebtedness in these

Countries. In Sweden, however, expenditﬁre Sl il

tended to outrun receipts despite the fact that appre-
ciable sums were being obtailned through purchases of

exchange and through the sale in Sweden of Fish

Bank of England Archive (M7/157)



THE BANK OF ENGLAND, 1914—1921,

CHAPTER IV
FOREIGN EXCHANGES
LONDON EXCHANGE COMMITTEE.

SCANDINAVTIA
originally purchased in Norway. The greater part of

the eipenditure was on Timber, while iron ore bought
for the Ministry of Munitions and payments made on
aocount of the Russian Government also absorbed very
large sums. But in the early part of 1917 oonsider-
4ble purchases of exchange became possible in Sweden
and the position there improved so rapidly that in
February a credit of Kr. 7,500,000 opened in the
previous December was repaid, and the exchange
purchases were discontinued.

With the object of securing the continuous
engagement of Norwegian vessels in trade with this
Country and with the Allies an Agreement was concluded
by the Government at the beginning. of the year 1917
under which Norwegian shippers were insured against'
war risks, payments under the Agreement being made in
Kroner, LLiabilities under this heading were at first
expected to reach £750,000 to £1,0b0,000 a month.
Subsequently, however, the Treasury found it possible
to raise the premium rates from a figure much below
the Commercial rate (circumstances had at first

rendered it desirable to concede a very favourable

rate) to a level estimated not to show any consider-

able loss. Ultimately the scheme became not only

self supporting but, with the decrease in the

submarine menace, showed a large profit balance.
In the spring of 1917 the Shipping

Controller began purchasing ships in Norway and very
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heavy demands for Kroner were made by him. The

BExchange which had been weak for some little time
developed firmness and large purchases became possible.
Kr. 25,000, 000 for instance being purchased in Maxrch.

It was, howeyer, decided to approach the Central Bank
of Norway with a view to getting a loan of a further
Kr. 50, 000, 000.  As a condition of any loan, the
Central Bank insisted on the relaxation of the restric-
tions on the exportation of coal to Norway. The point
having been conbeded, a contract was effected in May,
the amount of the Loan being Kx.5l, 500, 000 secured by
Treasury Bills as collateral. As before, Messrs.C.d.
Hambro & Son and the British Bank of Northern Commerce
each drew 90 day Bills for half of the total Loan, the
Bills being discounted in Norway at % above the
Norwegian Bank Rate with a minimum of 5%%, plus 1% per
annum commission to the Accepting Banks and % per
anmmum to Messrs. Hambro and the British Bank of Northern
Commerce. The Bills were renewable up to a maximum of
two years. As soon as the arrangements for the Loan
were complete, the Treasury suggested to the Committee

that purchases of Norwegian Exchange might be dis-

continued for a time as the balances in Norway appeared

to be ample. The Committee were, however, of opinion
that the possession of a substantial balance in Norway
would be of most material assistance in the negotia-

tions for the renewal of the Kr. 70,000, 000 (half of the

Loan arranged by Mr.Leverton Harris) falling due on the
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318t August and the Treasury agreed, therefore, that

Eichange purchases should be continued. The matter
of the renewal of half the Leverton Harris Loan was
taken up in June and the Norges Bank agreed to extend
the time of repayment for a year. It was not,
however, possible to cease buying Exchange as timber
Sweden purchases on a large scale both in Norway and.Sweden
had-begun again; also the expenditure under the
Norwegian Fish Agreement was expected to be much
greater than had originally been estimated owing to an
abnormal catch of herrings. Purchases of Swedish
Exchange were commenced_again in July in order to pay
for timber.
Early in July the Committee wrote to the
Treasuéy to enquire whether it was proposed to con-
tinue buying under the Norwegian Fish Agreement after
the season's catch had been purchased. The Committee
stated that, in the event of the American Government

taking up in earnest the question of ratibning Neutral

Countries, it seemed a very strong argument in favour

of this Country altering their policy of buying from

Neutral Countries with-the object of preventing
supplies going to Enemy Countries, and substituting
therefor a similar policy of strict rationing which,
it seemed likely, would attain the same end, without
committing Great Britain to liabilities abroad
prejudicial to her credit and financed only at a heavy
cost, In the case of the Fish Agreement the

Committee said that they could not contemplate without
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alarm the question of incurring fresh liabilities of

similar magnitude. The Treasury in reply intimated
that they were in accord with the views of the
Committee and were urging upon the Foreign Office and
upon the Restriction of Enemy Supplies Department the
necessity for revising their plans on the lines
recommended. In consequence, expenditure under this
heading fell to comparatively small figures at the end
of 'September.

In the early autumn the Treasury's position
in Norway became favourable, owing chiefly to the pay-
ments under the Fish Agreement being considerably below
the figures anticipated and to heavy receipts on
account of coal shipments and freights and for sales of
fish and oil. It was possible to stop purchasing
Exchange. Indeed, the Treasury offered to place
Kr. 15,000, 0O0C at the disposal of the Committee for the
support of the Exchange which had fallen to little
above 15.00, but the Committee advised the Treasury not
to use the funds in this manner-as they believed that
the cessation of purchases on behalf of the Government
would have a pronounced effect without the necessity
for active support. Little effect was, however,
produced on the Exchange because this discontinuance
was of short duration; owing to heavy buying of timber
and iron ore, purchases had to be started again in

Novenmber.

Negotiations were being carried on at this
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time by the French for-a Loan in Sweden, part of the

proceeds of which were to be placed at the disposal of
the British Treasury who, on the advice of the
Committee, had refrained from attempting to conclude a
Loan on their own account upon learning that the
French were thus engaged. After prolonged negotia-
tions the French were unsuccessful owing to the
onerous terms required. The question of trying to
obtain a Loan on account of the British Treasury was
then discussed but the idea was abandoned owing to the
unlikelihood of securing reasonable terms. Purchases
of Swedish Exchange had therefore to be continued
though Exchange could only be bought at a rapidly
rising price. By November the situation in Sweden
once more became satisfactory as timber buying, which
had been very heavy during the sunmer, fell to compara-
tively small figures; purchases of Exchange were
therefore discontinued.

In October 1917 the Kellner Partington Paper
Company arranged to sell their business to Norway, the
Norwegians wished to make an arrangement for a sterling
Loan to cover the sum involved (about £6/?,OO0,000) as
the remittance of so large a sum through the Exchange
could only be made over an extended period.
Eventually the Treasury, on the recommendation of the
Committee, agreed to advance up to a total of
£4, 000, 000 for a maximum period of two months, the rate

of interest charged being the same as that ruling in
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Norway in connection with the Loan of Kr. 140, 000, 000

during the period of the advance.
Denmark In November a further Loan for Kr. 30, 000, 000

{chiefly to finance purchases by the Ministry of Food)

was arranged in Denmark, as to %th by means of a Cash

4
5

sight. The Bills were discontinued at %% above the

advance and as to Zths by means of Bills at 3 months'
Danish Bank Rate with a minimum of 5% and a commission
of 1% per annum to the Accepting Banks; the cash
advance carried interest and commission at similar
rates. The Loan was secured by British Government
Treasury Bills and was renewable until the declaration
of Peace by Great Britain. At the same time an
arrangement was made under which the first Loan of
Kr. 30, 000, 000, for which an Agreement was concluded in
January 1916, might be continued until the declaration
of Peace by Great Britain.

At the end of December purchases of
Norwegian Exchange were discontinued as the Treasury
balance had reached a large figure, chiefly owing to
the fact that the requirements in respect of the
insurance of Norwegian vessels had fallen largely below
the estimates and to the fact that Kr. 14,000, 000 Exchange
had been purchased in connection with the Kellner
Partington deal. The quotations of all three Excﬁénges,
which had shewn pronounced weakness in November, started
to rise rapidly during this month, the highest quotations

for the month for Norway, Sweden and Denmark being 14.55,
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14. 38 and 15. 30 respeotively against a lowest quotation

in November of 12.05, 10.00 and 12.00.

Iﬁ January 1918 the Treasury authorised the
purohase of Fresh Herrings in Norway on the understand-
ing that the Food Controller would make no purohases
unless he had definitely seoured from the Shipping
Controller tonnage which might be expeoted to bring the
Fish to this Country in good oondition. Heavy pur-
chases of sardines were also made in Norway during the
early months of the year 1918. Despite these calls
upon the Treasury resouroes, indebtedness was reduoed
by the répayment of Kr.QO,bO0,000 in January and
February. In the spring large sums began to be
available from the premiums paid in oonnection with the

insuranoe of ships (to whioh referenoe has been made

previously) the scheme having reached the stage of

being more than self-supporting, and from that time
onwards considerable sums were received under this heading.

Denmark In March receipts froﬁ coal shipmentg and
freights started in Denmark and thence onwards provided
a steady inoome.

Sweden On the 29th May 1918 an Agreement was signed
between the Swedish Government on the one side and the
French;~é§£€é€:§£a¢as.and British Governments on the
other side, the financial'clauses of which provideq RO
a monthly credit of Kr. 6,250,000 to be used exclusively

for expenditure in Sweden. The credit was conditional

upon Exchange being 17.50 or above. The British
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portion was available against Messrs.,Hambro's % year

Promissory Notes, interest being payable half-yearly at

the cash credit rate of the Sveriges Riksbank during the
preceding half year, subject to a minimum of 5%% and a
maximum of 7%%. British Government 6% 3 year Kroner
Notes to a face value of 20% in excess of the amount of
the Loan outstanding were deposited by the Treasury as
collateral. The Loan was repayable in whole or in part
either in KroneTr or by Sterling cheque on London at the
average middle rate of the day for the 30 days preceding
the due date of repayment.

The Agreement also provided for half of the
payments in respect of iron ore to be made by means of
British Treasury 6% one year Sterling Notes (with option
to the British Treasury to renew until 1lst August 1920)
the Notes being not negotiable and unavailable for use
as collateral except in Sweden during the whole of their
currency unless Exchange reached Kr. 17.50. A similar
provision covered the payment for Swedish paper and pulp,
but the Swedish exporters had the alternative of placing
the maney on deposit with a RBRritish Bank for a fixed
period of one year, subject to an option to the British
Treasury to require that the period of deposit be
extended for a further year. The Swedish Government
also undertook to arrange for the investment or deposit
of one half of the moneys due for losses of ships on the
same conditions as those in respect of payments for

paper and pulp. The conclusion of this Agreement and
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the large receipts which started to become available

in the spring from coal shipments and freights and
from the Wheat Commission provided ample funds in
Sweden.

In July 1918 arrangements were made with the
Norges Bank to repay a gquarter of the Leverton Harris
Loan of Kr. 140, 000, 000 maturing on the 3lst July and
to continue the remainder until the 31st July 1919 or
until 6 months after the termination of the War,
whichever might be the earlier.

In October 1918 the Sveriges Riksbank agreed
to take gold from the Bank of England and to pay for
it at par value provided that the proceeds were used
for pufchases in Sweden. £1, 000, 000 in gold was
accordingly shipped.

In the autumn, after the conclusion of the
Armistice, the Scandinavian Exchanges rose rapidly,
the BExchanges on Norway, Sweden and Denmark reaching
17.55%, 17.15 and 17.85, respectively, in November.

In December the Norges Bank suggested to the
Treasury that, in view of the gold shipments to Sweden,
consideration should be given to the question of
sending a certain amount of gold to Norway. The
Committee agreed to the shipment of Kr.20, 000,000 in
gold, to be used in reduction of indebtedness, if the
Norges Bank would accept the gold at Mint parity and
would also give the Treasury the option to renew the

balance of the Leverton Harris Loan for a further
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period of one year from 31st July 1919 on similar
terms. Bventually it was agreed with the Norges
Bank to send £1,500,000 in gold to be accepted at
Mint parity less % in repayment of an equivalent
amount of Kroner, on the understanding that approxi-
mately Kr. 30, 000,000 of the Loan would be paid to the
Norges Bank in sterling on the 31st July 1919, at the
average buying rate in Christiania for telegraphic
transfers on London for the month of July, and that
the balance of the Loan amounting to approximately
Kr.57, 000, 000 would be renewed on existing terms for
a further year.

In February 1919 the Loan of Kr.51, 500, 000
from the Central Bank, Norway, was renewed for a
further year on the existing conditions.

In March purchases of Norwegian Exchange
were resumed to provide funds to repay outstanding
Loans, and reached heavy figures at steadily rising
rates. Indeed, after the beginning of May, the
purchases were all effected above the par of Exchange.
Purchases of Swedish Exchange had been commenced
again in February for the same purpose.

In April Kr. 20, 000,000 falling due in
Norway in July was taken up under discount and a
further Kr. 46, 000,000 Bills due in July and August

were similarly taken up in June.

General Purchases of Exchange both on Norway and
Seandinavian ;

Position Sweden were discontinued in June. In fact, so
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favourable did the position in Scandinavia become that
by the end of July the only Loan outstanding in Norway
was a sum of Kr.23,000,000 while the Capital indebted-
ness in Denmark had been completely repaid, and a sum
of Kr. 12,500,000 only was outstanding in Sweden. By
the autumn the Loan in Norway was liquidated and the
Treasury had a credit balance there of about

Kr. 10, 000, 000 as well as in Denmark to meet Government
purchases: while in Sweden there was a credit balance
of Kr. 30, 000,000, a sum ample to cover all expenditure,
for the purchases on Government Account had been
reduced, as in the other Scandinavian Countries, to
small figures. The situation in Scandinavia at the

close of the year was therefore satisfactory., the

Exchanges on Norway and Denmark were above par though

the rate on Sweden had reacted. At the beginning of
January 1920 the quotations were as follows -
Norway Sweden Denmark
18. 60 17. 563 19. 635

The chief headings of expenditure in
Scandinavia (approximate figures) during the period
July 1916 to October 1919 inclusive, together with the
principal sources from which these purchases were
financed apart from the various Loans to which

reference has been made, may be summarized as follows -
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In millions of Kroner

NORWAY

BExpenditure Financed by

o/a
Ministry of Munitions 30 Insurance premiums
British Purchasing _
Agency (chiefly fish 240 Sales of fish
and oil)

Purchase and insurance Coal_shipments and
of ships 300 freights

Timber and iron ore 100 Purchases of
Exchange

Wheat Commission

Timber Coal shipments and
freights

Ministry of Munitions Purchases of
Exchange

Paper Controller Wheat Commission

Russian Government Sales of fish

Ministry of Food 60 Coal shipments and
freights
Transfers to Iceland
o/a purchases of fish 35
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he Exchange with Spain remained compara-—

tively steady until the year 1916 when a gradual
depreciation set in so that by the close of the year
the rate had fallen below 23.00. e depreoiation was
further accentuated during 1917 and the position caused
a good deal of concern.

At the beginning of January 1917 the
Committee wrote to the Treasury in regard to the sur-~
prise which the French Govermment were understood to
have expressed that support had not been given to this
Exchange by the British Government, with the result
that purchases made in Spain by the French Government
had been rendered very costly. The Committee stated
that they regarded the observations of the French
Government as so much further evidence "as to the
"unfortunate effect upon the Exchanges of the sterling

“credits granted by H.M.Government. Even in the case

"of credits to which the stipulation is attached that

“the payments to be effected thereunder must be: in
"respect of goods purchased in this Country, and that
“the payments must moreover be made in this Country,
“the Exchanges are in the end of necessity adversely
"affected either by the purchase abroad of raw material
"or goods by this Country in connection with the
"articles supplied to the respective Foreign Governments
"or by purchases abroad, either on trade or private
"account, effected as an outcome of the disbursements

"here by the Governments in guestion”.
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In March the Treasury asked the advice of

the Committee regarding a proposed expenditure of

£3%,000,000 on the purchase of ships from Spain. The

Committee suggested that the French Government should

be approached with a viewr to the acquisition in France

which were held largely there,

of Spanish Securities,

such Securities to be used for sale in Spain or as

The Committee added that to

collateral for a Loan.

provide such a sum through the medium of the Exchange

was hardly practicable unless the payments could be

spread over an extended period and that the situation

in America did not permit the shipment to Spain of so

Ultimately, the proposal to

large a sum of gold.

purchase the ships was dropped. The suggested

mobilisation of Spanish Securities in France (there

were practically no such Securities held in England)

was also abandoned, as the volume of Securities

which the market in Spain could absorb was found to be

negligible.

At the end of April 1917, the Treasury

sanctioned the expenditure of over £600,000 upon the

purchase of the whole of the Spanish potato crop

available for export to the United Kingdom and the

The purchases of

cost of transport to this Country.

Exchange to provide the currency required for this

purpose had immediately a most adverse effect upon the

quotation.

In June the Committee pointed out to the
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Treasury that the continued fall in the Exchange was

largely due to purchases of Exchange on Government
account. In reply, the Treasury stated that pre-
cautions were being taken to keep purchases in Spain
within the narrowest possible limits, and added that
"My Lords are strongly of opinion that the time has
‘now come when the Spanish (and Swiss) Exchanges should
"be the subject of regulation by the London Exchange
"Committee on the same principles as those which the
"Committee has applied with considerable success in
"the case of Holland”. The Committee answered that
they were only able to exercise control according to
the resources at their command, it had not, in their
opinion, been advisable to use gold for the support of
the Exchange and, failing the use of gold, it was
impossible to embark on the matter as no appreciable
sum could be obtained by sales of Securities or by
means of a Loan.

In August the Treasury again urged that all
possible steps be taken to counteract the depreciation
of the Exchange and forwarded a proposal by Mr.Davies,
the Manager of the Foreign Branch in London of the

London County & Westminster Bank, Ltd., (written from

the Office recently opened in Madrid) that his Bank

should operate for the support of the Exchange, the
sum of £200,000 in gold to be sent to Spain to provide
funds for the purpose. The Committee, after

discussing the matter with Mr.Davies on his return to

Bank of England Archive (M7/157)



THE BANK OF ENGLAND, 1914—1921.

CHAPTER IV
"ORE IGN EXCHANGES
LONDON EXCHANGE COMMITTEE.

SPAIN
London, informed the Treasury that they were confirmed

in their opinion that to obtain an efficient oontrol
of the Exchange would require the expenditure of a sum
in gold greatly in excess of £200, 000 and that they
were not prepared to advise the Government to attempt
support.

Just before the close of the year Lord
Cunliffe went to Spain as the head of a Financial
Mission sent for the purpose of negotiating a Loan.
After spending about a month in Madrid the Mission
returned without achieving any success, chiefly owing
to the fact that the Spanish Government insisted that
any financial arrangement could only be entered into

as part of a new Commercial Agreement to supersede the

Agreement ooncluded in the previous December. The

Mission had no power to deal with the commeroial side
and, moreover, the British Government were not pre-
pared to vary materially the existing Agreement.

In April 1918 the Committee agreed to advise
the Treasury that an attempt should be made to give a
measure of support to the Exchange as the calls upon the
Gold Reserves of the United Kingdom had become less
insistent. The Committee proposed that French Gold
Coin should be despatched by the Bank of France, an
equivalent amount in gold being set aside in London on
behalf of the Bank of France.

It was eventually agreed that France and Great

Britain should each furnish a sum of Ptas. 50, 000, 000
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SPAIN
to be used in support of the Exchange, the share to be

provided by this Country being obtained, if possible,

by means of a Loan to be raised by the Rio Tinto
Company. Pending the conclusion of the Loan, funds
were provided by means of gold; the gold was des-
patched from the Bank of France, Great Britain's share
being replaced by gold sent from London to Paris as
the French ‘did not wish to increase their gold
holdings abroad. The Rio Tinto Company obtained the
authority of the Spanish Government to issue 6%
Mortgage Debentures for Ptas. 50, 000, 000 redeemable at
3 months' notice in a maximum of 10 years, and the
issue was made in the autumn; the proceeds were lent
by the Company to the British Government against the
security of Treasury Bills.

The dealings in support of the Exchange were
placed in the hands of the Anglo—-South American Bank,
Ltd., and were attended with considerable success, the
Exchange quotation being raised from the lowest figure
of 16,10 in April to nearly 24.00 in December.

In February 1919 the Committee decided in
consultation with the Treasury that it was unnecessary
to continue the support of the Exchange. The quota-
tion remained, however, fairly firm until the closing
months of the year, when a rather sharp fall took
place, the rate at the beginning of 1920 being 19. 66.

The Loan of Ptas.50, 000,000 from the Rio

Tinto Company was still outstanding at the close of
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the year 1919 but this was the only indebtedness in

Spain; in the latter months of 1920, owing to the
firmness of the Exchange, it became possible to buy
sufficient pesetas at advantageous rates to provide
for repayment and the Loan was accordingly liquidated.
These Exchange purchases were carried out through the

Bank of England as the Committee was dissolved on the

31st December 1919.

The connection of the Committee with the
transactions in Spain became rather indirect after
the first half of the year 1918 as the Treasury con-
ducted a large part of the business without reference

to the Committee.
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SWITZERLAND.

It was not until December 1916 that the

Exchange on Switzerland began to show pronounced
weakness. A proposal made at that time by the Swiss
Bankverein that Swiss Securities should be borrowed
here to be used as collateral for a Loan was negatived
by the Committee, who were much averse to the negotia-
tion by the Treasury of Loans covered by the deposit
of miscellaneous Securities as collateral: it was
felt that such Loans damaged the credit of the British
Government.

In April 1917 the Committee supported a
suggestion that the import of luxuries from Switzerland
should be restricted. At the same time the Committee
advised the Treasury against the mobilisation of
Securities for use as collateral and expressed the
opinion that it was not worth while to attempt to raise
money by sales of Securities as the Market was very
limited.

In July the Swiss Bankverein informed the
Committee that there was a prospect of obtaining a Loan
on reasonable terms, secured by British Treasury Bills.
After considerable negotiations the matter was abandoned,
partly owing to the fact that the amount of the Loan
offered was too small to be of material use and partly
because there was a prospect of obtaining a Loan direct
from the Swiss Government as a condition of allowing

that Government to grant a Loan to Germany, the latter
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Loan being stipulated for by the German Government in

connection with the export of coal from Germany to
Switzerland.

In the same month in which the negotiations
for the Loan were started the Treasury urged the
Committee to undertake measures for the support of the
BExchange; reference will be found to the matter in
the section dealing with the Spanish Exchange.

The reduirements of the British Treasury
were chiefly on account of expenditure by the Ministry
of Munitions, this being partly due to the desire to
prevent the factories in Switzerland undertaking
similar work for the German Government. The money

needed in connection with the relief of prisoners of

War was a further source of expenditure.

In the autumn of 1917 the Exchange became
very weak and Mr.Levick of the Treasury was sent to
Switzeriand in order to further the negotiations for a
Loan which had so far been unsuccessful. Mr.Levick
returned early in Januvary 1918 without having achieved
success and it was not until the following March that
a Loan was concluded. Arrangements were than made for
% months' Bills for a total of Fes. 100,000,000 to be
drawn and accepted by Barclays Bank, Lloyds Bank, the
London City & Midland Bank and the London County &
Westminster Bank, the Bills to be renewable up to a
total period of three years. The Banks received an

indemnity from H.M. Treasury and were paid a commission
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of %ﬁ% upon the value at Fcs.25 to the £ of all Bills

drawn or accepted by them.

The Exchange did not, however, move upwards
until September but, as with the other Neutral
Exchanges, the rise then became rapid, the quotation
being about 23.00 by the end of the year. During
1919 the Exchange rose further until in October the
Committee began to purchase Swiss francs in order to
repay the Bills outstanding under the Agregment of
March 1918. Besides purchases in London, francs were
also bought in Amsterdam and in New York. At the
close of the year the amount of the Bills had been
reduced to Fecs. 36,000,000 though in the process
Exchange had fallen to about 21.10, from a quotation
of 23.56 when the Committee first started to purchase
in the Market.

After the year 1919, purchases were carried
out through the Bank of England as the London Exchange
Committee had ceased to exist. The last instalment

of the Loan was paid off on the 20th March 1920.
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In July 1915 the Bank of' England were

requested by H. M. Treasury to undertake the purchase of

American Dollar Securities for transmission to America

with a view to the regulation of the American rate of

exchange, which had been moving against this Country

since the close of the previous year.

The necessary operations were carried out by

the Chief Cashier's Office until the formation of the

American Dollar Securities Committee at the end of the

year, by which time securities to the nominal amount

of ®233,000, 000 had been purchased. The clerical

involving the

work entailed was very considerable,

detailed examination of all parcels of bonds and the

endorsement of share certificates, the preparation of

lists of the individual numbers of the bonds and share

certificates in each parcel, the necessary cash pay-~

ments therefor, and finally the packing and despatch

of the cases of securities to Messrs.dJ.P.Morgan &

Company in New York, with a separate advice of the

contents of each case.

The Treasury were advised when a sufficient

quantity of securities was ready for despatch, and

arrangements were made for conveyance to New York by

cruiser or liner as opportunity served, the utmost

secrecy at all times being maintained.

The formation of the American Dollar
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Seourities Committee and the consequent wider advertise—

ment of the Treasury's desire to obtain securities for

use in connection with the scheme for the improvement

and maintenance of the American Exohange had the effect

of' increasing the clerical work of the Bank in this

connection to such an extent that it became necessaxry

to form a separate Office to deal with it. At the

beginning of 1916 this Office was located in a small

portion of the National Debt Office, but the accommoda-—

tion was soon found to be quite inadequate. More

commodious premises had therefore to be sought, and by

the middle of January the Office had been transferred to

Nos. 2 & 4, Lothbury.

The work performed by the Bank under the

Committee was the same as that previously undertaken

except that, instead of the securities being received

from the Bank's Brokers, they were handed in by the

public after contracts for sale to the Government had

been approved by the Committee.

Immediately upon the establishment of the

Office in the new premises, securities were presented in

such volume that it became a matter cf great difficulty

to obtain an adequate staff familiar with security work.

It was therefore decided to approach several Banks with

& view to borrowing trained Clerks, and in this manner

some dogen men were obtained.

The Strong Room aoccommodation at the new
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premises being unsuitable *it was neoessary to convey all

seourities, &c., daily to and from the Bullion Offioe,

morning and midnight prooessions of trucks through

Lothbury occurring for a great many months.

On the 16th March 1916 it was decided that the

deposit of securities on loan should commence and this

new work required the preparation of provisional receipts

which were signed by authorised officials of the Bank.

In May 1916 the totals of securities lodged -

and as a falling

were still below the amounts required,

off in the deliveries was being experienced a resolution

of the House of Commons provided for an additional income
S
tax of 2/~ in the £ on securities, to be specified, which

were not placed at the disposal of the Treasury either by

sale or deposit on loan.

The effect of the penal tax was immediately to

increase largely the sales and deposits. The Office in

Lothbury became unable to accommodate the staff required

to deal with the work and accordingly, early in June, the

Court Room of the Bank was placed at their disposal.

Here a small staff was employed during the day in receiv-

ing the securities after examination and in preparing the

wofk for listing and reading over by the evening staff,

which during June and July was of an average strength of

90 to 100 clerks, with 20 typists. For some months

securities to the value of about £8, 000, 000 a week were
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shipped to America.

The shipments as far as possible were made

twice weekly and from the spring of 1916 onwards each

was accompanied by a member of the staff of the Bank of

England. On numerous occasions sailings were cancelled

at the last minute, and it was often necessary to unpack

such cases as contained share certificates in respect of

which interest was shortly falling due, if the delay in

shipment would preclude Messrs.d. P, Morgan & Company from

lodging them with the Companies prior to the closing of

the books for preparation of the dividends. The certi-

ficates had then to be presented for "marking” in the

ususal manner.

The securities were originally packed in large

white wooden boxes, but the American public became so

familiar with these that the very appearance of a fresh

consignment was said to cause a slump in prices on the

New York Stock Exchange and consequently a decrease 1in

the value of the securities. It was decided, there-

and for a short time large

fore, to adopt a disguise,

barrels were used. This form of packing, however, was

found to require too much time as the securities had to

be rolled in cylindrical form, the unoccupied spaces in

the barrels being filled with sawdust and the barrels

then coopered. A Notary was always present throughout

the whole process of packing which included & final

reading of all the parcels of securities against either
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the contract notes or deposit forms.

At one time the boxes were weighted with lead

so that, in the event of the vessel conveying them

being sunk, they would not float and possibly fall into

enemy hands. As, however, the boxes were only about

one #4uarter the size of those previously used and were

this arrangement had to be abandoned.

far too heavy,

Eventually the original form of case was

an attempt at disguise being made by

agalin employed,

staining with different colours. It is, however,

doubtful if any of these expedients served the intended

purpose, for several of the persons who accompanied the

consignments have stated that their arrival in New York

and the nature of their errand seemed well known to

representatives of the American Press.

Towards the end of July 1916 additional

premises at 1, Bank Buildings were secured to which the

werk carried on in the Court Room was transferred.

In August the deposit of securities under

Scheme "A", which provided for their acceptance on loan

for a period of two years from the date of deposit,

came to an end, and a new Scheme, known as Scheme "B"

was introduced, by which securities were loaned to the

Treasury for the term of five years from the 31st March

1917.

Under the new Scheme, all coupons payable in

London up to and including those due for payment in
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August 1918 were detached from the bearer securities
deposited on loan and were handed to the coupon depart-
ment of the Office for tabulation and collection as
they fell due. Coupons falling due after the above
date except those payable in America were detached by
Messrs. d. P. Morgan & Company and forwarded to the Bank

as they approached maturity.

Late in 1916 the number of contracts approved

by the Committee but under which securities had still
to be depesited at the Bank was so great that, in view
of the necessity for the earliest possible despatch to
America, it was decided to approach those Bankers who
were ready to lodge securities in large quantities,
requesting them to assist by allowing their own staffs
to prepare the bearer bonds for shipment. This was
agreed to by nine of the Banks and the work was
performed in the evenings under the supervision of
members of the staff of the Bank of England.

The volume of seourities deposited direot
with the Bank was however still so enormous that
additional staff during the day became imperative.
Accordingly about 30 men accustomed to security work
were borrowed from the Country Branches of the Bank,
and were retained until Scheme "B" was discontinued
on the %1st March 1918. At the same time a number of
selected members of the staffs of various Trust

Companies were added to the evening staff.
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A difficult feature of the work was the

various questions that arose from the formalities to be

observed in America in connection with unendorsed share

certificates and registered bonds standing in the names

of deceased persons, and a large amount of correspond-

ence was engendered by the necessity of procuring the

requisite documents to enable the several American

Companies to transfer these securities into the names

of the Treasury's Nominees.

During the greater part of 1918 and 1919 the

work of the Office consisted in receiving and forward-

ing to America those securities for which contracts had

been made in good time but delivery of which had been

delayed for various reasons, together with the

collection of coupons payable in London. Until the

termination of hostilities the amounts due in respect

of coupons were paid in many instances by the London

Agents without production of the coupons themselves,

owing to the risk of their transmission; in these

cases the coupons were retained by Messrs.dJ.P. Morgan &

Company until such time as it was considered safe to

undertake shipment, and payment was made under indemn-

ity from the Treasury against lists prepared by the

Bank of England.

The consolidation of the bonds of many

individual owners in the hands of the Treasury was no

doubt welcomed by the various paying Agents concerned,
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inasmuch as the coupons were during the period of the
Scheme presented to them from one source.

The work, with the exception of that con-
nected with the encashment of coupons, having for the

time being reaohed much smaller proportions the premises

at 3 & 4, Lothbury were evacuated towards the middle of

1918 and the staff transferred to an office on the
ground floor of the National Debt Office. Later,
Strong Room accommodation was provided on the premises,
thus obviating the necessity for running trucks of
securities to and from the Bullion Office. The staff,
now only a small one, was occupied in clearing up ques-
tions arising from previous transactions, whilst the
work of the Coupon Department was carried on in the
Auction Mart building mainly by Women Clerks, being later
transferred to a room in the Loans Office in Lombard
Street.

In 1919 it was decided to commence the return
of securities as they became available and in April of
that year various descriptions of registered stocks were
dealt with. The clerical work in this conriection was
undertaken by the Companies concerned, the American
Securities Office merely being called upon to lodge the
necessary certificates accompanied by a comprehensive
transfer for the total amount of stock together with the
Treasury ‘s indemnity to enable each Company to retransfer

to the original owners or their successors in title.
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The month of October 1919 saw the commence-
ment of the return of about £5, 000, 000 Bearer Bonds of
Scandinavian and Dutch Issues. These bonds had not
been forwarded to America but had remained in the
custody of the Bank of England. The work devolving
upon the Office in connection with the return of these
securities consisted of the delivery of the bonds
against surrender of the relative Treasury Certificates
of Deposit, and as in every case the Treasury had
undertaken, as far as possible, to return the identical
bonds deposited it was necessary to connect with each
certificate the individual bonds claimed thereby.

This process was carried on in all subsequent release
operations and necessitated the employment of a con-
siderable staff,

Barly in 1920 arrangements were made with
Messrs. J. P. Morgan & Company for the return of securities
as and when they could be freed from use as collateral,
and thenceforward frequent shipments cf securities were
made, the boxes being unaccompanied but in the charge of
the Master of the vessel. On each occasion the Bank
provided two Clerks to take over the cases at the port
of arrival and bring them to London.

In PFebruary 1920 a portion of the British

Railway Debenture Stocks was returned, the remainder

being returned in 1921, The clerical work in this

connection was not undertaken by the Rallway Companies,
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there being only some /00 transfers involved.

Details of the total amounts of sterling and

dollar securities purchased by and lent to H.M.Treasury

are to be found in the Report of the American Dollar

Securities Committee, published on the 4th June 1919 as

well as full particulars of Scheme "A" and Scheme "3

Many of the loaned securities were subse-

quently either sold to the Treasury or released in

America under an arrangement whereby owners were

allowed, through their American Agents, to obtair:

delivery of their holdings on payment, to the Treasury

of their value at the current New

account in New York,

York market price, the British owner Pbeing paid the

equivalent in. sterling at the rate of exchange ruling

on the date of the transaction*.

The return of securities proceeded satisfac-

torily but on the 1lst July 1921 there still remained
to be sent back £35,570,510 Sterling Bonds, £3%9,897, 180

Sterling Registered Stocks, $32,658,200 Dollar Bonds

and @51, 339,640 Dollar Shares.

Of these £61, 635,919 sterling securities and

867,113,400 dollar securities were on the 13th August

1921 still lodged as oollateral with the United States

¥*The total nominal value of the seourities returned from
America to depositors was as follows:-

£80,200, 230

Sterling Bonds

Dollar Bonds 8/4,242,000
Dollaxr Shares 199, 324, 758

$273,566, 758
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Treasury and could only be released if other securities

equally satisfactory to the American Government were

substituted.

In connection with this and other matters the

Governor of the Bank undertook a Jjourney to New York and

Washington and discussed with Officials of the United

States Treasuxry the nature of the securities to be

substituted.

it was

As the outcome of these interviews,

arranged that the following obligations of Colonial

Governments should be deposited with the United States

Treasuxy in time to obtain the release of the securities

required for redelivery to the depositors under Scheme

uBu *:

Canada 33% Debs. 1925/8 ) g 2,00%,000
" a3% " 1925/45 64, 850, 351. 17
New Zealand 33% Debs. 1925/8 1,000, 000: —: -
" 53% " 1928 9, 900, 000: -: —
il 15 4%% " 1925/45  5,616,098:19: 9

5% 1929/47 8, 600,000: —-: =
South Africa 5% 1929/47 1,500, 000: —-: -

" 34% " 1925/8 2,000,000: —: -

u 43% " 1925745 6, 384,000: —: -

Australia 44% Debs. 1925/45 11,500, 000: -: =

*The American Securities Office was closed on the %0th
June 1922 and such of the securities as had not been
claimed by that date were taken over by the National Debt
Office, the Bank of England staff being released from any
further work in this connection. It is satisfactoxry to
be able to record that no case of a loss of Security
occurred during the whole period.

Bank of England Archive (M7/157)



CHAPTER IV.

THE BANK OF ENQGLAND, 1914—1921.

FOREIGN EXCHANGES

(Bxcluding Treasury Bilis)

FUBLIC LOANS RAISED IN THE UNITED STATES OF AMER CA

was not a very direct one, but they were called upon to give

should be made.

certain guarantees,

The Bank of England's connection with these Loans

to pay some of the coupons,
in part repayment of the first Loan, and to assist in the
conversion of certain Notes into National War Bonds.

these and other reasons it is convenient that a brief record

to ship gold

For

The Loans (excluding the 20 year Bonds

issued in replacement of No.4 below) were as follows:-

Three year
Notes

Five year "

Notes

One year
Notes

Two year
Notes

Gold Notes

Ten year Conv.
Gold Bonds

Three year Conv,

150, 000, 000
150, 000, 000
100, 000, 000
150, 000, 000
101, 620, 900

148, 379, 100

21,300, 000, 000

1916
Nov. 1

1916
Nov. 1

1917
Feb. 1

1917
Feb. 1

1919
Nov. 1

1919
Nov. 1

Rate Date
Date Qf Inter-|Issue of
Nature of Loan Amount of Inter-| est PriceMatur—
Issue | est Pates ity
1 British portion 4 1915 5 15 Apl) 98 1920
of Anglo-Frencli 250,000,000| Oct. 15 Oct. Oct. 15
Loan (no col- 15th
lateral)
2 Two year Coll. 1916 | 5 1 Mar) 99 1918
Notes 250, 000, 000 |Sept. 1 1 Sept. Sept. 1l

1 May| 99% | 1919
1 Nov. Nov. 1
1 May | 98% | 1921
1 Nowv. Nov, 1
l
1 Feb/99.52 1918
1 Aug. Peb. 1
1 FebJ99.07 1919
1 Aug. Feb. 1
1 Feb) 98 1922
1 Aug. Nov. 1
1 Feb] 9631 | 1929
1 Aug, Aug, 1
All
plus
Inter-
est.

domici led abroad.

Bank of England Archive (M7/157)

All these Loans were free of British taxes to persons




THE BANK OF ENGLAND. 1914—1821.

CHAPTER IV. FORBIGN EXCHANGES

PUBLIC LOANS RAISED IN THE UNITED STATES OF AMERICA

(Excluding Treasury Bills)

|5 A Special Mission was sent to the United States

to negotiate this Loan, the British Representatives being

Lord Reading, Sir Edward Holden, Sir H.Babington Smith

and Mr. (later Sir Basil) Blackett.

The cost of phe

Loan to the British and French Governments was as much as

£5:18:10 per cent. per annum, and the terms were considered

onerous . On the other hand, no collateral security was

The Loan was convertible at

required on this occasion.

par up to 1l5th April, 1920, into 44% Bonds, maturing not

earlier than the 15th October, 1930, or later than the

15th October, 1940, but no conversions took place. The

Bank were asked to give an estimate for supplying the

original Bonds and did so, but at the same time strongly

advised that they should be prepared in America; the

latter course was adopted.

Repayment of the Loan was duly effected on the

15th October, 1920, but the French share was provided for

to the extent of 8100,000,000 by fresh borrowing in New

York. Considerable amounts had been bought, principally

by Great Britain, prior to redemption, and g178,000,000

of the Bonds so purchased was.acdqulred for the Currency

Note Account. Gold to the amount of £3%0 millions was

shipped by the Bank of England, beginning in March, 1920,

of which £22,200,000 was gold held by them in accordance

with "arrangements made between the British and Italian
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"Governments on the 8th July and 19th November, 1915."

(vide also "Allies' Borrowings" Nice Agreement of 5th

June which was ratified on 8th July, 1Gl5). The Bank

were under an obligation to return this gold on demand,

but the Chancellor, in a letter dated the 16th March,

1920, undertook this responsibility. The remaining

£7,800,000 gold was taken from the Bank's Reserve .*

2. By the Autumn of 1916 the Government had

collected a considerable amount of American and other

securities, all borrowings between the Anglo-French

Loan of 191% and the entry of America into the war in

April, 1917, having to be secured by the deposit of

collateral. On the occasion of this Loan securities

for 8300,000,000 "approved by J .P.Morgan & Co." were

pledged with the Farmers Loan Trust Co., one-third

being United States securities, one-third securities

of the Canadian Government or Canadian Pacific Railway

and one-third securities of certain foreign governments.

If the collateral depreciated, more was to be deposited,

so as to keep up the margin to 20 per cent. The Loan

was underwritten at 1%.

Before the issue of the Loan the Bank entered

into an agreement with J.P.Morgan & Co. to take a half

interest with them in "applying for and/or purchasing,

"with a view to upholding the market, any amount up to

"$100,000,000" . This operation was to be for account

*The Bank thereupon tried without success to get the
Chancellor to agree to a rise of 1% in the Bank Rate.
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The Notes could be redeemed

of the British Government.

at 101 per cent. up to one year prior to maturity and
thereafter at 1003.

3.
Jd. P. Morgan & Co.

These Notes were payable at the offices of

in New York, or in London in sterling

at the fixed rate of $4.86% to the £  They were redeem-

able at the Government's option at a premium of one per

cent. for each year or part thereof of unexpired currency.

They were secured by a pledge with the Guaranty Trust

Company of New York of securities approved by J.P.Morgan

& Company to the value of not less than g360, 000, 000,

half of which had to be American, Canadian or Newfoundland

securities. The margin was again 20%. i

The Bank once more gave an undertaking to'inder-

"write and subscribe" in such a manner as J.P. Morgan &

Company might "deem most effective, up to 860, 000, 000",

Morgans to do the same. But the Bank were not called upon

to fulfil this or their former guarantees, and on the 6th
1917,

obligations might be considered cancelled. The Notes

Januarwy, they obtained an assurance that their

were underwritten at 13%.

The payment of the coupons in sterling at #4.86%

was a condition which was not expected to be operative

while the American Exchange was pegged about 10 cents

lower, but in May, 1917, a few coupons were nevertheless

remitted. The Treasury then asked the Bank to undertake
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encashment of any such coupons and ultimately of any of the

Notes themselves which might be presented. At the same

time the Bank was requested to perform a similar service in

respect of the one and two year Notes, dated lst February,

The Bank agreed, upon receiving an

(vide No .4) .

1917,

assurance that if the work involved should become heavy the

Government would consilider a claim to some remuneration.

(For the position as regards borrowing in Amerioa in the

Autumn of 1916, see Chapter XII Anglo-French Committee,

October, 1916 .)

4, These Notes were convertible at any time before

maturity into twenty year 53% Bonds payable lst February,

1937, and not subject to prior redemption.* Principal and

interest were payable in London at the fixed rate of 24 .86%

to the £. They were.redeemable at a premium of 1lp or 2%

respectively at the Government's option, and as usual were

secured by a pledge (this time with the Bankers' Trust

Company , New York) of securities, valued at g300,000,000,

of a nature gimilar to those hypothecated for the earlier

loans . Before the issue, J.P.Morgan & Company cabled

that the situation was "so uncertain'" that they were doubt-

ful of proceeding unless an agreement could once more be

made whereby the two Institutions should undertake to

*These Bonds were dated 1lst February, 117, and due lst
February, 1937, and the amount outstanding at end of the
financial years 1919/21 was 8143%,587,000.
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underwrite jointly $150, 000,000 if necessary, and "also
"to purchase in equal shares a total of 8150, 000,000 if
"necessary. " The Treasury asked the Bank to give the
undertaking, and on the 10th January the Bank consented.
Two or three weeks later, the Bank were released from

thelr guarantee.

5. The whole of these Notes were convertible at
par into National War Bonds of the Fourth Series at the
fixed rate of @4.30 (approximate), and when the American
Bxchange improved to about this figure conversion began to
take place. By the 3lst August, 1921, £9,843,678:10: 5
National War Bonds, Fourth Series, had been oreated under
this arrangement, by the conversion of 42,320,200 Notes
and Bonds (on the basis of 1,000 to £232:12; -).

There was no hypothecation of Securities on
this occasion, America, on entering the War on 5th April,
1917, having waived this stipulation and in addition
having placed credit freely at the Allies' disposal.

The proceeds of this Loan were partly applied
to take up the 5%% Notes due lst November, 1919, (vide
No. 3).

In May 1920 the British Government began to
make serious plans for funding their demand obligations

in America (whioh then stood at over 84,200 millions) and
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the Bank were consulted on many points connected with the
form of the Bonds, the regulations for registration &c .

Further particulars on this point and on the
foregoing paragraphs may be found in C.C.P.82 and 822.

In addition to these short-term borrowings the
Treasury issued Dollar Bills in New York. The first
public issue of these appears to have been on 24th August,
1917, when Three Month Bills for 8150,000,000 were offered
at a discount of 5%%. (Vide Committee of Treasury

minutes 29.8.17 and "British Finance" p.157.)

Bank of England Archive (M7/157)




88

THE BANK OF ENGLAND, 19146-1921. o

CHAPTER IV. FOREIUN EXCHANGES } E

2. BY THE ALLIES z

ALLIES' BORROWINGS :
ARRANGED THROUGH BANK OF ENGLAND. g J
Shortly after the outbreak of War it became % 9

necessary for most of the Allied Governments to raise ?
money in England and to this end Agreements were drawn % _%
up to cover the issue of Treasury Bills or Bonds by ? “%
the Governments concerned. Details of these Agreements ﬁ i

will be found under the headings of the various Govern-
ments (Chiefly in C.C.O. correspondence file 493/50). 3 fn

In addition to the Governments specified, Treasury Bills

of the Armenian Government for £829,634: 9: 3, due 22nd é o
July 1921, were received in payment for War Material i %é
purchased from the War Office, although the Bank possess %ﬁ;;
no copy of any Agreement covering the transaction. The &%@%
United States of America, as the chief creditor nation, irw%
had of course no need to borrow. No arrangements were fﬁ
made through the Bank of England for the supply of funds %ﬁ %
to the Serbian Government against Securities but the ;ﬁ
British Government did, in fact, advance to them certain :ﬁ
amounts in the early days of the War without security; ?
also, some small advances in francs were made through ;
the Bank of England to the Government of Montenegro from L |
March 1916 to January 1918, but without the deposit of ;
security. The first bills discounted were Russian Govern- Aﬂf
ment Treasury Bills in November 1914. From this time ﬁﬁg

onwards large sums were supplied to Allied Governments by
this method.
The money was advanced by the Bank of England

on behalf of H.M.Government until August 1915 when, as a
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result of the issue of the 43% War Loan 1925/45, the
Government found themselves able to begin repaying the
Bank. A summary was accordingly made as on the evening
of the 18th August 1915 in respect of all money advanced
by the Bank of England since the outbreak of War in
connection with Government schemes for the maintenance

of credit and for advances to Allied Powers. Under the
latter heading the total then outstanding was £69, 675,384
and it was arranged that the Treasury should repay this
sun (together with other amounts advanced on account of
Government schemes) at the rate of £10,000,000 in each
week. Interest on this total debt, known under the title
of the "Agreed Debt"¥ oeased on the 18th August, but it
was settled that the Bank should continue to make advanoes
to Allied Governments under the Agreements until such time
as the Treasury were in a position to make the advances
themselves. The Bank of England received letters from
the Treasury stating that the Lords Commissioners would,
in due course, ask Parliament to provide for charging
against Public Funds any loss which might be incurred

by the Bank through the discounting of bills under the
different Agreements and, in consideration of this
guarantee, any discount received by the Bank up to the
18th August in excess of 1% below Bank Rate varying was
paid to the Exchequer and after that date the discount in
exoess of 3% below Bank Rate varying.

The "Agreed Debt", as on the 18th August, was

*Vide also under Chapter II.
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extinguished by the middle of October. The Treasury were
not then able to repay the sums advanced by the Bank since
the 18th August, but in March 1916, owing to the heavy
ingathering of taxes and to large sales of Treasury Bills
and 5% Exchequer Bonds 1920, the Treasury began to take
over the bills amounting at the time to about £75, 000, 000.
By the 8th April the whole of the bills had been purchased
from the Bank with the exception of a small total of
Russian Treasury Bills, the balance of that part of the
public issue made in February 1916 which was taken up by
the Bank of England under the guarantee of H.M. Government;
these bills the Bank were selling on the Market as oppor-—
tunity offered. From this time the funds required on
account of bills discounted on behalf of Allied Governments
were advanced by the Treasury (with the exception of the
money to discount the £72,000{OOO French Treasury Bills

under the Agreement made between the Bank of France and

the Bank of England: wvide Frénch Exchange Agreement below).

The transactions consequent upon the issue and
renewal of the securities (which were held at the Bank of
England) were conducted by the Bank and the correspondence
and other work involved soon became considerable. In the
following cases the securities were also printed at the
Bank: -

French Treasury Bills (Public Issues)
Greek y 2

Roumanian " "
Belgian Congo Bonds.
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The usual procedure upon the renewal of bills
(or bonds) was for the Representative in London of the ST
Government concerned to intimate to the Treasury his
Government's desire that this should be done. The
Treasury would instruct the Bank to accept bills from ;ﬁ%
the Foreign Representative to cover those maturing and it
the discount and to deliver the matured bills in exchange. .
The discount was, in practically every case, satisfied by i A
means of the issue of further bills; thus the amount of
bills outstanding was always increasing although the bills o
actually issued under any particular Agreement remained
stationary when once the limit imposed by that Agreement
had been reached.

The Agreements were often very loosely worded
and in consequence their interpretation had on occasions
to be specially settled. In particular, the words "the i
conclusion of peace” and similar equivocal phrases caused
misunderstanding. Thus under Article 4 of the Greek
Financial Agreement of the 10th PFebruary 1918, the loan
was repayable "a la fin de la quinzieme année qui suivra Tatiest
la cessation des hostilites” and this phrase was taken ;
to mean the date on which hostilities ceased under the
Armistice. As, however, there were several Armistices.
the last Armistice, viz., that with Germany of November o
11th 1918, was assumed to be the date indicated. In
the case of Portugal the termination of the Financial

Agreement was twelve months after the conclusion of
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Peace and this was interpreted to mean the first anni-
versary of the day, viz., 10th Janusry 1919 upon which
the Treaty of Peace with Germany was signed, as it was
with Germany that Portugal was primarily at war. In
the French, Italian and Roumanian* Agreements the
"conclusion of Peace" was taken to indicate the coming
into force of the last Treaty of Peace, namely, that
with Turkey. The official termination of the War was
fixed as midnight on the 31lst August - 1st September

1921 by Order in Council of the 10th August 1921.

*¥But see correspondence with National Bank of Roumania

in the chapter on "Central Banking and Central Banks" and
settlement on basgis of 10th January 1919 in connection
with the "Grain Purchases Account'.
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BELGIAN CONGO.

In July 1916 an Agreement was made between
Agreement
of the Chancellor of the Exchequer and the
July 1916

Belgian Colonial Minister for a loan of
£3,500,000 to the Belgian Congo. The full terms of
the advances and the arrangements made for renewal were
embodied in a Memorandum which was enclosed in Treasury
Letter (No.18585) of the 31st July 1916 to the Bank of
England. The terms under which the Secufities were to
be issued were exceedingly complicated, a fact which is
the more surprising when the comparatively small amount
of the credit is considered. Indeed, it was soon found
that the Agreement, as drafted, was quite unworkable and
it was therefore arranged that on the occasion of each
advance the Treasury would agree with the Belgian Colonial
Minister upon the nature, rate and currency of the security
to be deposited. The advarces were made against bills or
bonds according as the money was deemed to be supplied out
of the proceeds of British Treasury Bills or out of other
Securities. The advances were made by monthly instalments
over a period of two years and five months from August 1916,
at the rate of £150,000 a month for the first twelve months
and £100,000 a month for the remainder of the period.
£2,700,000 was eventually issued in the form of bills,
£800, 000 in the form of bonds. The bills issued were
subsequently converted into bonds. On the 31lst August
1921 a total of £3,550, 300 bonds was outstanding, the

excess being created by the replacement of bills by bonds.
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BELGIUM.

Although, from the confidential document signed

by M . Ribot, Mr.Lloyd George and M. Bark embodying the Ek &
decisions of the Paris Conference in ﬁ; 7
Reconstruction i
credit of FPebruary 1915, it appears that large s
January 1919 sy
sums had from time to time been wﬁ--q
advanced to the Belgian Government by the British Govern- éﬁ ?
ment, no Agreement was drawn up for the provision of a 4 z
credit by the issue of Belgian Treasury Bills until %

. January 1919 when a Memorandum of Agreement was forwarded b
to the Bank of England in Treasury Letter No. 842 of the s
7th January. The Memorandum stated that the British i
Treasury had agreed to open a temporary credit for the %
Belgian Government to facilitate the measures adopted by %
that Government for the restoration of Belgium pending
the receipt of compensation from the Enemy Powers. E

The advances were to be made by the discount-
ing of £9,000,000 Belgian Treasury Bills of three months' A
currency at the rate of 5% per annum and the proceeds :ﬁé'%
administered by the Belgian Exchange Committee on behalf
of the Belgian Government, subject to the general approval
of the British Treasury upon principles laid down in the i

Agreement.
The bills were renewable until the receipt of

Reparations enabled them to be discharged. The first
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receipts accruing to the Belgian Government in respect of Belgium ,
compensation or indemnity were to be applied to the liqui-~ 5@3
i
dation of the bills pari passu with that of any similar ;E
advances received from any other of the Associated Govern- L§§
i
I~

ménts subject to such general principles as the Peace b 7

Conference might lay down as to the disposal of the assets 3'

hade available by the Enemy Powers, : : é.,
The total bills outstanding on the 31lst August g :

1921 was £9,000, 000. - g
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FRANCE.

Treasury Bills.

On 30th April 1915 an Agreement was
Agreement of
30th April concluded at Boulogne whereby the British

e Government, in order to meet the requirements
of the French Government during the six months following
undertook to lend &42,000, 000 sterling by instalments pro-
vided gold to the value of £20,000,000 were sent to London
and sold to the Bank of England proportionately with each
instalment lent. The gold was received in three consign-
ments between 10th May and 23rd December 1915.

The French thus obtained £62,000,000 of which
£50, 000, 000 was required for payments in the United States
and Canada and the balance to meet the excess of French
payments in the United Kingdom over British payments in
France; the dollar sums were almost entirely supplied by
the Treasury against payments in sterling from the French
Government.

The loans were made upon the security of French
Treasury Bills of twelve months' currency which were
discounted at the advertised British Treasury Bill rate
for bills of a similar currency on the day of discount,
or (as subsequently altered) at Bank Rate, if Treasury
Bills were not being issued. The bills were renewable

until twelve months after the conclusion of Peace; under
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an Agreement made in Boulogne on the 22nd August 1915,

the final maturity date was extended to not later than

two years after the conclusion of Peace.

The total of the bills outstanding on the 3lst

August 1921 was £30,200, 000.
Only £30,800,000 bills of the £42,000, 000

Agreement of
8th Febguary authorised had been discounted by December
191

and on the 8th February 1916 a fresh Agree-

ment was signed in London which provided for the discount

of the balance under the old Agreement and in addition

£4,000, 000 bills a month from July to December 1916 to

meet purchases within the United Kingdom. In order to

satisfy requirements in North America for the three months

April to July 1916, the British Government undertook to

discount further French Treasury Bills at a rate not ex-

ceeding £6,000,000 a month. The details governing the

issue of the bills were similar to those of the previous

Agreement.

Gold to the value of £12,000,000 was to be sold

to the Bank of England, pari passu with the discount of

these latter bills, in the proportion of &£ in gold for

each £3 in bills and a further £3,000,000 gold was to be

sold in place of the gold not exceeding &£6,000,000 which,

under an Agreement made in Paris in February 1915, it had

been arranged that the Bank of France should advance to the

Bank of England in cértain eventualities.

The £15,000, 000 gold was received from the Bank
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of France between the 25th February and 3rd May 1916 in

six instalments. .

The total of the bills outstanding on the 31lst

August 1921 was £21, 300,000.

Under this Agreement the Chancellor of the

Exchequer undertook to arrange facilities, so long as the

French Exchange remained above 25°50, for the sale on the

London Stock Exchange of Securities in French ownership

provided that such Securities were placed on the Market

by the Bank of France through the Bank of England and that

the former Bank guaranteed the Securities to have been in

For an

French ownership since the outbreak of War,

Account of this arrangement see the section on "Central

Banking and Central Banks".

The Agreement made by the Bank of England

Agreement of’
26th April with the Bank of France was dated 25th

1916

‘April 1916. Under it the Bank of France

made a fixed deposit of £20,000,000 in gold with the Bank

of England and a credit of £60,000,000 was created by

discounting French Treasury Bills for the sole purpose of

rehabilitating the Exchange between the two countries;

the amount of the fixed deposit of gold was increased later

to £24,000,000 and the credit to £72, 000,000.

The next Agreement was the Calais Agreement

Agreement of

24th Aggust of 24th August 1916, between the two Govern-
191

-ments, authorising the issue of £150, 000,000

bills at a rate not exceeding such an amount as would pro-

duce £25,000, 000 in cash monthly during the period 15th
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September 1916 to 15th Maroh 1917; this arrangement France

superseded as from the 15th September that part of the

Agreement of 8th February 1916 under which £4, 000, 000

bills were to be discounted each month to December 1916

to meet purchases in the United Kingdom.

The period covered by the Agreement was sub-

sequently extended for a month and the credit increased

by £15,786,482:12: 1,

The bills were of twelve months' currency and

were at first discounted at the rate for British Treasury

Bills of the same currency on the day of discount and

Three years after the

subsequently at Bank Rate.

conclusion of Peace was fixed as the final date for

repayment.

The total of bills outstanding on the 31st

August 1921 was £16%, 750, 000.

The French Govermment undertook to request the

Bank of France to place at the disposal of the British

Treasury £50,000,000 in gold, this sum to constitute a

loan to be repaid by the British Government on the same

dates as the repayment of the bills discounted; an

amount of £3%, 319,000 in gold had to be deposited against

the additional credit of £15, 786,482:12: 1. The

Chancellor of the Exchequer arranged that any saving of

interest to the British Treasury due to their expenditure

of the gold was to be utilised in the discharge of French
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Treasury Bills.* This provision brought forth a vigorous France

remonstrance from the then Governor of the Bank. Lord

Cunliffe, who protested against a "scheme exposing our

"Banking system to a serious risk" and against "the

"Treasury's new departure in conducting a banking business

"itself and obtaining loans of specie from foreign banks".

The exact meaning of the clauses in the Agreement

relating to the gold caused some discussion; the conclu-

sion arrived at was that the gold lent should only bear

interest from the date when it was used and that, upon

repayment of the bills in legal tender money of the United

Kingdom, the British Government should undertake to return

to the French £53,3%19,000 in gold.

On the 29th May 1917 a further Agreement

Agreement of
29th May was signed covering the discount of twelve

1917

months' Treasury Bills to the extent of

£14,000,000 in June and the increase of this amount if it

should prove insufficient. The total of the credit was

also subject to reduction under certain conditions (vide

Articles 2 & 6). The bills were discounted at Bank Rate

and were repayable not later than three years after the

conclusion of Peace.

On the 31st August 1921 £9,000,000 of these bil1ig

remained outstanding.

*The gold was, directly or by exchange. utilised in America
and interest (on all but such amounts as were not recovered
from the "Laurentic") was credited to France and allowed as
a set off against her debt to Great Britain. By an Agree-
ment of 13th December 1919 between the British Treasury and
the French financial delegate in London, the French Govern-
ment undertook not to demand the redemption of the gold

until the French debt was completely liguidated
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S
The Agreement of the 28th June 1917 followed France 1@%?
Agreement of gy
28th June the lines of the Agreement of' the 29th May.
1917 v
A credit of £3%2,000.000 during the months of d?%
July and August was authorised, subject to possible increase ﬁ“;gg_
e ]
and also to reduction under certain conditions. i
LRI
1
The amount of bills outstanding under this Agree- i ¢m§£
. - (‘_‘?lﬂ-.' .
S
ment on the 31st August 1921 was approximately £225,000, 000. : ﬂ §
L) 1.' E
In addition to the bills ref'erred to in the pre- ; ;.
ceding paragraphs. bills were received to provide for the £ i
discount and stamps on renewal of the bills issued under the e i
Pz
various Agreements. The total amount, of such supplementary i
bills so issued, outstanding on the 3lst August 1921, was g%
£105, 792,500, making the grand total of French Bills held by : g
the Treasury on that date £558,206,200. ;
Public Issues of French Treasury Bills. ; £
| 1%
|
In January 1915 arrangements were made be- QL
Issue of R
16th January +tween the French and British Governments for ii i
1915 o8 '3
a public issue of £10,000.000 yearling French b g
Treasury Bills. The bills were issued at a fixed discount f :
i

oI 5% and were drawn payable at the Bank of England. The
Bank agreed to subscribe for such portion of the issue as was
not applied for by the Public and, in consideration of this
undertaking, received a commission of 2% per mille, the commis-
sion to cover expenses other than the cost of' stamping the
bills. With regard to the question of a covering guarantee

from the British Government, the Bank were informed by the
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Treasury that no liability attached to any public fund of

the United Kingdom in respect of such issues as this, ex-

cept in cases in which a definite guarantee might have

been given by the Treasury under powers conferred on them

by statute: and that the Bank should in all other cases

look to the issuing Government for recoupment of expenses.,

remuneration for their services and the refund of any loss

arising out of the transaction generally. At the same

as it might on some future occasion be desirable for

time,

reasons of public policy for the Bank to subscribe more

ety e

largely to a particular issue than they would be disposed

to do had their action been guided exclusively by commercial

the Treasury assured the Bank that Parlia-

considerations,

ment would not fail to give recognition to that fact in the

event of loss to the Bank arising out of such a policy,

provided always that the terms of the transactions had

received the approval of His Majesty's Government.

The total applications received from the Public

amounted to £7,572,000 only and the Bank therefore took

up £2,428, 000.

In order to guard against an excessive fall in

the exchange on PFrance sufficient to cause gold exports

from England to Prance (a precaution that turned out to

be needless), the Bank of England were empowered by the

to present for

Agreement. as and when they thought fit,

at one or more times, Treasury

payment in anticipation,

Bills of this Issue up to a nominal amount of &£4,000, 000
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A el il If the Bank of England intended to make use of France

this facility, the Bank of France were to be informed on

each occasion at least seven days in advance as to the

amount of the bills which were to be presented. The

bills were to be repaid in francs at a fixed exchange of

Fes. 25 with deduction of the discount not earned at the

time of presentation.

With regard to the repayment on the 15th January

1916 (the 16th being a Sunday) of the bills not previously

redeemed, the French Government undertook to provide the

money by 4 p.m. at the latest on the 14th January 1916.

The general terms of the Agreements for the

succeeding issues were similar to the terms of this

Agreement.

The bills were replaced by yearling bills

Issue of
15th January 1issued at a fixed discount of 5%%. The

1916

total applications received from the Public

on this occasion amounted to £8,088,000 and the Bank there-

fore subscribed for the balance, viz., £1,912,000.

£7,290,000 of the bills (including such of

Issue of
15th January the Bank's bills as remained unsold)

1917

remained outstanding on the 15th January

the balance having been converted under the terms of

1917,
the prospectus of the 4th October 1916 for the issue of

French Government 5% Rentes. £8, 000, 000 bills due 15th

January 1918 were issued at 6% discount for which there

was a large over-subscription.
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The balance of this set of bills,

viz.,
Issue of
15th January £7, 978,000 was replaced by £8, 000, 000
1918

twelve months' bills issued at 53% dis-

count; £22,000 bills had been converted into French 4%

Rentes under the terms of the prospectus, dated 26th

November 1917. The issue of bills was largely over-

subscribed.

In January 1919 tenders were invited for

Feste o
15th January £8,000, 000 yearling bills in replacement

1919

of £7,843,000 bills outstanding, the

balance having been converted into 4% French Rentes

The bills were allotted at an

issued in November 1918.

average rate of discount of £4:11: 1'98%. In the case

of this issue and that of January 1920 the Bank did not

undertake to subscribe for such portion as was not applied.

for by the Public. The Bank made no charge for issuing

the bills but the French Government paid expenses.

In January 1920 tenders were invited for
Issue of
15th January £8,000, 000 similar bills to replace those
1920

maturing. Only £1, 744,000 bills were

applied f'or and of these applications for £1, 240,000 were

accepted at an average discount rate of £6:15: 1-91. The

balance of £6,760,000 bills were paid off. In order that

this might be done, the Bank of England had to advance the

French Government a portion of the money, viz., £2,000, 000,

but this loan was liquidated on the 27th January.

The bills for £1,240,000 were repaid on maturity.
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French Loans

issued through Bank of England.

The French Govermment issued four loans on the

London Market, through the Bank of England, who charged

out of pocket expenses only. The first thres loans were

for unlimited amounts.

The first and most successful issue was in

November 1915, subscriptions being received at the Bank

of England for 5% Rentes under the title of "National

Defence Loan'". The price was £3: 4: - per Fes. 100

nominal capital being the equivalent at the exchange of

2750 of Fcs.88 the price of the issue in Paris. The

total amount raised was Fes. 602,426, 400. This included

French Treasury Bills and 3% and 3%% Rentes accepted in

lieu of cash payment to the extent of £637,129: 8: 2.

The prospectus of the next loan was issued in

October 1916. The conditions of the loan were identical

with those of the previous loan though its title dropped

the word "Defence". The price on this occasion was

£%: 4: 6 per Fecs. 100 capital which was the equivalent at

P R T

the same rate of exchange of Fecs.88'75 (Paris issue).

Subscriptions were also received in Dublin: 1including

720 applications there, the total raised was

T SRt

)

T

Fecs. 450, 709, 800, The number of applications in London

was about 16, 700 as compared with nearly 26,800 in 1915.

French Treasury Bills to the value of £2,687,755: 8: 4

were accepted in lieu of cash payment.
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The third loan consisted of an issue of 4%

Rentes made in London (and Dublin) at the end of November

1917 under the title of "National Defence Loan'. The

price of issue was £2:10: 6 per Fes.100, the equivalent

at the exchange of 27.40 of Fcs.69.20, the price in Paris.

No effort was made to encourage subscriptions to this loan

as was done on the previous occasions, since it came into

with the British Government National

direct competition

War Bonds. It was felt, however, that to exclude it

altogether from the London Market would create a bad

impression in view of the admission of previous issues.

There were only 2,700 applications covering Fes 67,972, 900,

Treasury Bills being accepted to the extent of £101,000.

A second issue of 4% Rentes for Fcs.520, 000, 000

was made on Armistice Day 1918, the price being £13:12: 4

per Fecs. 500, the approximate equivalent at the exchange

of 26 of Fecs. 70'80, the price in Paris. The British

Government undertook to take up any portion of the loan

which was not subscribed by the Public and as there were

only 3,117 applications coyering a total of'ch.387,407,500,

the Treasury became responsible for Fes.13%2,592,500. The

issue being for a fixed amount, it was decided that it

would be best to make it at one centre only and the

services of the Bank of Ireland were therefore not re-

quired on this occasion.

A considerable number of applications for the

various loans came from Belgian refugees and French and
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Belgian residents in England, but the bulk of the funds Erance

was provided by the British Public.

" Arrangements were made to pay the coupons of all

these loans at the Bank of England during the continuance

of' the War, the rate of exchange being fixed by the Financial

Representative of the French Government in London about 10

days before the due date of the coupons; holders had, of

course, the option of sending their coupons to France for

payment. Being part of the French issue, the Rentes were

issued in a large number of denominations and the figures

of their numbers on the bonds ran into hundreds of miliions.

The paymént of some hundreds of thousands of coupons yearly

involved considerable labour, the more so as care had to

be taken to pay only those coupons which were detached from

The bulk of the coupons were not lodged

the English issues.

until after the publication of the agreed rate and the time

afforded for checking the lists was contracted accordingly.

The Bank of England's charge for the payment of the Bond

S
Coupons* was 10/-% on the sterling sums paid. This arrange-

a time when exchange was gquoted at

ment was agreed to at

about 28*'50 and, with the fall in the French Exchange, the

sums received for management bore a ratio to the work

entirely different from that originally oontemplated. Indeed

it became apparent that the work was being carried on not

only without profit but at a very heavy loss, due partly to

, this cause and partly to the fact that expenses had largely

*No charge was made for the payment of Government coupons.
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increased since the rate of remuneration was fixed whilst
the work involved had proved greater than was anticipated.
The Bank decided, however, not to re-open the matter with
the French Government until the termination of the War,
when the dquestion of the continuance of the payment of

the coupons in London would automatically arise,
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French Exchange Agreement.

The difficulty experienced by Irance in

preventing the exchange with England from rising to a

serious extent by reason of their unfavourable trade

balance led the Governor of the Bank of France to propose

in March 1916 that the Bank of England should grant a

credit based partly on gold and partly on the discount of

French Treasury Bills, to be used for the sole purpose of

stabilising the exchange.
A preliminary Meeting took place on the 28th

March between M. Ribot, the French Minister of Finance,

Lord Cunliffe, Governor of the Bank of England, M. Pallain

the Governor and two of the Regents of the Bank of France.

£24,000,000 had originally been mentioned by

M. Pallain as the extent of the credit required, but at

this Meeting it appeared that, subject to the Court's

approval, the consent of Lord Cunliffe to a credit of

£120, 000,000 had been secured, while M. Pallalin pressed

for £160, 000, 000. Lord Cunliffe subsequently wrote that

the Bank of England would not consider a credit for more

than £120, 000,000, which was a figure "at least ten times

larger than any credit ever granted by arny Bank to an

Allied Government or Bank". Mr. McKenna, at that time

Chancellor of the Exchequer, reduced the limit however to

£60, 000, 000.

The Agreement was completed on the 25th April
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The Bank of France guvaranteed that no further F'ranoce

credit operations would be undertaken by them in London

during the ourrency of this Agreement except for the

purpose of repaying the Bank of %¥ngland, who were to be

the Bank of France's sole intermediaries in London.

The French Minister of Finance also gave an

assurance that he would not guarantee any further credit

operations in Liondon without the previous consent of the

British Treasury.

On the 1lth May 1916 a Meeting took place be-

tween the French Representatives and the London Exchange

Committee, but after the preliminary arrangements of

dealings on this side were

procedure had been made,

carried out by the Bank of England without reference to

the Exchange Committee, who thenceforward took no part

in these transactions.

A serious difficulty at once arose concerning

the negotiability of the discounted bills. The Bank

of England maintained that, although they did not con-

template acting upcn it, they must possess the power to

re-disccunt such bills: otherwise they would be making

a loan without any negotiable instrument as collateral.

The Bank cf France, by sending bills for impracticably

large amounts and by refusing their endorsement "in

blank"” had made it impossible for the Bank of England

to exercise their option. The matter was eventually

settled by the Bank of England's consenting to receive
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Bills payable to Bearer, but issued in marketable France

denominations.

A further inconvenience arose more than once

by reason of the non-arrival of the gold deposit in

advance of the application to discount Treasury Bills.

The first purchase of Exchange in London took

place in August 1916 with a view to bringing down the

rate to about 28" 12. Fes. 16,500,000 were bought.

Between mid-October and mid-December more than another

Fcs. 126,000,000 were purchased in order to stabilise

the Exchange at about 27’ 80. In April 1917 it was

arranged that the Bank of England should not further

intervene in the Exchange Market unless specially

instructed to do so, and it is understood that from

this time forward all Exchange operations were effected

in Paris by the Bank of France.

The Bank had not at first sought any guarantee

from H.M. Treasury in respect of the bills issued under

the Agreement, but the Calais Agreement of the 24th

August 1916 varied the April Agreement between the two

Banks by substituting as the date for the termination of

the credit a period of two years in place of six months

after the conclusion of Peace. In these circumstances

on the 9th September, conveyed to the Bank

the Treasury,

a formal guarantee.

In November and December of this year the Bank

of France urged an extension of the credit by a further
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£12,000, 000. This was the period of greatest financial France
difficulty, the action of the Federal Reserve Board,
referred to in Chapter I, having added considerably to

the general embarrassment of the Allies. The Bank of
England were unwilling to extend the credit except upon
Government guarantee. The Treasury at first demarred to
this request, denying indeed the existence of a previous
guarantee and pointing out that the profit on these trans-
actions accrued to the Bank. An undertaking, similar to
that of' the 9th September, was however eventually obtained
and a Supplementary Agreement concluded on the 19th January
1917. M. Pallain then - and on the previous occasion -~
protested against the rate of discount charged, but the
Governor replied that he was sure the Bank of France would
realise that the Bank of England would sooner be without
the business, even st 1% over Benk Rate.

As regards the undertaking of the Bank of France
that the Bank of England should be their only inter-
mediaries in London, it may be mentioned that in November
1916 it was brought to the notice of the Bank of England
tha,t the Bank of France had opened an sccount with Messrs.
Samuel Montagu & Co. early in that month. An informal
remonstrance was conveyed to the Bank of France, who
promised to close this account.

In June 1917 the Bank of England ags.in had
occa,sion to complain of privileges accorded to Messrs.Samuel

Montagu & Co., who were then found to be arranging a credit
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Mediterranean Railway, secured on France

for the Paris, Lyons,

An explanation of the transaction

French Treasury Bills.

was supplied by M. Avenol, the French Financial Agent in

London.

No further incidents of much interest occurred

until September 1918, when the rate of exchange having

fallen below 27 and appearing likely to remain below that

level, the Governor wrote to point out that by Article 5

of the original Agreement "the operation" of that Agreement

was "now to be suspended'. He suggested a reduction of

the credit. The interpretation placed on Article 5

was disputed by M. Pallain, in whose view the Clause was

held to refer only to fresh discounts and not to the

Correspondence

renewal of bills previously discounted.

on this point only served to show that the real intentions

of each party had been completely misunderstood by the

other at the time when the arrangement was made. In

in October 1918, with

spite of Conferences held in London,

Representatives of the French Treasury, and a further draft

Agreement put forward by M. Avenol at the end of January

1919 (to which objection was taken by the Bank of England

on the ground that their gold would be insufficiently

protected), no solution of the difficulty was found.

In March 1919, the Bank of England learnt that

the Chancellor of the Bxchequer had entered into a fresh

Agreement with the French Treasury. This Agreement,

covering a further discount of French Treasury Bills by
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H.M. Government, incidentally provided that the gold held France
by the Bank of England for the Bank of France in connection
with the credit should be released and sold to H.M Treasury.

The Agreement was not put into operation, but in
December the Governor found that the Treasury were about
to suggest to the French that the Gold Clause should take
efisfie civ:

The Governor thereupon pointed out that the Bank
had been no party to the Agreement and could not consent
to release their security, of which in any case the French
Government had no right to dispose: 1if the Treasury
required the gold, they should take over the credit also.
Upon this the matter was dropped.

Not long after the difference of opinion respect-

ing Article 5 of the April Agreement became apvarent the

rate had risen once more above 27, and it did not again
approach that figure in the period here dealt with. At
the end of August 1921 the difficulty in regard to the
interpretation of the Clause was still unsettled.
Returning to the period immediately subsequent
to the Armistice, mention must be made that a part of
the proceeds of a French Loan issued in London about this
time was devoted to the repayment, as on the 16th November
1918, of £7,000,000 French Treasury Bills held by the Bank
of England. This reduced the credit from £72,000,000 to
£65,000, 000 and gold amounting to £2, 334,000 became

returnable. This was shipped to France in February 1919.
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the balance of gold due under the Agreement becoming France
£21,683,948:15: -, at which figure it still stood on

the 31st August 1921.*

*Of the last £4,000,000 gold (due under the Agreement of
January 1917) £6,473:11: 6 was not received in gold but
was debited to the account of the Bank of France.
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GREECE.

The Agreement was made with the Bank
Agreement of
28th Januvary of England. The sum of £500,000 was
g advanced upon the security of the same
amount of Greek Treasury Bills of twelve months' currency
which were discounted by the Bank in the first instance
at the rate of 5% per annum.

The bills were renewed in January 1916, being
discounted at the rate of 6%% per annum: the Greek
Government were penalised on this occasion to the extent
of three days' discount as the necessary arrangements
for renewal were not completed until after the date of
maturity of the first issue of bills. Further renewals
were made annually in Januvary, the rates of discount
being 6%% in 1917, 53% in 1918 and 1919, 63% in 1920 and
7% 1A 1921. A fresh Agreement was signed on each occasion
by the Governor of the Bank and the Greek Minister or
Charge d'Affairés in office at the time of renewal.

Under an Agreement of 10th February 1918
.Agreement of
10th February the British, French and United States Govern-
cin ments undertook to make certain advances to

the Greek Government up to a limit of Fes. 750, 000, 000
inclusive of Fes. 50,000,000 advanced under an arrangement
dated the 30th November 1917. £6,867,000 twelve months'
Treasury Bills, renewable for a period of 5 years after the

cessation of hostilities, were issued as security for advances

made by the British Government, being discounted at the rate
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of 5% per annum. Greeoe

Of a total of £7,367,000 bills £5,267,000 were
outstanding on the 31lst August 1921 (the remaining
£2,100, 000 not being discounted until the 20th October

following) .
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ITALY.
Under an Agreement drawn up at Nice in

Agreement of
5th June June 1915, between the British and Italian

- Governments, £50, 000, 000 Italian Treasury
Bills were discounted against a deposit of £10, 000, 000 in
gold; this gold was not to be withdrawn until sfter the
repayment of the bills when it was to be returned to the
Italian Government.
The gold was received in six instelments between
July and December 1915.

The bills were of twelve months' currency and

were discounted in the first instance at the rate current

on the ds.te of each operation for yearling British Treasury

Bills. When the issue of twelve months' British Treasury
Bills was discontinued, it was arranged that Bank Rate on

the day of the relative transaction should apply but after
the 26th June 1920 this was sltered to a fixed rate of 5%.
The bills were renewable up to s period of two years after

the conclusion of Peace.

The Bank of Italy undertook to "make every effort

"to maintain the exchange at a level not unfavourable to
"Great Britain, and with this object will refrain during
"the period ..... from importing gold from London directly
"or indirectly".

On 31st August 1921 the whole £50,000,000 bills

were still outstanding.

By virtue of an Agreement of
Agreement of 19 Nowv.

1915 & Supplementary November 1915, the Italian
Agreements of 15 July

& 25 Nov.1916 & 22 Government arranged to remit
March 1917.
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additional gold up to a total of £12,200,000 sgainst which italy
were to be discounted £122,000, 000 twelve month Italian
Treasury Bills, the gold to be returned on repayment of
the bills. The gold was delivered between January 1916
snd April 1917 in 8 instalments of about £1,600,000 each.
The bills were discounted at tbhe rates mentioned
in the case of the Nice Agreement: they were renewable up
to two yesrs after the conclusion of Peace after which
date half of them might be extended on the same terms for
a further two years and the remaining half for a period of
four years.
0f' the £122,000, 000 bills ref'erred to,
Agreement of
15th %uly £65, 000, 000 were to be discounted to meet
=2 payments abroad, the exchange required by
. the Italian Government in New York being provided, as in
the case of the Russian Government, by transfers from
H. M. Treasury Account with Messrs.J.P. Morgan & Co., of the
dollar equivalent of the proceeds of the discounted bills
calculated at the rate of exchange of the day; whilist
the remaining £57, 000,000 were to be discounted for the
purpose of purchases and interest payments within the
United Kingdom. The Italian Government, however, found
themselves unable to make use of the whole sums placed at
their disposal for payments within the United Kingdom and
a Supplementary Agreement was signed on the 15th July
1916 containing certain modifications with reference to

£20, 000,000 bills of the £57,000, 000 referred to above.
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The Agreement of the 25th November 1916

Agreement of
25th November was supplementary to the two preceding

oL Agreements and provided that the balance
of the credits unexpended on the 31st December 1916 should
be carried f'orward on the same terms as regards gold and
rate of discount as in the originsl Agreement. The
British Government undertook to supplement the unexpended
credits in order to make & sum of £3%3,000, 000 available.
The Agreement of the 22nd March 1917 was

Agreement of
22nd March again supplementary to the three previous

e Agreements and Clause I provided that the
balance of credits unexpended on the 3%1lst March 1917
should be carried forward to meet existing commitments
under those Agreements, as well ss future comnitments
other than for expenditure in North America and for exchange.
By Clause 11, the British Treasury undertook,
pending a further Agreement, to discount Italian Government

Treasury Bilis for the following purposes -

(a) Up to £8,000,000 in eny one month in supplement

of the sums available under Clause I for the
Sz.me purpose.
(b) £3,000,000 monthly to provide for the sale of
sterling exchange by the Bank of Italy.
(c) To cover further payments in North America up to
#30, 000, 000.
The bills issued under Clause II were twelve

months' bills and .were discounted at the Bank of England
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rate on the day of discount, but this was subsequently ITtaly
altered to a fixed rate of 5%. The bills were renewable
up to three years after the conclusion of Peace.
On the 318t August 1921 £369,290,000 bills were
outstanding under the Agreements of November 1915 to
March 1917 of which £247,290,000 bills were issued under
Clause II of the Agreement of 22nd March 1917.
In November 1918 Mr.Bonar Law offered
Agreement of
November the Italian Treasury a further loan of
g £50, 000,000 during the period 1lst November
1918 to 30th June 1919 but, as the outstanding claims of

the British Government Departments to be thus satisfied

exceeded the sum at first anticipated, a
Agreement of
18th February Supplementary Agreement was signed on the
1919
18th February 1919 which provided -

1. That the balance of the loan unexpended at the
end of January 1919, viz., £21,500, 000 should
continue to be available.

2. That a further £43,500,000 bills might be dis-
counted making, with the amount of £21, 500, 000,
a total of £65,000,000,

The rate of discount was not stated in the Agree-
ment but the bills were discounted in the first instance at
the Bank Rate prevailing at the time of discount and
subsequently at 5%. No arrangements were made 1n the
Agreement as to renewal or repayment, except that the first

receipts accruing to the Italian Government in respect of
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compensation and indemnity from the Enemy Governments
should be applied to the liquidation of &30, 000,000 of
the bills, subject to such general principles as might
be laid down by the Peace Conference as to the disposs.l
of the assets made available by the Enemy Powers.

The Agreement stated that the relative credit
was the final instalment of* the loans to be accorded by
the British Treasury to the Italian Government in

consequence of the War. However, on

Agreement of
8th August the 8th August 1919 a further Agreement

i was signed; to complete the arrangements
made in February 1919, the Chancellor of the Exchequer
undertook -

1. to aocept Italian Treasury Bills in payment of
the outstanding debts to British Government
Departments on the 3%0th June 1919.

2. to accept until 30th June 1920 Italian twelve
months' Treasury 5ills in payment of the
discount on renewal of Italian Treasury Bills.

3. to discount further bills to the extent of
£2,000,000 after the 20th June 1919 in
addition to the bills offered in the Agreement
of the 18th February 19109.

No discount rate was mentioned in the Agreement
but the usual rate of 5% was charged.

The bills outstanding on 31lst August 1921 under

the Agreements of November 1918 to August 1919 amounted
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to £78,070,000. Ttaly

In June 1920, the Treasury agreed to accept at

5% discount for a further year Italian twelve months'
Treasury Bills in payment of the discount on renewal of
Italian Treasury Bills and in June 1921 the arrangement

was extended subject to termination at six months' notice.

The grand total of the Italian Treasury Bills
held by the Treasury on the 31st August 1921 was

£497, 360, 000.
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Rehabilitation of the Exchange

Arrangements were made on the 24th March 1917
as the outcome of discussions between Lord Cunliffe and
Signor Paolo Carcano, the Italian Minister of the
Treasury, for an acceptance credit of £5,000,000 to be
opened by certain British Banks and Accepting Houses in
favour of six Italian Banks through the Banca d'Italia
for the purpose of rehabilitating the exchange.

The Italian Banks drew three months' sterling
bills on approved London Banks and Accepting Houses and
sold the drafts to the Banca d'Italia, Rome; the latter
forwarded the bills to Messrs.Baring Brothers & Co.Ltd.,
for acceptance and discount, giving them instructions as
to the disposal of the proceeds. The London Banks and
Accepting Houses gave an undertaking to renew the bills
until one year after the termination of the War, as
defined by BEnglish Statute. The Banca d'Italia under-
took to put the London Banks in funds three clear days
before the acceptances matured snd deposited Italian
Government Sterling Treasury Bills (due one year after
the termination of the War) with the Bank of England as
collateral security. A commission of % of 1% was paid
by the Italian Banks through Messrs.Baring to the
Acceptors at the time of s.cceptance.

The six Italian Banks and the extent to which

they were permitted to draw are given below -
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Banco di Napoli £500, 000 Italy
Banca Commerciale Italiana 1,500, 000
Credito Italiano 1,500,000
Banca Italiana di Sconto 1,000, 000
Banco di Roma 250, 000
Banca Zaccaria Pisa 250,000
£5, 000, 000

A 1ist of the London Banks and Accepting Houses and the
total up to which they agreed to accept bills may be found
in C.C.0.File 192/1.

The acceptances outstanding on the 31lst August

1921 amounted to £3,420,000.
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PORTUGAL.

Agreement of The Agreement was made between the Bank
January 1916
of England and the Portuguese Government.

The Bank undertook to discount £2,000, 000
Portuguese twelve months' Treasury Bills at 6% per annum
with a commission of 2/— per cent. per annuﬁ, the proceeds
of the bills to be used exclusively for meeting payments
in the United Kingdom.

The bills were to be renewed on the same terms
for four further periods of twelve months each or until
the expiration of twelve months after the conclusion of
Peace, whichever was the shorter. The bills became
repayable on the 9th March 1921 but, as a result of
representations made by the Portuguese Government, the
repayment date of £1,500,000 of the bills was postponed
for a year longer. The bills were discounted on this
oocasion at 8%, 1% above the Bank Rate ruling; the
customaxry renewal commission of g/—% was also paid. This
higher rate was charged as the renewal was a departure
from the original Agreement and it was considered that
the time had arrived when the terms for the credit should
be made more nearly to correspond with actual conditions;
although the Portuguese were informed that if they could
give an assurance that no further request for renewal
would be made the bills would be renewed at 6%.

In November 1916 the British Government

Agreement of
November 1916 arranged to grant a further loan by
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discounting Portuguese Treasury Bills in amounts to be Portugal
approved. The bills were discounted at the Bank of
England Rate ruling on the day of discount: the total
thus approved and outstanding on the 31lst August 1921
amounted to £17,074,000.
The grand total of Portuguese Treasury Bills
held by the Treasury on the 31st August 1921 was
£18, 574,000.
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ROUMANIA.

The first Agreement established in
Agreement of
2lst January connection with the discount of Roumanian
90 Treasury Bills was between the Bank and
the Roumanian Government. Under this Agreement Roumanian
twelve months' Treasury Bills were discounted to the
extent of £5,000,000 @ 5% and were renewed from year to
year, being ultimately repayable within one year after
the conclusion of Peace. The rate of discount was Bank
Rate with a minimum of 5%.
On the 31lst August 1915, the Roumanian

Agreement of
14th October Minister wrote to the Chancellor of the

¥ Exchequer with a view to obtaining a
further loan of £7,000,000 for the Government of Roumania
on similar terms to those of the previous Agreement. The
Chancellor stated that he would be prepared to arrange
for the discount of the bills through the Bank as soon as
he learnt from the Foreign Office that the conditions
regarding the transit of contraband of war through
Roumania had been definitely settled, and on the 14th
October 1915 a second Agreement was signed for the
discount of £7,000,000 bills by the Bank of England; of
this total, however, only £5,000,000 bills were actually
dealt with. The bills, which were renewable until one
year after the conclusion of Peace, were discounted at

Bank Rate (minimum 5%) and were replaced on the 1l4th

October 1916 by a similar amount of bills due twelve
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months later. At the same time a further Agreement was Roumania

signed to enable the Roumanian Government, subject to the
aporoval of the Treasury, to present for discount, as and
when required, additional bills for the £2,000,000 by
which the bills already discounted fell short of the total
authorised in October 19185,
On the 29th January 1917, the Treasury
Treasury Letter
20th January notified the Bank that negotis.tions were
ol in progress for a further Financial Agree-—
ment with the Roumanian Minister covering an amount of
£500, 000 but that they did not desire the Bank to be a
party to the Agreement as on previous occasions. The
proceeds of the discounted bills were from time to time
paid over by the Banhk to foreign Banks specified by the
Roumanian Minister for the payment of the coupons of the

Roumanian Rentes.

In the following Msrch the Tressury
Treasury Letter
27th March agreed to discount, at the Bank of
1917

England Rate ruling on the day of
discount with a minimum of 5%, a further £500, 000 bills.
The proceeds of the bills were used for the payment of the
interest on the Roumanian Rentes due in April 1917 and for
settling various accounts with the War Of'fice and the

Ministry of Munitions.

Under an Agreement of 31lst Merch 1917 the
Agreement of

31st M%rch Treasury undertook to set up credits in
191

favour of the Roumanian Government, out of

a sum of £40,000,000 promised to the latter by the Allies,
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by discounting Roumanian twelve months' Treasury Bills at
the official rate of the Bank of England on the day of
discount with a minimum of 5%: this rate was eventually
f'ixed at 5%.

The bills issued under this Agreement were renewed
at maturity subject to final redemption within one year
after the conclusion of Peace.

The Roumanian Government were to avail themselves
of the arrangements made by the British Government for the
regulation of the American Exchange in regard to all pay-
ments to be made in North America out of the credits and
they further agreed not to purchase any Foreign Exchange
except from the British Treasury or, with their approval
through the Bank of England.

Under Clause XI of the Agreement non-interest
bearing British Government obligations were exchanged for
an equivalent face value of Roumanian Treasury Bills in
order to provide cover in London for the Roumanian Note
Issue; the amount of the Roumanian Bills issued in this
respect and outstanding on the 31st August 1921 was
£12, 000, 000.

The total amount of the other bills issued under
this and the foregoing Agreements and outstanding on the

same date was £21, 352, 300.
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RUSSIA.

In October 1914 the British Govermment
Agreement of
30th October agreed, in consideration of the ship-
o ment of £8,000,000 in gold to London,
to d%scount Russian twelve months' Treasury Bills for
£12,000, 000, the rate of discount to be that at which
the British Government could borrow for the same period
for theilr own needs. The bills were discounted at 4%
and were drawn payable at Messrs.Barings.

By this means the Russian Government had
available in London £20,000,000 of which £8,000, 000 was
to be applied for the purpose of providing Exchange f'or
Anglo-Russian trade and the balance f'or paying interest
on Russian Government Debt payable in London and for
f'inancing purchases in the United Kingdom.

The Agreement laid down that, if’ on the maturity
of' the bills it should be impossible to consolidate the
Debt, the Russian Government could renew the bills on the
same terms; accordingly, on the lst November 1915 the
bills were replaced by a similar amount due the 31st
October 1916, the rate of discount being f'ixed at 5%.

The subsequent renewal of' the bills issued
under this Agreement and similar Agreements dated prior
to the 27th October 1916 was provided for by Clause VI
of the Agreement of that date until one year after the

conclusion of' Peace,
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On the 1lst PFebruary 1915 a second
Agreement of
1st February Agreement was signed, authorising the
ar discount at 6% of £20,000,000 bills due
31st January 1916, with the. proviso that, in the event
of' a deposit of' gold with the Bank of England by the
Russian Government at any time during the currency of
the bills, the rate of discount should be diminished by
1% per annum from the date of the receipt of the gold
to the date of maturity of the bills, calculated on an
amount of' the bills equal to one and a half times the
amount of the gold. The Clause for the renewal of the
bills at maturity, subject to the rebate mentioned, was
in the same terms as the previous Agreement.
An Agreement dated 29th April 1915 was
Agreement of
29th April entered into to provide f'or the liqui-
e dation of B8ills of Bxchange aoocepted in
London on behalf of Russian clients and carried by means
of' advances f'rom the Bank of' England. An issue of'
£10, 000,000 bills, due 1lst May 1916, was authorised at
5%, and their renewal, if' neoessary, for a further period
of* twelve months at the same rate. Up to the date of
their maturity only £7,865,000 bills had, however, been
discounted; these were replaced by a similar amount of
bills due 30th April 1917, whilst it was also arranged

that the balance might be discounted as required. The

ultimate total of' bills discounted was £9,143,000.
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The Agreement of 6th July 1915 covered Russia

Agreement of
6th July the discount of a further £25,000, 000

1915
bills at 6% under conditions similar to
those of the two previous Agreements.
The Agreement of 29th July 1915 arranged

Agreement of
29th July for the issue of an additional £25,000, 000

1915

bills and for their discount at 6% "pro-
"vided always that any arrangements which might ultimately
"be agreed upon between H.B.M.Government and the Imperial
"Russian Government in consultation regarding future
"advances should apply to that contract". The renewal
of the bills was provided for as in previous cases, subject
to the above-mentioned Clause.

Owing to the insistent needs of the

London Agreement
of 30th September Russian Armies the Sritish Government

=3 undertook, under the London Agreement
of 30th September 1915, to provide the Russian Government
in each of the twelve months October 1915 to September 1916
with credits not exceeding the monthly average of
£25,000,000 which were to be furnished against the deposit
of twelve months' Russian Treasury Bills, the £5,000, 000
bills which were to be issued under a further Agreement
made on 6th October 1915 (see below) being included in this
total.

Bills to the extent of £295K,000,000 were discounted

under the Agreement at 1% above the Bank of England Rate

current at the time of disccunt.

Bank of England Archive (M7/157)




135

THE BANK OF ENGLAND., 1914—1921,

CHAPTER IV. FOREIGN EXCHANGES

ALLIES' BORROWINGS
ARRANGED THROUGH BANK O¥' ENGLAND

In view of the Agreement made in Boulogne on Russia
the 22nd August 1915 between the British and French
Governments that each should hold ready for export to

the United States a sum of £40, 000,000 in gold, the

Russian Government consented, in the September Agreement,
to "furnish the British Government with gold for the
"same purpose, to be exported, from time to time, in the
"same amounts as are being exported on account of the
"British and French Governments, squect to the limita-
"tion that the Russian Government shall not be called
"upon to ship gold in excess of £20, 000,000 before 3lst
"March 1916 nor more than £40, 000,000 altogether, and
"on the understanding that gold will be exported only
"according to the needs of the situation, as Jjudged by
"the Bank of England".

The Russian Government delivered gold to the
extent of £20,000,000 during the period January/July
1916* and a further £20, 000,000  in the following
December: the gold was used f'or the purchase by them
of British Government Exchequer Bonds bearing no interest,

payasble in gold, and running for 3, 3%, 4, 4% and 5 years,

in equal quantities, to be held by the Russian Government
until maturity.

For the purposes of the Russian Note issue,
Clause VI of the Agreement provided that, pending the
successful consolidation of the Russian internal debt,

the British Government would exchange with the Riissian

*Of' which £4, 000,000 was shipped to Japan and the balance
to Ottawa.

+Shipped to Ottawa.
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Government equivalent obligations, in such instalments Rusgsia

as the latter Govermmnent might require to an amount not

exceeding £200,000,000 altogether. On the part of the
Russian Government these obligations were to consist of
non-interest bearing Treasury Bonds: on the part of the
British Government, of fixed bock-credits, which were
not to be drawn upon. The arrangement was not to extend
beyond one year after the conclusion of Pea.ce, the
equivalent obligations being cancelled on both sides not
later than that date.

By the Agreement of the 6th October 1915

Agreement of
6th October already referred to the issue of

| £5,000,000 bills was authorised; they
were discounted at 6% with the provision that any arrange-
ments regarding future asdvances, which might ultimately
be agreed upon in consultation between H.B.M.Government
and the Imperial Russian Government, should apply equally
to this Agreement.
The next Agreement (27th October 1916) was
Agreement of
2on chober supplementary to that of the 30th September
=2 1915. The British Government undertook
to provide the Russian Government with a credit of
£25,000, 000 in each month from October 1916 to March 1917

under the same conditions as those stipulated in the Sep-

tember Agreement . The bills were discounted at 6%, that

is to say, 1% above the current Bank of England Rate, an

arrangement being made for an extra 1% to be charged if

Bank of England Archive (M7/157)



THE BANK OF ENGLAND. 1914—1921.

CHAPTER IV. FORBIGN EXCHANGES

ALLIES' BORROWINGS

ARRANGED THROUGH BANK OF ENGLAND

Bank Rate stood at 5% and for the rate of discount to be
the same as Bank Rate if over that figure.

The Russian Government undertook to ship gold
upon request up to a further amount of £20, 000,000 on the
understanding that the British Government would not
require the shipment before lst January 1917 and would
only ask for the gold in the event of the gold in the
reserves of the Bank of England and the Currency Note
Account taken together not exceeding £85, 000, 000. The
reserves were considerably below this figure when the
Agreement was made, and remained so. The gold was
shipped in February 1917%*. As in the case of' the Agree-
ment of 30th September 1915, British Government Exchequer

Bonds+, payable in gold, were to be issued in exchange

for the gold but the bonds were not in fact ever delivered.

The bills discounted were renewable until one
year after the conclusion of Peace, the rate of discount
in each case being calculated according to the principle
by which the rate was determined when the bills were
originally discounted. The Agreement also provided for
the renewal, for the same period, of bills discounted
under previous Agreements.

In May 1917 the Russian Revolution took place.
The Republican Government formed by M. Kerensky carried
on the Agreements entered into with the Imperial Russian

Government and bills continued therefore to be issued and

*£4,000,000 to Japan and £16,000,000 to Ottawa.

+

These (unlike the Bonds of the September 1915 Agreement)
were to carry interest "at the same rate as that at which
Russian Government Treasury Bills" were discounted under
Clause 6 of the October 1916 Agreement.
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renewed while the Cabinet of M. Kerensky was in power.
However with the advent of the Soviet Government at the
end of the year financial relations broke down completely
and from the early part of 1918 the bills remained in the
vaults of the Bank unpaid and unrenewed. The total held
on behalf of the Treasury amounted to £560, 632,000 on

31st August 1921.

Public Issues.

The first public issue of Russian Govern-
22nd February
1915 ment Treasury Bills was made in February
1915 for £10,000,000 and was oversubscribed;
the Bank were therefore not required to take up any of the
bills, as they had undertaken to do in case of need.

The bills were of twelve months' currency and
were issued at a fixed discount of 5%, the Bank receiving
a commission of %% on the nominal amount of the issue,
the costs of production, stamp duty and all other issue
expenses being paid by the Russian Government. Brokerage
of 4 was allowed.

The bills were drawn payable at the Fank and the
Russian Government undertook to provide funds at the Bank
of England on the 20th February 1916 at latest for the re-
payment of the bills which fell due on the 21st February.

The bills were replaced by a similar

21st February
1916 amount, issued at a fixed discount of 6%,

the renewal Agreement following the same lines as the first.
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The issue was not fully subscribed and the Bank therefore
took up £45K50,000 bills, in accordance with their under-
taking. The Treasury guzsranteed .the Bank against any
loss they might incur in this connection, on the uhder-
standing that the Bank should thenceforward receive
interest on the amount they had purchased at the rate of
3% below Bank Rate varying, the difference between that
amount and 6§% (representing discount, plus commission,
plus brokerage) to accrue to H.M. Treasury. -
The bills were replaced by a third set
28th January

1917 dated 28th January 1917, again under
similar conditions. The Bank took up £1,409, 000 bills
and were again guaranteed against loss by the Treasury
receiving interest at 3% below Bank Rate varying and
paying the differenoe between the amount received and 6%
to the Treasury.

Allottees had the option of tendering bills due
on the 21st February 1917/ in payment for the new bills,
discount being calculated at 5%% on the bills surrendered.

In January 1918, the Russian Minister of Finance
in London informed the 3Bank that, owing to the disturbed
conditions in Russia and to the impossibility of communi-
cating with the Russian Ministry of Finance, he was not in
a position to provide funds to meet the bills for £10,000, 000,
due on the 28th of the month.

The Chancellor of the Exchequer thsreupon decided

that, although H.M Government had no direct responsibility
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to the holders, the circumstances were such that the Russia

Gfovernment might properly render assistance.

Accordingly, the Bank were authorised by the
Treasury to offer British Government 3% Excheduer Bonds
1930 in exchange for the Russian Zovernment Treasury
Bills at the rate of £100 in bonds for every £100 in
[ 0)ald i L=} The exchange was effected subject to the express
condition that no legal or other action should be taken
by or on behalf of the holders of the bills surrendered
in respect of their non-payment at maturity.
The result of the offer was as follows:-
Bills surrendered in exchange for
2% Exchequer Bonds 1930 £8, 380, 000
Bills, previously held by the Bank
under Treasury guarantee, repaid
by H.M.Government 1,409,000
Bills noted for non-payment by holders 206,000
Bills of which the holders expressed
their intention not to exchange
for Exchequer Bonds 1,000
Bills in respect of which holders did

not inform the Bank of their wishes 4,000

£10, 000, 000

Bank of England Archive (M7/157)



141

THE BANK OF ENGLAND, 1914—1921.

CHAPTER 1V. FOREIGN EXCHANGES

ALLIES' BORROWINGS

ARRANGED THROUGH BANK OF ENGLAND.

il e e e

REHABILITATION OF THE RUSSIAN EXCHANGE.

éh:,—.
T
o
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i} d_.
As a result of negotiations between Lord Cunliffe, Russia @,@‘J

Governor of the Bank of England, and M. Bark, Russian
Finance Minister, arrangements were made in the Autumn of
1915 with a view to the rehabilitation of the Russian EBx-
change.

Certain Russian Banks drew three months' Sterling g
Bills on approved London Banks and/or Accepting Houses and

sold the Drafts to the Banque de 1'Etat, Petrograd; the

latter remitted the bills to Baring Bros. & Co.Ltd.for accept- ?&ﬁg
ance and discount instructing them as to the disposal of

the proceeds, the bills being renewable up to one year after ﬁﬂ'y
the termination of the War as defined by English Statute. e 1“
The Bandque de 1'Btat undertook to put the London Banks and s J'g
Accepting Houses in funds three clear days before the accept- " ;i
ances matured and deposited Imperial Russian Government f f?g
Sterling Treasury Bills (also maturing one year after the s ﬁff
termination of the War) with the Bank of England as collateral 3 zd
security. The London Banks and Accepting Houses were paid ﬁ ;
through Messrs.Baring 3 of 1% Commission at the time of the % ?F%
acceptance of the drafts. 't@;ﬁ

No drafts were to be drawn by any of the Russian PRt
Banks under this Agreement if the Russian Exchange fell

below 115. Lists of the Russian Banks and of the London : i
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Banks and Accepting Houses and details of the extent to Russia IJ fﬁf
s e
which the latter agreed to accept drafts may be found in %;_ L
¢.C.0.File 493/127. gﬁ ;.5
The total of the credit arranged was £7,515,000 : i
yopiicadia
against which &£7,500,000 Imperial Russian Government Ster- % bt
ling Treasury Bills were lodged at the Bank of England, the ﬁi
i
pEali
title of these bills being altered after the Revolution to l‘tﬁ;
"Russian Government Sterling Treasury Bills". The arrange- 2
ments worked smoothly until the downfall of the Kerensky
Govermment at the end of the year 1917 when, as a result { ;5_
Fa S :.
of representations whioh the Bank made to H.M. Treasury, the $ 4E@
latter decided to render assistance by issuing to the ﬁ@
i
Acceptors of the drafts 3% Exchequer Bonds 1930 up to the jj: 1
amount of the acceptances which had not been provided for ﬁﬁ
at maturity. The acceptances taken over amounted to e fi;
£7,260,000 and these were still held on behalf of H.M. $); ?
L L]
1
Treasury in the vaults of the Bank of England on the 3lst & g
August 1921. i
) g)ih
See alse FP.l2a Vol T Seclion I12F
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SUMMARY

OF FOREIGN TREASURY BILLS HELD O/A H.M.TRZASURY

Armenian

Belgian

French

Greek

Italian

AS ON 31ST AUGUST 1921.

Portuguese

Roumanian

Russian
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9,000, 000 :
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A note may be appended of the British Colonial

issues made through the Bank of England during the period.

N e e Y (W v Y

Date of
Prospectus

f:

26th February £11, 728, 800 Queensland 4%% 1920/25.
1ens

(To provide for redemption of
4% Loan due 1915)

10th October &£3,500,000 Sudan Government 5%% Guaranteed
1919

Bonds.

(To meet expenditure on
Irrigation and Railways)

15th December &£2,000.000 Queensland 6% 1930/40.
1919

(For construction of Railways
and other Public Works)

26th February &£2,880,000 Sudan Government 53i% Guaranteed

1921
Bonds.
(Irrigation and Railways)
20th April £7,500,000 India 7% 1926/31.
1921
(Entire proceeds to be used for
the purchase of Railway material
in the United Kingdom)
27th June £5,000, 000 New Zealand 6% 1936/51.
1921

(£3,000, 000 required for payment
of contracts in United Kingdom,
for the supply of rolling stock
and material required for the
extengion of Railways and Public
Works)

13th December £10,000,000 India 5%% 1932,
1021
(Proceeds for Indian Railway
purposes)

Bank of England Archive (M7/157)



	BOA Large books0572215
	BOA Large books0572216
	BOA Large books0572217
	BOA Large books0572218
	BOA Large books0572219
	BOA Large books0572220
	BOA Large books0572221
	BOA Large books0572222
	BOA Large books0572223
	BOA Large books0572225
	BOA Large books0572226
	BOA Large books0572227
	BOA Large books0572228
	BOA Large books0572229
	BOA Large books0572230
	BOA Large books0572231
	BOA Large books0572232
	BOA Large books0572233
	BOA Large books0572234
	BOA Large books0572235
	BOA Large books0572236
	BOA Large books0572237
	BOA Large books0572238
	BOA Large books0572239
	BOA Large books0572240
	BOA Large books0572241
	BOA Large books0572242
	BOA Large books0572243
	BOA Large books0572244
	BOA Large books0572245
	BOA Large books0572246
	BOA Large books0572247
	BOA Large books0572248
	BOA Large books0572249
	BOA Large books0572250
	BOA Large books0572251
	BOA Large books0572252
	BOA Large books0572253
	BOA Large books0572254
	BOA Large books0572255
	BOA Large books0572256
	BOA Large books0572257
	BOA Large books0572258
	BOA Large books0572259
	BOA Large books0572260
	BOA Large books0572261
	BOA Large books0572262
	BOA Large books0572263
	BOA Large books0572264
	BOA Large books0572265
	BOA Large books0572266
	BOA Large books0572267
	BOA Large books0572268
	BOA Large books0572269
	BOA Large books0572270
	BOA Large books0572271
	BOA Large books0572272
	BOA Large books0572273
	BOA Large books0572274
	BOA Large books0572275
	BOA Large books0572276
	BOA Large books0572277
	BOA Large books0572278
	BOA Large books0572279
	BOA Large books0572280
	BOA Large books0572281
	BOA Large books0572282
	BOA Large books0572283
	BOA Large books0572284
	BOA Large books0572285
	BOA Large books0572286
	BOA Large books0572287
	BOA Large books0572288
	BOA Large books0572289
	BOA Large books0572290
	BOA Large books0572291
	BOA Large books0572292
	BOA Large books0572293
	BOA Large books0572294
	BOA Large books0572295
	BOA Large books0572296
	BOA Large books0572297
	BOA Large books0572298
	BOA Large books0572299
	BOA Large books0572300
	BOA Large books0572301
	BOA Large books0572302
	BOA Large books0572303
	BOA Large books0572304
	BOA Large books0572305
	BOA Large books0572306
	BOA Large books0572307
	BOA Large books0572308
	BOA Large books0572309
	BOA Large books0572310
	BOA Large books0572311
	BOA Large books0572312
	BOA Large books0572313
	BOA Large books0572314
	BOA Large books0572315
	BOA Large books0572316
	BOA Large books0572317
	BOA Large books0572318
	BOA Large books0572319
	BOA Large books0572320
	BOA Large books0572321
	BOA Large books0572322
	BOA Large books0572323
	BOA Large books0572324
	BOA Large books0572325
	BOA Large books0572326
	BOA Large books0572327
	BOA Large books0572328
	BOA Large books0572329
	BOA Large books0572330
	BOA Large books0572331
	BOA Large books0572332
	BOA Large books0572333
	BOA Large books0572334
	BOA Large books0572335
	BOA Large books0572336
	BOA Large books0572337
	BOA Large books0572338
	BOA Large books0572339
	BOA Large books0572340
	BOA Large books0572341
	BOA Large books0572342
	BOA Large books0572343
	BOA Large books0572344
	BOA Large books0572345
	BOA Large books0572346
	BOA Large books0572347
	BOA Large books0572348
	BOA Large books0572349
	BOA Large books0572350
	BOA Large books0572351
	BOA Large books0572352
	BOA Large books0572353
	BOA Large books0572354
	BOA Large books0572355
	BOA Large books0572356
	BOA Large books0572357
	BOA Large books0572358
	BOA Large books0572359
	BOA Large books0572360
	BOA Large books0572361
	BOA Large books0572362
	BOA Large books0572363
	BOA Large books0572364
	BOA Large books0572365
	BOA Large books0572366
	BOA Large books0572367
	BOA Large books0572368
	BOA Large books0572369
	BOA Large books0572370
	BOA Large books0572371
	BOA Large books0572372
	BOA Large books0572373
	BOA Large books0572374
	BOA Large books0572375
	BOA Large books0572376
	BOA Large books0572377
	BOA Large books0572378
	BOA Large books0572379
	BOA Large books0572380
	BOA Large books0572381
	BOA Large books0572382
	BOA Large books0572383
	BOA Large books0572384
	BOA Large books0572385
	BOA Large books0572386
	BOA Large books0572387
	BOA Large books0572388
	BOA Large books0572389
	BOA Large books0572390
	BOA Large books0572391
	BOA Large books0572392
	BOA Large books0572393
	BOA Large books0572394
	BOA Large books0572395
	BOA Large books0572396
	BOA Large books0572397
	BOA Large books0572398
	BOA Large books0572399
	BOA Large books0572400
	BOA Large books0572401
	BOA Large books0572402
	BOA Large books0572403
	BOA Large books0572404
	BOA Large books0572405
	BOA Large books0572406
	BOA Large books0572407
	BOA Large books0572408
	BOA Large books0572409
	BOA Large books0572410
	BOA Large books0572411
	BOA Large books0572412
	BOA Large books0572413
	BOA Large books0572414
	BOA Large books0572415
	BOA Large books0572416
	BOA Large books0572417
	BOA Large books0572418
	BOA Large books0572419
	BOA Large books0572420
	BOA Large books0572421
	BOA Large books0572422
	BOA Large books0572423
	BOA Large books0572424
	BOA Large books0572425
	BOA Large books0572426
	BOA Large books0572427
	BOA Large books0572428
	BOA Large books0572429
	BOA Large books0572430
	BOA Large books0572431
	BOA Large books0572432
	BOA Large books0572433
	BOA Large books0572434
	BOA Large books0572435
	BOA Large books0572436
	BOA Large books0572437
	BOA Large books0572438
	Untitled0572439
	Untitled0572440
	Untitled0572441
	Untitled0572442
	Untitled0572443
	Untitled0572444
	Untitled0572445
	Untitled0572446
	Untitled0572447
	Untitled0572448
	Untitled0572449
	Untitled0572450
	Untitled0572451
	Untitled0572452
	Untitled0572453
	Untitled0572454
	Untitled0572455
	Untitled0572456
	Untitled0572457
	Untitled0572458
	Untitled0572459
	Untitled0572460
	Untitled0572461
	Untitled0572462
	Untitled0572463
	Untitled0572464
	Untitled0572465
	Untitled0572466
	Untitled0572467
	Untitled0572468
	Untitled0572469
	Untitled0572470
	Untitled0572471
	Untitled0572472
	Untitled0572473
	Untitled0572474
	Untitled0572475
	Untitled0572476
	Untitled0572477
	Untitled0572478
	Untitled0572479
	Untitled0572480
	Untitled0572481
	Untitled0572483
	Untitled0572484
	Untitled0572485
	Untitled0572486
	Untitled0572487
	Untitled0572488
	Untitled0572489
	Untitled0572490
	Untitled0572491
	Untitled0572492
	Untitled0572494
	Untitled0572495
	Untitled0572496
	Untitled0572497
	Untitled0572498
	Untitled0572499
	Untitled0572500
	Untitled0572501
	Untitled0572502
	Untitled0572503
	Untitled0572504
	Untitled0572505
	Untitled0572506
	Untitled0572507
	Untitled0572508
	Untitled0572509
	Untitled0572510
	Untitled0572511
	Untitled0572512
	Untitled0572513
	Untitled0572514
	Untitled0572515
	Untitled0572516
	Untitled0572517
	Untitled0572518
	Untitled0572519
	Untitled0572520
	Untitled0572521
	Untitled0572522
	Untitled0572523
	Untitled0572524
	Untitled0572525
	Untitled0572526
	Untitled0572528
	Untitled0572529
	Untitled0572530
	Untitled0572531
	Untitled0572532
	Untitled0572533
	Untitled0572534
	Untitled0572535
	Untitled0572536
	Untitled0572537
	Untitled0572538
	Untitled0572539
	Untitled0572540
	Untitled0572541
	Untitled0572542
	Untitled0572543
	Untitled0572544
	Untitled0572545
	Untitled0572546
	Untitled0572547
	Untitled0572548
	Untitled0572549
	Untitled0572550
	Untitled0572551
	Untitled0572552
	Untitled0572553
	Untitled0572554
	Untitled0572555
	Untitled0572556
	Untitled0572557
	Untitled0572558
	Untitled0572559
	Untitled0572560
	Untitled0572561
	Untitled0572562
	Untitled0572563
	Untitled0572564
	Untitled0572565
	Untitled0572566
	Untitled0572567
	Untitled0572568
	Untitled0572569
	Untitled0572570
	Untitled0572571
	Untitled0572572
	Untitled0572573
	Untitled0572574
	Untitled0572575
	Untitled0572576
	Untitled0572577
	Untitled0572578
	Untitled0572579
	Untitled0572580
	Untitled0572581
	Untitled0572582
	Untitled0572583
	Untitled0572584
	Untitled0572585
	Untitled0572586
	Untitled0572587
	Untitled0572588
	Untitled0572589
	Untitled0572590
	Untitled0572591
	Untitled0572592
	Untitled0572593
	Untitled0572594
	Untitled0572595
	Untitled0572596
	Untitled0572597
	Untitled0572598
	Untitled0572599
	Untitled0572600
	Untitled0572601
	Untitled0572602
	Untitled0572603
	Untitled0572604
	Untitled0572605
	Untitled0572606
	Untitled0572607
	Untitled0572608
	Untitled0572609
	Untitled0572610
	Untitled0572611
	Untitled0572612
	Untitled0572613
	Untitled0572614
	Untitled0572615
	Untitled0572616
	Untitled0572617
	Untitled0572618
	Untitled0572619
	Untitled0572620
	Untitled0572621
	Untitled0572622
	Untitled0572623
	Untitled0572624
	Untitled0572625
	Untitled0572626
	Untitled0572627
	Untitled0572628
	Untitled0572629
	Untitled0572630
	Untitled0572631
	Untitled0572632
	Untitled0572633
	Untitled0572634
	Untitled0572635
	Untitled0572636
	Untitled0572637
	Untitled0572638
	Untitled0572639
	Untitled0572640
	Untitled0572641
	Untitled0572642
	Untitled0572643
	Untitled0572644
	Untitled0572645
	Untitled0572646
	Untitled0572647
	Untitled0572648
	Untitled0572649
	Untitled0572650
	Untitled0572651
	Untitled0572652
	Untitled0572653
	Untitled0572654
	Untitled0572655
	Untitled0572656
	Untitled0572657
	Untitled0572658
	Untitled0572659
	Untitled0572660
	Untitled0572661
	Untitled0572662
	Untitled0572663
	Untitled0572664
	Untitled0572665
	Untitled0572666
	Untitled0572667
	Untitled0572668
	Untitled0572669
	Untitled0572670
	Untitled0572671
	Untitled0572672
	Untitled0572673
	Untitled0572674
	Untitled0572675
	Untitled0572676
	Untitled0572677
	Untitled0572678
	Untitled0572679
	Untitled0572680
	Untitled0572681
	Untitled0572682
	Untitled0572683
	Untitled0572684
	Untitled0572685
	Untitled0572686
	Untitled0572690
	Untitled0572694
	Untitled0572695
	Untitled0572696
	Untitled0572697
	Untitled0572699



