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Nationalizetion of the Bank of England Karl R. Bopp
- (Philadelphisa Bank)

The Bank of England fct, 1945, is designed to fulfill laust
summer's election promise of the Lebor Purty to netionelize the Bunk
of Englend, It was introduced by the Chancellor of the Exchequer on
October 10 end peassed the second recding in the Commons on QOctober 29
by o voto of 328 to 153. The expressed purposos of the bill, which
is oxpected to bocoms liw in substunticlly its presont form, wro:

(1) *o bring the cepitsl stock of thu Benk into public ownorship;
(2) to bring the Benk undoer public cortrol; (3) to meke provisions
with ruspuct to the rdletion hutween the Trewsury, the Benk, cnd
other benks.

The relnticonships with which the now Act decls cennot be,
understood upert from the besic sttitudes of the peoplo towerd their
preveiling sociel orgenization. It is difficult, for w-xumpla, even
to visuelize o Soviet central benk outside the control of the Steoto
or & Vietorien contr:l bunk under govermmentel control. In Englend
for ¢ contury or more bufore the first World Jer most pooplo bolicved
thet tha proper rolc of goverment wes ono of luissoz-feirc. There
wes widesprend dotormination to keep thu petivity of the govermmont
in economic cnd finencirl affairs to & minimum, clthough tho govermment
of the day usuelly wes oxpectcd to assume znd dld essume e lorge end
active part in times of greet nctionsl ecmergency, such s wars and
crises. A nocossary corollary of the goneral belief in lcissaz-folre
s thet the conmtrel bank should be independent of the govermmont. Tho
Bank of Englend has usuelly boen cited es an ideal illustration of en
indepondent central bonk,
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Prodominent opinion in the porioed of roconstruction thet
followed the first World Wer still fuvorcd independent contral brnks.
Internetionsl finsncisl conforonces uniformly rocommendcd that "Banks,
end cspeciclly Banks of Issue, should ba frocd from politicel pressurc...”
~ to eite the words of the Brusscls Confercnco of 1920. A decnde later
this wns still tho view held both «t the Benk of Englcnd end ot the
Troesury, For excmplec, Sir E. M. Hervey, Doputy Governor of tho Buank,
testified beforo the Meemillen Committec in November 1929 that the
contral bunk "should be froc from political control;" end Sir Richerd
Hopkins, of tho Troesury, tostified in Moy 1930 thet "tho control of
tho curremcy is cxclusively e mettor for the Benk of England. It is
not & matter in which the Govermment intorvenes." Vory fow witnosses
fovorud notionslizetion st thet time.

A merkod chenge in attitude towerd the role of tho govermment
followed the sbendormont of the gold standerd and the wdoption of =&
cheap money policy in the depression. Illustrative of this change wus
the estoblishment of the Exchungo Equulizution Account, with the Bonk
of Englecnd as cxecutivo egont, but under the control of the Treasury.
In reviewing this ond similar rcforms, Governor Norman srid et the
Mension House in 1936;

W[ assuro Ministers that if they will mcko known to us
through thc eppropriete channecls whet it is they wish us to
do in the furtheranco of their poliecioes, they will ot 1l
times find us willing with good will cnd loyslty to do what
they direct us cs though wo wore under lugel compulsion.”

The current ruaction to leissez-feiro in monetary poliey,
thercfore, is not meraoly & wer-time phenomenon; it hes beoen daveloping
for soversl docudes snd at en wccalorating rete sinco tho Grest Depression.

The overwholming victory of the Labor Perty in tho eolections
is o moasurc of th. strongth in the United Kingdom of thc vicw that tho
govormont should teke e positive rele in tho cconomic end socisl 1ife
of tho country. It is tho intention of the Lebor Govermmoent to bring
under public ouwnorship the fuel s&nd powsr industrises, inland trans-
portationr—rail, rocd, cir, tnd econal--, end th: iron and steel in-
dustry. In cddition, it plens extensive govermmcntal contreol over
gxports snd over supplics end prices of scarco raw materials, ond
continustion of war-time controls over lchor, feod, =nd clothing.
Netionelizetion of the Bank of Englend is an integrel pert of this
lerger progrem of incrossing the role amnd responsibilities of govern-
ment in the 1ife of the¢ country.

It is es ¢ refleetion of this chenge in fundsmentsl ebtitudes
towerd the role of the governmunt rethor than os & hurbinger ot chenges
in monetwry policy thet the netioneliz.tion of tho Bank is significeant.
"ps regards palicy, it is cleer thet for soms tims pust tho power hes
shiftod from Throsdnoodle Straeet to Thitehellees,’ «s ifr, Oscer Hobson
romerked whon Lord Cotto of the Treasury wes sppointed governor to
sucecocd Mr. Normen. Hugh Dalton, Chuncellor of the Bxchequer, oXx-
prossod thoe seme view to thc Houso of Commons on tugust 21, 19,5, when
he scid thet "To o large cxtont the change propossd wiuld heve the
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effect of bringing the law into accord with the facts of the situation
a5 they had developed." If there is a surprise in the law, it would
appear to be that the govermment, whose time one might sxpect to be
fully employed with pressing issues of substance, should be so con-
cerned with bringing statutory law into accord with the facts. 4#n-
other element of genersl interest is that the govermment would formally
assume responsibility for powers thut it alroady possosses but with
divided responsibility. This aspect of the proposed logislation is
considered of great public adventage by Lord Bradbury who wrote to

the Stetist thet "There is alwiys much to be seld for putting the
saddld on The right donkey's back.”

Tho Bank of Englend has boon & private corporation whose
shares ere bought and sold freely in the opoen merket., The stock hes
elmost «lwnys been a good investment cnd et times o good speculution.
Undor the new Act, the ovmers are to transfer their Bank stock to a
troesury nominee in exchango for "the oquivelent umount of Govermment
stock created by the Treasury for the purpose.” For each 100 of
Bank stock the proprictors will receive an ellotment of &£,,00 of 3 per
cent govermment stock on which the goverrment will retcin the option
of redemption at per after April 5, 1966, In effect, this meens that
tho stockholders will suffer no loss in income, since Benk stock heas
peid a rogular dividend of 12 por cent for thc lest twenty-two years.
The Bank will pey the Truusury cech half yoer en smount cquel to the
sccumuleted dividend or such sum as mey from time to time be agreod
upon botween the Treusury snd tho Benk. In other words, the Benk will
provide the Treasury with the funds. needed to pey the interost on the
ncw govermment stock. Earnings beyond this amount will continue to be
credited to surplus and roserves but no longer, of course, aven hypo-
theticelly to the stockholdoers.

The Benk hes boen menagod by &« Court of Directors consisting
of & govermor, o dcputy governor, end 24 directors clectoud by the
proprietors of at loast 1500 of stock, ¢ach of whom h.s ono vote.
Under the now fct, thesc officiels will be eppointod by the King and
tho number of directors will be reduced from 2l to 16. The term of
the governors will be five yeers and that of the directors four yeers,
with one~-querter of the torms expiring ccch your. All will be eligible
for rooppointment. Members of the House of Commons, peid goverrment
sorvents, und cliens will be ineligiblu. Not more then four directors
mey be full-time employeos of the Bank.

In sugust, before the deteils of the new lew wore known,
the Statist folt thet "a more or less clean sweep of the Court of
Direcsfors is perhaps to be sxpected.” The actuel terms end the dis-
cussion surrounding the introduction of the bill, however, led the
Economi st to conclude that "it will bo very swrprising if theroe ere
Tery now faces eround the teble when tho first netionelized Court
assamblus."” The epparent intont is to meintsin the principle of
continuity in the memborship and to prevont, ot loast after the
initial change, a govermmont of the dey from replacing the whole
Court &t one time.




b - CONFIDENTIAL

The Treasury will bo empowored uftor consultetion with the
governor to give such direoctions to the Benk cs it doems necessery in
tho public intsrest. Subjoet to such directions, however, the effeirs
of the Bank are to be muncged by the Court of Directors. The governor
has the right to bo heard before the Trecsury msy issus directions.
Whet this muy meen in proctice depends lergely on the porsonslitios
ot tho two institutions. Since it hos boeon cnnounced that Lord Catto
will rom.in as governor "for an wppropriate period,” it is oxtremely
unlikcly thet wny serious disggreomonts ers in immedicte prospect. It
is not apperemtly intended thet the Troesury should issue directions
on minor metters. T

If the Benk thinks it necessery in tho public interest, it
may rogquest informetion from end mske recommendations to benkers and,
if asuthorized by the Treasury, mey issue directions to eny banker to
nssure thet the roquests or recormondutions nre made offective. Ob-
vinusly, this provision is very brocd. There is, however, no evidenco
that its purpose is to govern tho day-to-day operutions of beankors
such &s docisions on whether to gront o loen to o pearticuler applicant.
The initiative for the requests and recommondations is placed in the
hunds »f the Bank, n>t of the Treesury.

Bretton Woods Deadline Aliecc Bournsuf

The Fund end Bank Agreements as drewn up ot Bretton Woods
include similer provisions setting o deadline before which the Agree-
ments must be signod by o cortein proportion of the countries ropre-
sentod «t Brotton Woods if thoy cre to come into force. Thce Bank
Lgreement can not bscome opurwtive unless the Fund fLgreement is
cdopted. The following discussion, thercfore, is in terms of the
conditions noccsscry for tho Fund to come into e¢xistence. One pro-
vision (Fund, Article XX, Seoction 2(e)) stetes thet the igroement
will be open for signature by the govermmonts represented ot Brotton
Woods until Docember 31, 1945. 4t tho time of signature, esch govorn-
ment must meke e small payment to the Fund for tho purpose of meoeting
edninistrutive oxponses. Another provision stctes thet the lgroamcnt
cen not enter into force until govermments heving 65 per cont of the
quotas, as allocated et Bretton Woods, huve signed the fgreement in
Washington cnd doepositod "instruments" with the Govermont of the
United States steting that they have cccoptod the lgroement in ac-
cordance with thoir own lews ond hove teken cll the steps necessary
to eneble them to carry out thoir obligations under tho /grecment
(Pund, articlo XX, Sections 1 and 2). Now thet the dcadline is &p-
procching, arrongements mey be mede for deposit of thuse instruments
with Americen reprosentatives wbreocd in order to cvoid the delsy in-
volved in actusl trensmission of the instruments to Washington.

On thoe basis of the provisions cited, it would soem quite
possible fir the govermonts rcprosentud pt Brotton Woods to sign the
Agrogment on Decamber 31 and doposit tho instruments at some leoter dete.
In that ceso, the fLgroament would not cdome into force until such time
cs the instrumonts hed been depositod by goverments huwving 65 por
cent of the tatal quotms. However, it wes prosumubly intonded that
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the instruments would be deposited at the time of signature and that
the Agreement itself would have to come into force before December 31,
1945, This intention is borne out by & provision which requires the
Goverrment of the United Stetes to roturn the small poyments for ad-
ministrative cxpenses if the Fund Agreement has not antered into force
by Decamber 31 (Fund, Article XX, Section 2(d)). Perhaps, howaver,
this provision could be disregarded by mutuel agreoment if it wes
known that the required instrumonts would bo depositcd in the near
futurs.

In any ecse, the distinction betweon sctusl signeturc on
behelf of tho govormmoents in Weshington end the doposit of the in-
strumonts moy not bu of any prectical importanco, In most countrics
somo aetion of the logislature will be required in ordor %o <uthorizo
signeture of the Agroements in Washington and payment of tho smull

sum for mdministretive oxpenscs. Prosumebly, very gonersl lows could
be cdopted ot the swmo time providing thet the countrics would cerry
out ©ll obligetions under tho ;groeaments. Thie might lced to diffi-
cultics cs fur os wctu.l wppropriations for subseriptions arv concerned,

Even cssuming thet actusl signeturo of the Agrecments is &ll
that is requircd prior to Docember 31, thero is considerablc qucstion
6s to whethor the deadline will bo met. Up to the prosunt time, the
United Stetos is the only country which has taken all the stops ncces-
sery to accupt membership in tho Fund ond Benk, TIn Cancde, the onubling
logisletion is now under consideretion and there is ¢very reason to
oxpect thet it will be pesscd within o fow wecks, Tho United Kingdom
has doleyod considerntion of the Bretton YWoods plans until the present
Jocn negotiations are concluded. Thero heve been long delcys on tho
pert of most othur countrics first beczuse of uncertuinty as to the
imoriecn position .nd, morc rsocntly, beenuse of uncirtuinty es to the
British position. China is reported to heve token most of the nccossary
steps, one or two Latin fmericun countrigs hwve pussod ongbling legis-
1.tion in on¢ house, ctnd Frence is roported resdy to introducs loglis-
letion,

It oppeers that Britein would obtiin meny adventeges from
membership in the Fund end Bank end that Britein could live up to tho
obligations in thc Fund tgreemont ¢ven without = lerge loan from the
United Stotes sinco the trensitionel rrengements clause cllows Britain
to postpone thc <liminution of oristing exchunge restrictions for some
time. It scems very probeble thet the British huve tied tho two to-
gether primerily for bargeining purposes. Thero is no doubt, however,
fhet the chances of achioving tho ultimato objectives of tho Fund wil}
be much greater if ¢ lerge doller loon is mede to 3ritein. Thore heve
boon indicctions in tho newspepor reports thot onc condition of the
loocn will be cammitments on the part of the United Kingdom on exchange
restrictions which sre stronger then eny of the commnitments incorporated
in the Fund fgrocment wnd thet enother condition will be cn wnderst.nding
thet Brituain will cccopt the Brotton Woods plens. For theso repsons us
well, thercfore, there is every rwoason to cxpect British cpprovel in
the noer future, If by any chence the British took the position, how-
ovor, thet they did not went to edopt the Bretton Yoods plens until
the informel agrocments rutchcd in the prosent negotiations are approved
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by the United States Congress, there $s no possibility whatever of
meeting the December 31 deadline since the results of the present
negotiations will presumably not be submitted to Congress until //f
Junuary at the earliest.

The long delay in the British ucceptence of Bretton Woods
mey, in «ny case, seriously prejudice the chonees of mceoting the dead-
1inu or oven of eventucl adoption of the Agreements. 1If the United
¥ingdom procecds immedicbely to presont the Brotton oods plans to
Parlicmont £t the conclusion of tho present loen nogotivtions, there
is & strong probebility thut the British will sccopt the plens two or
throe weoks beforc the December 31 deadline. This will logvo vory little
time for othcr countrics to tekc the neecesscry wetion. Even cssuming
thet British intuntions &s fur ws the Bretton Woods Agrcomunts ere con-
cornud wre feirly cleer, the time will still be snort.

The acceptence of thy Fund Agreement by tho United Stotes,
United Kingdom and Conrda would mean gccoptence by govermmonts heving
s totel of L9 per cent of the quotes. The necessery ndditiondl 16 por
cent of the quotes could be made up in o mmbur of different weys. The
percentege of thu total quotus wlloctted to soms of the lorger countrices
is in round numbers as follows: Russic, 14%; Chinc, 6%; Fronce, S5%;
India, 5%; Belgium, 3%; the Netheriands, 3%; tustrolic, 2% znd Brazil,
2%. 'Tho quotes of tho Luatin pmericen countrics including Brezil sdd
up to only 5 pur cunt. The percentegas are very similer in the case
of the Benk. As soon as thoro is reason to belicve that the 65 per
cent totsl will be recchoed by Docember 31, «ll countrics roprescented
¢t Brotton Woods huve & strong incentive for wecopting the fgroemonts
boforo that date. If they do not, thoy will heave to apply for mombor-
ship just es though thow ned not been ct Brotton Woods. The Fand can
impose eny terms ond conditions it secs fit on cdmission of such countrics
to memborship. The quotas wssignod et Bretton Woods might not bo cllo-
ccted to thom end their mcesss to the Fund might L nore limited than
thit of thu originel members walch did meuvt the December 31 decdline.
Theso considurstions strungthon tho possibility thut tho 65 per cont
minimum will be reoched by December 31, 1945,

Thore is suificiont chenco, howevur, thot tho Docembor 31
depdlinc will not be met by countrics heving 65 vor cent of the gquotes
to werrant some consideraction being given to whit the offects would bo
of not meoting the decdlinc. Prosumebly, the cgroements reached ot
Brotton ioods could bo cmended by cn vxchange of notcs on the tochnicsl
1evel cnong tho govermmunts of tho countrics ropruscnted et Bretton
Woods. Ono difficulty wnich will erise if un tmendment of thic sort
bocomcs necusswry is thet thoe Agrooments w111 heve to be re-submitted
to Congross es mended. Tho d.zdline might have to be extendod to
Decembor 31, 1946, to ellow sufficient time for considereation by the
Unitud Stetes Congress cnd for cetion by other countrius, since other
pomtrivs would presumebly weit for readoption by the United States
berfore teking sny action, Although Congress might readopt the plens
very gquickly, thoera ure endluss possibilities for delay end theére is eslso
the possibility of submiscion of further interpr.otctions .nd proposed
wmendments to the wgreemonts by the opposition groups in Congress.




-7- - COWFIDENTIL) L
Oneo tny cmondment to the fgroomonts hces been made, thero will be
groet difficultics in the way of kouping oppesition groups in (ongross
from sccking othor emendmonts.

The foct thet other countrics huve boen slow in r..tifying
tho fgreemonts should lecd Congroes to reslizs thut our intsrust in
the fgreements is as great s, if mot gruster then, tho interoests of
other countries. Congress might take the sttitude, on the other hund,
thet there is 1ittle point in rushing the Lgreemonts through cgein if
foruign countrics arc going to delay thoir teccoptunecs indefinitely.
 eluwr indication of British intentions might solwe this problem.
/nother possibility is thet the lergo sums which huve boon rede
.veileble to the Export-Import Bunk,und othur sums which m.y be mode
swvileble by direct intorssvermmuntal ercdits in the next fow months,
mey be consid:red by mombers of Congross as rondering unnccossery the
Drotton Woods plens. This mey bo ell the moro truc if the ricipients
of the direct lowng cre persucded &s o condition of tho louns to muke
much stricter comrdfments om commereisl poliey cnd exchunpgo restrictions
then cru incorporuted in the Fund lgreemont,  Therce is no doubt thet
gamo of the Congroussion.l unthusiesm for the plens wus bused on the
risteken idee thet the Brotton 'foods plens werd zssontinlly plons. for
the irmedicte post-wor poriod rethor then pleons for psrnuncnt inter-
notionel monutery meehinury.

Lesults of the Nethorlands Currsncy ixchange J.H.F.

Tn June 1945, the Hetherlends sovermment ordered 211 hank
notes of 100 guildsrs--the largest in airculation--to be deposited in
blockcd'accounts.}. In September, the Government ordered all the reo-
maining papsr moncy doposited in such eccounts, ith the exception of
10 gullders (8%.79) pur person which could be cxchengsd for nuw currency.
it the same time, bunk duposits were frozen in such & wey &5 to permit
trensfors from one cccount to cnothur, while prohibiting cesh withdrewels
erespt in hirdship eesos, Tho resulting movenont of the demcnd lia-
bilitivs of the Nederlundscho Benk bubtwecn July 2 {lest dute before
the withdrewel of 100 guilder notes) :nd Oetober 22 {latust deate for
which ths f'ijures wre gv..ilwble) is shown in ths following teblo:

Demend Tisbiliticos of Nodorlandsche Bank
(Millions of guildars)

July 2, July 30, ‘fug.27, Scpt.dy, Oct.f, Oct.22,
95

1945 1945 19L5 1945 1945

Notcs outstonding(old) 4,960 %0 2,57% 1,683 855

! ! (now) - - 358

govermmont deposits 10% 1,530 1,791

7] ookad duposits 1,303 1,708

Oth r duposits 529 66l 247
bt

Totel ,Aﬁu L5860 L,599

oo e i 5 i b ST T 1 O

r—

M

Co—~ao0d 3
Wl -3 oW

1/ %6 ROvi-w ofrFaroign Bevelopmonts, July =23, 1945, p- L.
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" In this period, benk note circulution dropped from L, 960
million in old notes to 668 million in now ones, Unblocked non-
Govcrnmunt doposits decrossed from 529 million to 259 million; the
bulk of the lwttor sum probecbly belongs to public bodies wnd crodit
institutions the holdings of which were cxompt from the blocking
neusurcs. The sum of unblocked mewns of puyment {othor than Govern=
ment deposits) thus fell from 5,489 million to 927 million. The
difforence of 4,562 million is mude up of the following jtems: A sum
of 630 million in old notes w.s still cutstunding on October 22; this
gmount is probably composed in pert of notes hcld by germens ond by
colleboretors or wer profiteurs who deeidcd to forfoit their holdings
rethor than to roveel illogul deslings, ind to ¢ smeller cxtent of notes
5till in the process of buing deoposited, e.g., by holders residing in
cllicd or neutral countriss. A sum of 96 rillion was deposited on
blocked cccounts. Tha bulk of the romeining 2,986 million consisis of
notes which wers deposited by their ownors in ordincry benk or sovings
accounts in cnticipetion of the cxchange decrees. Those notos woere
used by thc commercicl wnd sovings benks for purchasing Troasury bills
ond to £ losser uxtent for ropuying wdv.nees to the Nederlondscho Bunk.
The Trossury spporontly uscd tho nowly acquired funds for increasing
its deposits with the Wedorlundsche Bank. Thoss movemonts ere suggosted
by the feet thet in thu poriod under consideration the Bonk's cadvancos
declined by 520 million end Govermmunt doposits incresscd by 2,388
million. The sum of thosc two itoms is ulmost identicul with the othor-
wise unexpleincd drop in +he note circulution. The decroe.so in blocked
doposits betweon Qetober 8 wnd October 22, which smounts to 762 million
cnd is clmost bulenced by .n ingroesc in Govermmont deposits of 702
miliion, suggests thet blockud belences m.y hovs beecn used »y the owners
for moking peyments to the Govorment, cither in tho form of toxos or
through thu purchuss of Trezsury bills. DNo information »n that sub-
jeet is av.ileble et the moment. Possibly the riso in Governmont
bel.necs with the Benk hes bucn dus in poert elso o forfoituros to the
Goverrment of bank nstes not doposited in aecordanco with the roguletions.

on Noverbor 13, tho Notherlaonds Minister of Fincnee, Profossor
Licftinck, geve o short proeliminery roport on the uxehango W3ABUrss
He declored thet tho cxchnnzo hud ryulfilled the oxpactutions »f tho
Govermaont. Moans of peynvnt  in circulation hod buon roduced to &
normel lowvel, Puoople hed beun forecd t> live on thulr currcnt income
rether thon on menoy crocumul eted during the war. Black murket trons-
cctions hed beun curbud end prices had fallon. Finally, colleboretors
end wer profitecrs h.d boen forcod t. pert with ¢ substenticl portion
sf their geins. Tho Yinistor announced thet tho Government would
supplement its nti-infletion.ry noesurcs by & tex upon tho ineriese
in property holdings «nd by the issuo af & 3 per cont loun which would
cbsorb tho bulk of the blocked cecounts end ¢t the swme timc muke possible
the oonsolidatisn of the £1seting public debt Af 9 billi-n gullders. The
ropwining blocked bulonees would be greduclly unfreozon.

its timing, the Nothurlunds currency cxchenge

cttor results thun similer porations proviously

wuntries. The rencwod cxpension »f moons of puyment
h inovitably follows o drestic ¢ ontrection, will

roineido with o rapid inercuse in domestic production wnc imports. Tho

chenges in the supply o monoy and goods will therefsre bo in hermony

with cech other ond thus the denger of wither infletion or dcfletion

w31l be minimizod,

: RBocruse 2f
probubly will huve b
conducted in other ¢
in eircul.tizn, whie

i
i
3




CONFIDENTIAL

Foroign Exchange Control in Conadn W.B.Ts

By the ond of fugust 1945, outstunding advuncas by the
Copnditn Goverment to tho Forcign Bxchungo Contrsl Bowrd had rouched
gn ell~time peek of 1.2 billion dollars. Goverment ccelunts show
thet s of lerch 31, 1945, outstonding wdvances to the Bowrd -nsunted
%5 B850 million dollurs end the nanth=by-month edv.nces since then, s
disclosnd by the periodic reports »f tho Comptriller Gunorel, wors os
Pollaws: Moy, 100 million dollers; June, 100 millicn dollers; July,
100 nillion dollurs; end fugust, 50 million dollers. & roeeord af the
erounts ndvenced to the Bocrd by the Govermient end the cmount out-
stending ot the end of vach fiscul yeur (March 31) wnd et the ond of
Jugnst 1945 is shown in the following teble:

Govornment idvances to the Cencdion Foroign Exchange
Control Bosrd
(In millions of dollurs)

Fiscel yoor ending tmount of Jmount
’ Mcreh 31 ndvances sutstanding

193 325 325

1942 Loo 725

1943 -3251/ 1,00

1944 185 585

1945 265 850

apr.-tug.1945 350 1,200

T/ Thc Bocrd turncd over 700 million doilers of accu-

= _uloted sterling to the Govermint which luft o nut
crodit brlenco of 325 miilion dellers for ths yeor's
spert.tions tnd rosultud in e corresponding deelino
in the sutstonding cdvinces.

s ¢ rule the Cunedian Govermment dses not disclosc tho
naturs of its sdvences to the Exchengo Boord, but it is gunerelly
roccgnized thet the underlying reason for their sizc in rccent months
hos boen the Board's effort to miintein the prescnt rote of exchenge
between Conadicn end United Stetes inllers in the free of o hoavy drain
on its rusources rusulting from ¢ lerge treffic in sccurities, incruused
tourist cravel end lergo purchascs by the Frunch and by UNRRA. It is
sxpocted thet by the onl of the next fiscel yeer (Merch 31, 1946), the
prosent high levdl of odvences to the Exchenge Board will heve been
roduced since thu sees~nal flow of tourists will hevo ended crd the
midsurmer flow of sceurity trinsfors seross tho Cancdian~Unitcd Stetes
border hes now subsided. Morcover, o Cenedizn ersiit to Fronec, pro-
vided for under legislotion rucontly introduccd in Ottawr, is cxpocted
£~ dgeropsa the druin of Cencdian ds1lars Trom the Bxchange Contrel
Rorl vhich churwoturizes the Fronch c¢..sh-purchose proagrom. o
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Nominstions to Board of Dircctors of the
Export~Import Benk ¥.J.P:R.,

it prosent the Sscrotery of Stato is tho only mombsr of the
five-men Bowrd of Directors of the Export-Import Bonk provided for in
the Bxport-Import Bunk fct of 19,,5. The Sceretery may designate en
officer of tho Stuto Dopsriment, wppointed by wnd with the edvice rnd
consont of tho Sencte, to cet for him in tho dischargo of his duties
cs ¢ Dircetor. It is rumored thet Assistant Secretary Cluyton mey be
so designoted. The only other Director nomed in the ftct wos tho Forcign
Feonomic fdministretor who wus to scrve es Chuirmen of tho Bocrd of
Directors. The fot provided that if the Foreign Economic sdministretion
cuesed to exist the Prosident, by and with tho advice end congont of
the Soncte, would appoint & Dircctor to teke tho plico of the fdminis-
trotor end would desigaste from time to timo onu of tho fivo mombors
of tho Boerd ss Chuirman., It was slso provided thet the Prosident
would eppoint throe other Diroctors, by gnd with the cdvice end con=
sont of tho Sonate,

The former Bocrd of Trustees of the Bank ceascd to funetion
«& of October %1. The now Boord will begin to function as socn as two
of the moembers to bo appointed by the President heve boon cppointed end
cpproved.  Sinee the Bourd of Dircctors must puss on ¢11 loans made by
the Benk, no now louns may be suthorizod until two .ppointments to the
Board oruv cpprovod. President Trumen h.s recently nominaoted Willicm
McChasney Mertin, Jr., Horbert Berlo Geston, end Robert Tembrock Stevons
cs mombers of the Boerd. These nominetions huve boeen sent to the Scnate
for approvel. fccording to the Export-Import Benk Act of 1945, not more
then throe mombors of the Bemk's Boerd of Directors may belong to any
onc politiecel party. Mr. M.rtin, Mr. Geston, end the Secretery of Stete,
or the person designated by him, £re Democrets; Mr. Stevons qualifies as
o Republiccn. Therefors, the fifth Director, still to be nomincted, can-
not be ¢ Demoerct, which fact precludes the possibility that the Secretary
of the Treasury will be cppointed. It is rumorsed that Vayne C. Toylor,
President of the Bank, will not be nomineted. Considereble interest
ctteches to the designation of the Cheirman., It would saom likely thet
the Scerotary of State, or the Dirsctor designated by him, will be ncmed
t.s Cheirmen, since the Sceretery of Steto is tho only direct link botween
the Boord of Direcotors of tho Export-Tmport Bank snd o permanent ugency
of the Governmont.

Williem MeC. Mertin, Jr., was President of the New York Stock
Exchonge during the yeurs 1938-1941., His nome wes suggested to the
Prosident by tho Export-Import Benk, Herbert E. Guston has buon fssistent
Secrutery of the Trowsury sinec 1939. Prior to 1939, he sorved &s £s-
sistont to tho Seeratery of the Trecsury for six yeers gnd before that
wes ¢ newspeper oditor. Mr. Gaston wes sugzestud to tho Prosident by
the Treusury Depertmont. Robert T. Stovens is ¢ toxtile distributer
end Prosident of J. P. Stovens cnd Compeny, Inc. He is olso ¢ director
of severwl cotton mills and of the Guurunty Trust CGompony of New York.
From Jenuary 193, to Junuery 1942, Mr. Stevens wes @ Cluss B Director
of the Federsl Rusurve Benk of New York. Ho rosigned this office in
1942 when he joincd the United Stetes [rmy.
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e Silver Situstion

Mary Maroney

The squeeze in foreign silver supplies in the United States
merket which has followed the end of the war is seen by the proponents
of higher prices for silvor as having placed the metal in a strategic
position. The highlights of the market position for the past throe
months have been: (1) the rovocation in pugust of WPB Order M 199
which limited and controlled the usecs of silver; (2) the practical
disgppearunce of foroign silver supplics as the result of this ordor;
end (%) the increcsc in tho OPA ceiling price for imported silver from .
L5 conts to 71l.11 conts per ounce. Al though cpparently intended as &
do~control zdjustment which would bring more foreign silvor into the
United States, the lattor sction hes beckfircd rnd has not only fuiled
to improve ruceipts from cbroad but hus touched off &« wave of spucula~
tiveo interest which hes had guito the opposite cffect.

Coincidentally with thesc duvelopments, Senator MeCerran
hes introduccd into Comgross bills proposing en incruess in the Troasury
price fer domesticully produccd silver from 71.11 cents to $1.29 per
ouncc, the monstery wvelue, His bills would slso abolish thc 50 per cent
tex on profits in silver trunscetions end end tho Bxocutive's powor over
silver imports, vxports, end ecquisitions. On the othor hend, Repro-
sentutive Cellor hes rcmindud Congross thet hu has & bill bofore the
Committec on Weys and Moans to wipe out the Silvor Purchusc ot end
the support the Troesury hes given since 193l to silver priecs. An-
other legisletive item, of immcdiete inturest to the merkst, is thet
introduced by Senator Groen to extend beyond Docember 31 the time during
which the Troasury, under the originel Green Act, m.y make its "frec”
stocks aveil«blo to domaestic industry. Without forcign silver, the New
York merket is roported able to got elong on dom:-stically producod silver,
which the Troesury is not buying, plus the Treesury's ruloascs from its
terse" stocks. Failure to extend the Trewsury's cuthority to continue
thuse rolowses, however, would put the murket under serious pressure.

This latter situction indicetes how redicully the position
of silver has chinged in world markets during the wor. It is suggostive
#1so of the strongth of inflction suntimont in world commodity morkets.
Treditionelly silwver hos hud o strong affinity for thu movemoents of
comnodity prices. Bocruse of tho Unitcd Stotes subsidy to domestic
production, however, end the purell.l policy of purchasing «ll foreign
eilver offercd, this offinity hes been cvershedowed for some yoars by
the Trossury's large eccumuletion of silver stocks. Now thi.t thesae
stocks wr¢ being roduced, silver mey recover its pre-doprossion sensi-
tivity es cn infletion index. The chart showing priccs of silvor on
the Now York morket since 1913 is of interest in this connuction.

The bascs of the wor-time change wro scverwl. /s is shown
by tho cecompanying tublo of imports 1l the importint contributors
to our large pre-wer receipts huve groetly clterod their relation to
our merkot in recont yorrs. Declining production, due to munpower
shorteges, hes boen pertly rosponsible for the chuange. Lerger coinnge
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requirements arising from the higher world price level have had some
influence. In addition, many countries have experienced a notable
demend arising from hoarding. 2Another abnormal factor with the Latin
tmericen producers hus been the unusual demend for silver objects,
perticulurly jewelry, which these countries could satisfy by reteining
their bar silver for home menufacturc. The wur-time restrictions on
production in the United States huve afforded doublc proteoction to
forecign menufecturers in limiting the emount of competing civilien
goods of United States origin cnd in keeping our ceciling on foreign
bar silver pricus low. '

4t the semc time thet imports huve beon fulling, domestic
consumption of silver hes beon rising repidly.  In the war industries,
thero hes been wn extonsion of silver-using tcchnology as well s sub-
stitution of silver for sccrcer metals, gspeeinlly tin end nickcl. Wo
hove clso become uxportors on o substenticl sculc to allies in necd of
silvor to mect coinczo znd hoarding domend. Notwithstanding o sovore
limitution on the output of non-essontinl silver mamfecturcs in tho
United Stetes (to 50 per cent of 1941-19l2 production), it hus boon
noeesscry to meko cvoeilsble somo of the Trocsury's so-culled "froe
(i.c., non-monctized) silver for industry end for lend-loi.s¢ oxport,
cs woll 6s Lo shift to non-consumptive use in plents working on wsr con-
tragts some of tho silver bucking silver certificctos. At the prosont
time, the frogsury's stocks of umonctized silver, whilo still sub-
stentivl, «rc some 900 million ouncus bulow their varly Moy 1942
figurc, which wes the high point of weccumuletions. Thuy now cmount
to approxinmctoly L90 million ounces, of which it is cstimrted thet
cpproximately 210 million is obligetcd for monutizetion,

The prescnt agitation for higher silver prices, thoreofore,
springs in a general way from the fact that stocks in the United States
market are dependent on legislative action. our 194, consumption of
silver smounted to 120,000,000 ounces. This was six times the pre-war
figure. Although consumption for war purposcs hws been shut off, the
figure for this yeer will probably egain be lerge beceuse. of the beck~
log of civilian demund fed by high purchesing pover. United Steotes
production in 194, wus 37 million ounces; clthough renowed opcerctions
of the gold mines is egain contributing som: by-product silver to tho
supply, it doos not seom thet 1945 production will be a groat doel
lergor. Thus the Treasury's cuthority to continue scles from its
frou silver is of grewt interost. Tho omount of this frece silver
remeining in the Trousury, epproximetoly 280 miliion ounces,would
soom to bo adoquate to mest our coincge tnd industricl roquircmonts.
Tho quostion of the suthority te continue rolueses is the importunt
feotor in the bullish sontiment cnd thora hes beon no indict.tion of
officitl policy onc wey or the other.

Thers heve boen somo indicctions thet the situution in our
mrrkot h.s h.d upsctting conscquences in the lcrger foreign merkets.
In Moxiso, tho riso in our price increusoed the intrinsic voluc of
the silver paso cbove its monctery velue so that the Moxiean Govern-
mont hus ettomptud te retire the outstinding silver zoins .t & 20 por
cent promium. Despitc the fact thet this premium cencels out the
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vetimeted profit to be dorived from foroign shipment, tho Bank's
rotiremont progrum is ruported to huve met with comparutivoly little
succoss. The Benk intends to mint new coins with ¢ lowor silver con-
tent. The frilure of hoardod silver to return will, of coursec, meko
lvss newly mined silver smv.ilu.ble for sele on the world merket.

In Cunedr, tho Govermment h.s been under pressure to in-
cranso the domestic price for silver above tho present price of Lo
cants Cenadian but so fer h.s not yiocldod. Of the 1, million ounces
of Cunedien silver produced last ycur, ubout three-quortors was
required for domestic use. Although compurastively little produstion
con tike sdvantuge of the higher United Stutes price, un ective merket
in silver properties is reported. In London, prices huve boon raised
to corrospond to the United Stutes price. There h.ve beon no other
ropercussions since the merket is controlled wnd thero heve boen no
spocial dom.nds. Thore is mno jndicution os yot of eny marked effects
of the United Stetcs prico inerocase in Indic end Chine. In theso
merkets, where hourding is very importuant, the guotetions orc con-
siderubly cbove tho United Stetes price.

Table 1

United Stotes Imports of Silver Bullion
(In millions of ounces)

Tmpor ted from
. Othcr
Period Totel{United |cenndn|Mexico|FPerul Letin |Japan £11
{ingdom Lmorice other
1938 2L6 83 29 97 17 8 7 N
1939 194 39 2% 81 16 10 11 14
1940 166 1 20 7L 18 11 21 13
1941 13, - 18 75 1L 12 8 7
1942 108 - 1k 70 11 8 - 6
1943 63 - 8 2L 12 15 - L
1944 51 - 6 1 11 15 - L
1945: Jun.-Seot.| 3L - L 12 7 10 - 2
Teble 2

Silver Consumed in Industry and Arts
in the United Stctes
(In millions of ounces)

1938 20
1939 L5
1940 Ll
1941 72
19,2 101
1943 120

1944 120
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Table 3

Silver Production
(In millions of fine ounces)

v

pros [1o38 | 1939 | 1500 | 19t | 1912 | 1003 | 190
Mexico 81 76 8% 78 85 71 63
United States 59 58 67 69 5l L5 27
Cunada 22 23 2l 22 21 17 14
Peru 21 19 19 15 16 15 12
Other Lutin Americe 16 17 15 16 16 15 . 1k
Europe, excluding U.S.5.R. 1L 15 13 Not aveilcble
Australis and Qeeunic 15 15 15 " "
Asie, excluding Jepen 11 11 12 " "
tfrice 6 5 6 " "

Totel el 240 255

Teble L

United Stetes Silver Stocks
(In millions of ounces)

T

2pril 30, 1945|0ctober 31, 19L5 Chrnge

In Treasury 2,901 2,052 -8L9

4s sccurity for certificetes 1,521 1,535 1l
Bullion 1/1,273
Dollers - 262

In Genorel Fund 1,380 517
Dollers 17
Subsidiery coin 10
Bullion for recoinego -
"Proe" bullion 1/3/L90

Qutside Troasury Ik 293

Dollars ) ~10L 5%
Subsidiary coin 603 21,0

Total stock 3,315 L/2,759 -556

1/ 878 million ouncos of thesc itoms wre held by Office of Defensc Plants of
= the Reconstruction Finsnce Corporsztion in non-consumptive uses.

2/ Less thcen 500 thousund ounces.

%/ 0f this cmount it is estimet.d thrt wpproximately 210 million ounecs «re
= obligated for monctiz.tion.

h/ Excludes silver contnined in five cont plcce coinage. Through June 1945,
~ the lptost dote avoileblo, LO million ounces hud beon consumed.

NOTE: In the sppended chert of Now York silver piecaes, tho linc
since 1933 rcprusents quotctions on forcign silver. The
Tressury's price for domustic silver 1s not shovm.
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