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THE BANK OF ENGLAND, 18141821

SHAFTER VI

BANK NOTES AND CURRENCY NOTES.

In 1920 prices continued to rise until the peak
was reached about April. Thereafter a rapid and oon-
tinuous decline took place which was still in progress at
the end of August 1921. Yet the total Note 1s8sue mounted
fairly rapidly until June 1920 and thereafter very slowly
to a maximuun for the whole period on the 31st August 1921,

The "Notes with the Public" rose in proportion
throughout 1920 rather faster than the total issue but
thereafter there was a period of fluctuation ending in &
definite decline by the end of August 1921 of about
£5,000. 000.

It will be convenient to divide 1920 into two
periods, one ending on 7th April, which may be regarded as
the approximate date of the "peali" reached in the upward
price movement, and the second from that date to the end
of the year. during which time deflation was taXxing place.

From 31st December 1919 to 7th April 1920 the
total Notes issued increased by £21,400,000 and the "Notes
w.th the Public" by £15,400,000 only. The Reserve conse-
quently gained £6 millions and the Proportion rose from
9 to 15¢%. The £15% millions included £2% millions set
aBide for the Currency Note Accownt® and the balance is
mainly accounted f'or by the issue of £11,850,000 Notes to
the English Bankers in part payment for £32, 702,000 in

gold coin collected from them in the first three months

of the year (vide chapter on Gold and Silver).

*Vide belew, "Currency Notes, Reserve".
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THE BANK OF ENQLAND, 1914- 1979

CHAPTER VI

From 7th April to 31st December 1920 the
total Notes increased by £14, 827,000 and the "Netes
with the Public" £26, 040,000, & loss to the Reserve
of some £11, 20¢, 000 (Proportion 31st December 1920
7%).

The Currency Nete Account is once more
the explanation ef £12, 950,000 of this increase of
£26 millions in the "Notes with the Public” and ef
the net loss to the Reserve, leaving an increase of
£13 wmilliens in the circulatien to be accounted for.

To explain this it would appear unnecessary
to consider the gquestion of Velocity of Circulation,
which, though roughly calculable fer Total Purchasing
Media, is difficult to gauge in respect of the com-
ponent parts of that aggregate, viz., Currency and
Deposits, and impossible fur a gingle factur in the
former sub-heading. @#or deflation did not at first
affect weges; these in fact continued te increase

threughout the year 1920, wmoving from a level in

Peceuber 1919 126% above pre-War rates to 176%

ahove in December 1920. Such wage increases alone
ey have absorbed easily the £13 millions in cuestion.
It may be noted that the coullection of gold from
Scottish and Irish BRankers, Some £9,000,000,d1d
affect Bank Notes. a8 the whole amount was paid
in Currency Notes).

The figures for 1921 te¢ the end of August
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THE BANK OF ENGLAND, 10141027

CHAPTER VI

_BANK NOTES AND CURRENCY NOTES.

require no comment, for, as already stated, the total
issue slightly increased, while the contraction in the
clirculation of about £5,000,000 which took place quite
near the end of the period, may safely be ascribed to
deflation.

In conclusion it may be mentioned that the
last right of Note issue by any Bank in England other
than the Bank of England lapsed in January 1921, when
Fox Fowler & Co. were absorbed by Lloyds Bank¥ The
Bank of England had not increased their fiduciary issue
{under Section 5 of the Act of 1844) since August 1903.
aend the extent of their right to apply for an increas
was thereby raised to about £1, 300,000

For the purpose of comparison, the following

figures are appended:-

000's omitted. Yearly Averages.

[ of which
I held by
Notes with Currency
Total Notes | the Public | Note A/c | Reserve
{ 4

£64,344 £31,60% E £32,739
£77,186 £33.783 £43,403
£73,483 £35,456 £38,027

£71,685 £40,195 £31,490
£84.019 £56,743 - £27.276
£103, 234 £78,690 £4,000 | £24.544
£134,389 £115 .286 £19.450 | £19,103

£145,007 £127,304 £19,450 | £17.703
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BANK OF ENQLAND, 1914- 1921,

Footnote |contd. )

enly aumelgamation to record fur 1921 was that of
Messra. Fox, Fowler, and Co., of Sorerset, with Lloyds
Bank 'an amalgamation involving the disappearance of
the last bank in England and Wales possessing the
right te issue its own notes), the Clearing House
Report for the year makes the fellowing comments,
contrasting the position after the close of the War
with the position a century ago:

“At the clese of the Napoleonic Wars in
"1813%," says the Clearing Heuse Report," there were
“ever 900 Banks in England and Wales issuing their
“ovm notes, every small tewm having its bank, but
'as soon as overseas trade was resumed and prices,
"particularly the price of wheat began to fall, many
"of these bankg were soon in difficulties; they
"were small and their resources very slender, but
“"there i no record of what their liabilities and
"asgets consisted ef. In the years 1813-14-15 280
"of them failed, and in the financial cr of
1825 rany mere went under, no fewer than 70 closing
"their doors within a period ef six 5 In

'1844 when the Bank Act was passed there were 207
“private banks having the right to issue notes, in
"1901 there were 30 such banks, and in 1919 their

“number was reduced to six.




THE BANK OF ENGLAND, 1974—1821

CHAPTER VI

_BANK NOTES AND CURRENCY N

BANK Figureg at end of August in each year
NOTES. 000's

omitted.
of* which
held by Notes

Notes with Currency
| Date | Total Notes | the Public | Note A/c England

1914 £61, 598 £35, 486

LOED £85, 735 £32,334

1916 £72,866 £36,471
| 1917 £70, 360 £40, 712

1918 £87,011 £58,043

1919 £104, 668 £80, 511 £250

1920 £140,002 £126,263 £18, 600
1921 £145,037 £126, 890 £19, 450

Maximum and Minimum Totals.

4 August 1914 - 3! December 1919
Maximum | Minimum

Notes issued | 3/12/19 | £108,752 | 7/8/14 | £44,076
|
|

Notes with
Public ‘24/12/19 £92,148 |18/9/15 | £31,409
i |
1 January 1920 - 31 August 1621
] =

Notes issued |31/ 8/21 | £145,03%7 8/1/20 |£108, 742

Notes with
Public | 23/12/20 | £134,917 |[17/1/20 | £87,285
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THE BANK OF ENGLAND, 1814—1001

CAAPTER VI

_BANK NOTES AND CURRENCY NOTES.

Circulation. ! continued)

There was never any actual embargo during the

¥lar upon the export of Bank Notes or Treasury

Notes as such and, in view of the obstacles

which had to be placed in the way of the ex-
port of gold, the Bank of England were anxiousg that at
least no restrictions should be placed upon the free
circulation of their Notes. But the prohibition of th
remittance of money to enemy countries under the Trading
with the Enemy Acts and Proclamations resulted in the
Postal Censor stopving every remittance of Notes leaving
the country, unless the documents accompanying tkem made
it qQuite clear that no suspicion of any offence of this
nature was involved. D.O.R.A. Regulation 41D of 27th
November 1917 prohibited the remittance of money out of
the United Kingdom, unless by permission of the Treasury
(Trading with the Enemy Branch), for the purpose of
subscribing to oapital issues, purchasing securities or
other property abroad other than merchandise or invest-
ing in foreign currencies. Bankers had to require of
persons wishing to make remittances abroad that they
should make a declaration in writing of their purpose.

The export of Bank of England Notes does not
appear to have been carried on to any great xtent by
English Banks on their own account. Upon this subject
the following extract from a letter written by Sir Adam
Block™*to Sir John Bradbury dated the Zlst August 1918

may be quoted -

¥Then Controller of Finance Sectien, Ministry ef
Blockade.
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THE BANK OF ENOLAND., 1914-182%,

CHAPTER VI

_BANK NOTES AND CURRENCY NCTES.

"Rightly or wrongly, the Treasury resist &
"prohibition of the export of Bank of England Notes.
"That being so, there is no regulation to prevent
"Banks in this country from covering their sales of
"foreign exchange by sending Bank of England Notes

"to be gold and credited to their account abroad.

"Now, though this is so, the vast majority

“of Banks in London, to the best of my knowledge,
"will not touch the export of Bank Note business
"for their own account because they fear that they
"are being bought and used by the enemy for some
"purpose or other; and they also seem to be under
"the impression that, even were this not so, it
"would not be a proper thing, or in accordance with
"Government wishes, for them to employ the method
"of exporting Bank Notes to cover their sales of
"foreign currencies.

"There is, however, one notable exception -
"Messrs Samuel Montagu & Co. They freely send Bank
“"Notes abroad for their own account to cover their
“sales of foreign currencies, in the meantime utilis
"ing overdrafts pending arrival and sale abroad of

"said Notes."*

*For three weeks in August 1918 the total Note exportsof
Samuel Montagu & Co. according to Sir Adam Block. amounted
to £193,000.
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BANK NOTES AND CURRENCY NOTES.

BANK Following this letter the Finance Section of
NOTES.
the Ministry of Blockade were permitted by the Treasury
to circularise the Banks on the 2nd October 1918 advising
them as follows:-

"There is no special restriction upon the

"export of Bank of England and Treasury Notes, and
"these Notes may be sent abroad provided the re
"mittance of money thereby effected complies with
"all the regulations in force relating to other
"forms of remittance to foreign countries."

According to returns apparently emanating from
the Chief Postal Censor's Department, the total of British
Bank Notes and Treasury Notes exported from the lst
January to the 12th October 1218 and recorded by them, was
£4,089, 710 and from detailed returns of the Censor between
the 20th March and the 23tk June it apnears that the great
bulk of the Notes went to Switzerland and Holland, * nearly
all the rest going to Norway and Sweden in about eQual pro-
portions. It is not possible to estimate what the total
of Bank Notes and Treasury Notes exported may have amounted
to during the War.

It was about the time of the issuance of the
D.0O.R.A. Regulation. viz., the Autumn of 1917, that a Conti-

nental premium on Bank of England Notes appears to have

*“The internment of prisoners in these two countries probably
accounted for a large part of the Notes Bent there.
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THE BANK OF ENGLANO, 10141021

BANK NOTES

HANK been first noticed. A premium was aleo paild for Treasury

TR
HULES

Notes, dut Bank Notes were Baid te cemmand a larger figure,
partly no doubt because the demand was chiefly for high
dencminations. American Notes were also in demand on the
Continent about the same time. The matter attracted a
gouod deal of attention at the Treasury and Foreign Office%®
and on 5th April 1918 the Treasury advised the Bank that
Bank Hotes were then selling in Holland, Switzerland and
Denmark at a price in local currency exceeding by from
25 to 50% the price of sterling draftsg and in some cases
even the Mint parity rate of exchange. The Bank replied
that they were not satiasfied that any harm was being done
thereby to the cause of the Allieg; indeed rather the
reverse. They said they were unable to ascertain the
total then being exported to the countries in cuestion but
it did not exceed say, £3,000 a week.

I't was, however, arranged forthwith that the
Bank sheuld record the numbers of any Netes the export of
which was advised to them, although it was realised that
only a fraction of the Notes actually exported would be
covered in this way. The practice lasted cnly a few
weeks for, savsenguent to the 20th May, it was arranged,

on the wnofficial advice of the Deputy Governor of the

Bank, that the Govermument should mark all Notes leaving

*0n 18th March 1918 there was a suspensien of mails to
Holiand and Switzerland for ten days pending investigation,
8imjlar action being suggested to the French.
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BANK NOTES AND CURRENCY NOTES.

the United Kingdon. This was done by the Chief Postal
Censor {acting under the Director of Military Intellil
gence) and from the 1lth June 1918 to 20th December 1919
the Bank sent the Censor a daily list of such marked
Notes as had been presented to them for payment.

On 24th April a notice was issued to the Press,
at the request of the Treasury, asking that no reference
should be made to the price of Bank of England Notes in
foreign countries.

The results of the system of co-operation
between the Postal Censor and the Bank were described by
the Governor (letter to Scotland Yard 22/8/19) as having
been "almost negligible" and on the 4th December 1219 the
Army Council suggested its 4iscontinuance to the Treasury.
The Treasury agreed and as stated above, the Bank except
on the occasion of the presentation of one or two large
parcels, ceased to advise the Postal Censor of payments
as from 20th December 1919

A number of different theories were advanced in
explanation of the demand for Bank Notes abroad but very
little satisfactory evidence was forthcoming in support
of any one of them. There was, however, no doubt that a
premium existed at the end of 1917 and throughout the
greater part of 1918,

The allegation that Notes were purchased by

German Agents, though frequently repsated, rested so fer

Bank of England Archive (M7/158)
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CAAPTER VI

JTES AND CURRENCY

were advised on one or twe proved instances
only, while it was n« less confidently reported that
the Germans were selling British Notes in Holland. If
gergany were really purchasing Notes their object. it
was suggested, was chiefly in connection with bribery,
payment for espiocnage® and prcpaganda in the United
Kingdom, Erance, Switzerland, Egypt, India and Treland.
Another thecry was that the Jermans were buying food in
various parts of the world where only British currency
was acceptable and the Ukraine was particularly instanced,
though by others this idea was ridiculed. Black Sea
freights were said to be usually paid in British, French
or American Notes. Finally, there was a supposition
that Jermeny was obtaining all the British paper she
could in order that in the event of a Jerman victory she
might enforce payment in gold and thus reduce the British
3old Reserve, which would be a danger to Yerman trade
after the War. This perhaps was the least convincing of
the theories.? Su far as eother enemy nations were con-
cerned, it was suggested that Bank Notes might possibly
be included in the Austrian Bank Reservesg and described

as guld and that wealthy Austrians desired to obtain a

Security which would not be affected by the War; and

*I't was alleged that clean notes commended a better price
than those which had been in circulation and if this was
S0, it would seem tu give coulour to the theory that they
were used fogr Secret Service purposes for which marked
notes might naturally be avoided.

*Ancther fantastic suggestion was that it was the
intention of the Enemy to encourage the circulaticn of
large axweunts of British Notes, then discredit thex by
the issue of forged Notes and so force a run on the Bank.
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SHAPTER VI

_BANK NOTES AND CURRENCY NOTES.

égﬁﬁw with regard to Turkey, it was ss.id that the Turks trusted
i nelther their own currency nor that of Germany or Austria.
that their finances were in a chaotic state and that Bank
Notes were in demand as a medium of exchange. The
premium was also explained as being due to neutrals' and
to Russia's demand. Russia, * Siberia and Eastern Eurcpe
generally, in fact all countries with badly depreciated
currencies, were reported to be buyers.
Upon the attractiveness of the Notes to neutrals,
the Censor (Trade Branch) in June 1918 stated that -
"The premium current lately in Switzerland,
"Holland and the Scandinavian countries on Bank and
"Preasury Notes of England, America and France,
"accompanied as it has been with very low rates for
"sterling exchange, affords a great chance to any-
"body so disposed to conceal capital and to avoid
"payments of income-tax for a considerable period
"The foreign merchant or trader, when he
"has established a credit in this country by a
"sale cf goods, is unwilling to allow that cred:t
“"to lie idle; and it has been the custom in years
“8one by to leave the money on deposit here or to
“"lend on short-term securities, The high rate of

"income-tax in the United Kingdom has of late years

*There was also a demand for Russian Notes in Norway in
the Spring of 1918.
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CHAFTER VI

BANK NOTES AND CURRENCY NOTES

BANK "rendered this undesirable, and the trader las re-
NOTES.
"sorted to the puxrchase of the Government bonds of
"his own country, in lieu of the above. Thirs has
"had the effect of causing a big rise in the Govern-
“ment securities cf the neutral countries. As an
"instance of this might be cited -
"Spanish 4% Bonds which used to stand at
"a very large discount in years gone by
"are now gquoted over 100."

"The increase in the price of neutral
“Government bonds has caused investors of the clas
“mentioned to look elsewhere for the employment of
"idle capital, and has probably given rise to a
"demand for Bank Notes as a form of temporary in-
"vestment free from income-tax and obtainable at a
“"price which fully compensates for present loss of
"interest.

"Take the case of Switzerland, for example.
"The rate of exchange between that country and the
"Unlted Kingdom now stands at abcut 18' 70 francs to
“the £ sterling and a Swiss desirous cf investing in
"Bank Notes is able tc purchase them in this country

"at the existing rate of exchange. The Bank Notes

"are posted to Switzerland, a small charge only being

“necessary for insurance and postage. Then later

"on we have no more war purchases to make from

Bank of England Archive (M7/158)



BANK
NOTES

THE BANK OF ENGLAND, 10141821

CHAPTER V!

o RGN

"Switzerland. the balance of trade will readjust
“itself in cur favour with & consequent inmprove
"ment in the exchange and the holder of the Notes
"will probably be able to dispouse of them at a
"profit which will fully compensate him fur the

"tennporary loss of interest.

"It will therefore be seen that there im

“some inducement to the acquisition and hoarding
"of allied paper money; an additional factor is
"the eaze with which Kotes can bve carried and
"econcealed., "
Ag early as the 14th May 1918 the London Exchange
Committee had expressed the opinion that the prchibition of
the export of Bank Notes was econemically unscund. They
added, however, that they vere not in a Positien to dispute
with the Foreign Office whether the export was helping
Gerwany. The Bank of ®ngland's point of view at this time
and thereafter) was that the Foreign (ffice had falled to
egtablish the contentien they put forward that this was the
casge.
The Army Council's reasuns for suggesting
digecont inuance were that from the counter--¢espivnage stand
peint. the labour was no longer Justified, for exhaustive
investigations made in varicus paxrts ef the world during
the previeus few months had produced n« evidence sufficient
to confirhh the suspicion that Notes were being bocught for

this purpcse. Moreover, since the Armistice, the Notes
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BANK NOTES AND CURRENCY NOTES.

leaving the country had steadily decreased, while in-
coming Notes had largely increased in number, *

It does not appear, however, that a definite
answer can be given to the question whether or not the
facilities for obteining British Notes were or vere
not a greater advantage to enemy countries than to the
United Kingdom, and the question seems to have been
found an equally controversial one in certain countries
abroad where an embargo on export was instituted
Prance and Switzerland, for example, prohibited the
export of their Notes, the measure causing congiderable
discussion in the latter country at least. The United
States on the 7th September 1917 forbade the export of
their Notes wnless with approval of the Federal Reserve
Board. Prohibition of export was urged in England at

various times. On 23rd September 1918 the Governor

wrote to Mr.Strong {Federal Reserve Bank of New York)

“+ + « « « « There has been some talk about
"prohibiting the export of our paper money but
"nothing has come of it as yet. It is of course
"Inconvenient to this Bank that its active circu-
"lation should increase so Jargely but a good deal
"of this increase is within the country; and 1

"canrot help thinking that at a time when we are

*£130, 000 Notes marked by the Censor and returned to
United Kingdom in November 1918 came, with very few ex-
ceptiong, from the towns and frequently from the actual
addresses to which they had originally been sent.
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_BANK NOTES AND CURRENCY NOTES.

"anxious to raise credits abroad and are willing to
"pay a handsome rate of interest on them, it must
"be good business for the country to place this
‘saper abroad free of interest The argument that
"Notes constitute a "first call" upon our gold does
"not hold water as any credit in England can be con-
"verted into Notes. Mor does there seem to be a
"vestige of proof that our Notes are being used by
"the enemyr though dozens of sugsestions have been
"made to that effect. I expect they are mainly
"used for hoarding and concealing wealth."

Mr.Strong replied on this point (11th October 1918) ex

presg2ing an equal scepticism as regards the accumulation

of foreign paper currency by Germany.

While the Bank of England were elther pleased
or but little disturbed to see the circulation of their
Notes increase abroad and remained unconvinced that
enemy countries were purchasing food or paying spies or
propagandists to any appreciable extent by their means,
they tock up a somewhat different attitude in rather
different circunstances, namely, in regard to a proposal
for the use of Bank Notes as legal tender in Ecuador.
Infomnation a8 to this suggestion reached the Bank in
December 1919. The exa.ct scope of the proposals was
not very clear, but it seemed that the Commercial Bank
of Spanish America, or some off-shoot of it to be estab-

lished in Ecuador, sought permission to hold its Reserve
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CHAPTER VI

_BANK NOTES AND CURRENCY NOTES.

in the form of Notes of the United States or Bank of
England Notes, as an alternative to gold, or that the
Notes of these two countries should be internal lega]
tender there. The introduction of Bank of England
Notes Into the proposal appeared to have been due to
representations made by the British Foreign Office.
The Governor wrote to the Treasury on the 2nd December
1919 a letter from which the following is an extract -
"I do not see how Bank of England Notes
"as well as United States Notes could possibly be
"Interchangeable wit: the local currency of Ecuador
"at a, fixed Exchange, at a. time when British Ex-~
“change is at a fluctuating discount of 15 to 20%
"in the United States and when shipments from the
“8took of gold in this country are not allowed.
"And I think that the Foreign Office in urging
"Bcuador to legislate in that sense would merely
"make the British Government ridiculous.

"Like you, I do not see that we can well
"interfere 1if foreign Governments choose to hold,
"or to allow their local Banks to hold, their
"reserves in British Notes; nor do I see that
"we could really interfere if they choose to make
"such Notes legal tender. But I would certainly
“not recommend that we should encourage foreign

“Governments to adopt either of these courses,
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_BANK NOTZS AND CURRENCY NOTES.

"It is true that the holding by foreigners
"of Bank of England Notes constitutes a loan to
"this country free of interest. But when our
"currency laws come into full operation s.gain
"such Notes will be fully secured by gold which
"also pays no interest; and I think that any
"spectacular advantsge there may be in that sort
"of increase in our stock of gold is more than
"off-set by the fact that such additional stock
"would be extremely vulnerable and might give a
"false sense of security, while any such whole-
"sale employment of British Ban Notes abroad
"would greatly complicate the fixing of a proper

"limit for their fiduciary issue."”
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_BANK NOTES AND CUERENCY NOTES.

Forged Bank of England Notes.

In August 1914 the forgeries presented were
almost entlrely confined to the one variety known as the
Warsaw, about 100 of which haé been presented since its
first appearance on the 1llth October 1910; but only 14
of these came in during the early part of the War. The
general appearance of this Note was rather grey, the
paper indifferent and very easily torn, all four edges
cut, the Medallion poorly engraved, and some of the
numerals of a type not used by the Bank, There waeg &
curious end unnecessary addition to the Sum Bloeck of a
large bead over the letters "iv" in "five".
mark in the paper apneared to be produced with grease or
similar matter.

At the beginning of 1915 a few pen-and-ink £5
Notes of a crude nature, and all bearing the same number,
were presented, but nothing of interest occurred until
the 3rd October 1916 when the first of the Amsterdam
forgeries was presented. In December 1916 the investi-
gation as to the origin of these forgeries was placed
in the hands of the City Police who eventually traced

them to an architectural draughtsman namred L.W. Heckman,a

Dutch Subject, and his parents. The Heckmans were tried

at Zutphen and convicted in December 1919, receiving

sentences of one and three years penal servitude.
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These Amsterdam Notes, which were of al
denominations up to and including £100, were executed
by hand, the effect of a watermark being obtained by
the means of picture varnish applied with a brush.

They were inaccurate in many particulars for Heckman
had to rely on his memory to a certain extent, as he
did not possess examples of the higher denominstions
and could only borrow them for short periods. In all
119 such Notes were presented prior to 31st August
1921, the number in 1921 having dropped to eight

In the latter half of 1918 a few pen-and-ink
forgeries of a very rough type were presented.
emanated from the Prisoners of War Camp, Bramley.

On the 5th December 1918 the first of a fresh
variety of forgeries was presented. These Notes were
all of the denomination of £10, dated either 7 Aprlil
1915 or 17 April 1915, and in nearly every case were
traced to towns in France. Eighteen Notes in 8,11 were
presented, the last on the 3rd June 1920

A great number of rumours had reached the
Bolshevist Bank regarding the supposed forgery by
A the Soviet Government of large numbers of
Bank Notes said to be the most perfect imitations as yet
produced, Up to the end of August 1921 these reports
were not confirmed by the specimens reaching the Benk.

On the 10th November 1919 the first of a
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BAVK NOTES AND CURRENCY NOTES.

gseries of Notes believed to be of Bolshevist origin
wag presented. These Notes, which were still coming
in at the end of August 1921, were all dated 22nd June
1914, Hull, and were for £5. They were printed on a
poor cream-coloured paper, the watermark, which was
not manufactured in the paper, being obtained partly
by pressure and partly by some substance of a greasy
nature, the composition of which could not be ascer-
tained. The numerals were of a very peculiar type
and certain numbers frequently recurred. Up to 31st
August 1921, 277 of these Notes were received, numbers
coming from Russian Ports, Turkey, Persia and Egypt.

On the 30th December 1919 another type
appeared. This came from Constantinople and the type
is known by that name.* These Forgeries, which were
still being presented at the end of August 1921, were
of two denominations only, £5 and £10. The printing
and paper were both poor and the watermark obtained
by means of grease. 330 specimens were presented.

On the 13th June 1921 the first specimen of
a £50 Note supposed to be of Bolshevist origin was
presented. The paper was poor and easily torn, had

imitation deckle edges and a grease watermark.

Bleven of these Notes, al] dated 13th February 1915,

*In this connection the Bank considered the advlisa-
billty of sending detectives to Constantinople and
€lsewhere in the Autum of 1920 but did not do so.
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came in, all from Constantinople or Varxna.
Perhaps the most disquieting case in

"ggznsfer" connection with forgeries during the War

e period occurred at the end of 1920 when
it was discovered that three men (Ford, Levy and
Kuresch), whose activities centred in Fords Hotel, 24,
Calthorp Street, Gray's Inn Road, were apparently using
the transfer process to reproduce French, American and
Scotch Notes. The matter was brought to the notice of
the Police by an informer and it was arranged to intro-
duce to the gang one of the Bank's staff, who represented
himself to be a man of wealth prepared to give support
if he were satisfied that it was worth while.
was 1n this way secured that the forgers were able to
transfer from genuine Notes on to plain paper a large
amount of the ink of the former, thus producing a very
good, if somewhat blurred, impression of the Notes in
reverse, from which they claimed they were able to print
forged Notes,.

The Bank of England, experimenting themselves,
discovered that the claim was wvell founded as regards
their owvn Notes. In the case of coloured Notes, however,
lesg success was obtained for, in general, where two or
more colours wers superimposed upon each other only the

top colour could be satisfactorily transferred. The

accused men seem to have obtained specimens rather better
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in this respect, and their productions might perhaps
in time have been eQualled by the Bank, but on the
whole the Ban¥ were forced to admit that Notes in
various colours possessed a real advantage over plain
Notes as wegards liability to forgery by these means.
The three men were eventually arrested and
brought up for trial at the Central Criminal Court,
where they were convicted on the 16th February 1921
of conspiracy to defraud only,* it being agreed
between the Bank of England and the Public Prosecutor
that it was against the Public interest to produce in
Court the evidence necessaxry to obtain a conviction

on any other count.

*l.e., to defraud by obtaining funds wherewith to
execute forgeries.
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BANK The figures given below show the total number
NOTES .
of forgeries of Bank of England Notes presented each
year from 1914 to 1921 and their average per million of

Notes psa.id.

No. of Notes : Average per
_presented Value _ million
59
25
14
27

23 Bank of Engraving Notes were presented
Bank of during the War, a number much in excess of
Engraving
Notes. the average. There were six prosecutions
for uttering the Notes, in five of which a conviction
wa8 obtained, the sentences imposed varying from 12 to
20 months' Hard Labour. Over 1.100 specimeng of the

Notes came into the possession of the Bank, but after

the prosecutions no more was seen of such Notes.
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Re-[ssue of Bank No

#rom the 4th August tc the 10th Septexher
1914 inclusive, those Notes considered suitable for
re-issue were left uncancelled, tied up in bundles
and in the possessiun of the Bank's Tressury. T om

this date until the 25th April 1917.% when re-issue

started on an crganised system, ounly parcels of new

INotes with consecutive nuxbers were left uncancelled
and handed cover to the Bank's Treasury for r

The uncancelied Notes delivered t¢ the
Treasury between 4th August and 10th September 1914
remained untouched until near the end of Hovember
1916 when they were sent back te the Bank Nete Office
in batches ef 20,000 Kotes each evening, there to be
sorted, counted, entered, pested in the Ledgers in a
distinctive a@anner, those suitable for re-issue being
tied up egain inte bundles «f 500 and returned to the
Treasury. Re-issue to the Public from these Netes
began on 30th November. The total number and amcount
of Notes re-issued to the Public during the War peried

axe shewn in the following table:-

*¥On this day the Committee of Treasury accepted in
principal the re-issue of £5 and £10 Notes.
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BANK London Bank Notes re-igsued tc
NOTES.
the Public during each of the following years

[ T ' | '
| £5 £10 | £20 £50 £100 |£200 | £500(£1,000 Number Value

1914 .

(Prom 52,100( 40,400 ;

Aug. 4)

1915 60,600 21,100 /18,500 (12,500 7,250
1916 456,000 80,000 25,000

1917 1,892,000 176,500

1918 1,83%,500 269,800 20, 820 500 450

402,000 69,500 2,600 800 500

1920 3,100 1,450 23,000 2,500 3,200 5
1921
{To 2,500 1.000
Avg.31)| . .
4,741,800| 658, 750 |67, 920 |36, 800 | 10, 700| 200 |3,200| B,3%43|5,527, 713

L | |
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As from 11th April 1919 only parcels of new
Notes amounting to at least 500 Notes with consecutive
numbers were set aside for re-issue. This was the
practice before the War.

It may be noted that on the 20th August 1918
the Bank approsched the Clearing House with regard to
the mutilation of Notes by excessive stamping as Notes
freduently bore several impressions of the same stamp,
thus rendering them unfit for re-issue. The chief
of'fenders were the London City & Midland Banlk, the
London County & Westininster Bank and the National Benk
of Scotland; about 1,200 Notes were so rendered unfit

for re-is:sue each day.
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The period for which paid Bank Notes have

been stored before destruction has varied from time

to time, At the outbreak of War the period was three
years, but there were two years' Notes scheduled for
destruction at the Record Office, Barnes, (1307 - 8)
which had not been destroyed.

The period of retention was reduced to one
year on the 22nd December 1914%¥and extended to sever
years in April 1915.

The method of destruction employed in 1914
was pulping. The Notes were reduced to pulp by a
machine installed in the basement in the north east
corner of the Bank, under the control of the Printing
Department, a representative from the Accountant's
Banlk Note Office being present. The last pulping
took place on the 11th July 1914.

The process was then discontinued, and the
machine sold in October of that year, as the price
obtained for the pulp (53/— per ton) was not
sufficient to pay for the cost of labour and bags.

A gulllotine with automatic shaving attachments was
bought and installed in December, and in the follow-

ing February a five year contract was entered into

with W.Howard & Son of Chartham Mills to take the

*on the 4th Neverber 1914 the Joverntr reported te
the gCommittee of Treasury the destruction ¢f Bank
Netes cancelled in 1912, tc meke roum for work in
connection with forthcoming War Loan.
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shavings at £4:10. - per ton. This contract had to
be broken almost immediately as the Banlt decided in

April to extend the period of storing Notes to seven
years

The bulk of the aocumulated Notes set fre:
by the Order of the 22nd December 1914 was burnt at
Messrs .Peek Frean's biscuit factory in the early part
of 1915.

During the latter half of 1918 and the early
part of 1919, the Notes paid in 1907/8 were removed
at intervals from the Record Office by H.M.Stationery
Office to the premises of Phillips Mills & Co. Ltd.,
Battersea, where they were pulped.
took place on the 28th March 1919.

The burning of Notes comnenced st the
Record Office, Barnes, on the 29th May 1919 and thuis
remained the method of destruction during the rest of
the War period

On the 31st January 1919 a £5 Hull Note
which had been paid and cancelled®on the 30th May 1911
was sent to the Chief Cashier with an anonymous letter,
the Note having been patched with portions of a Bani
of Engraving Note. The Notes paild on the %0th May
1911 haed been moved by H. M.Stationery Office from the
Record Off.ce to Batterses. to be pulped on the 12th

August 1918, Thirteen Notes from the sane flle were

*by punching.
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BA.K subseduently presented or surrendered, the last being
g brought in on the 28th January 1920. I
An investigation into the circumstances
of the loss of these Notes was made by H.M.Stationery
Office without any result.
Although destruction of Notes by pulping or
burning was always supervised by one or more repre-
sentatives of the Bank, the Stationery Office were

alone responsible during the packing and transfer of

the Notes from the Record 0Office to Battersea.

A ———

Bank of England Archive (M7/158)



43

THE BANK OF ENGLAND, 18147021

CHAPTER V1

BANK NOTES AND CURRENCY NOTES

CURRENCY NOTES

THE ACTS

T L RRT—————,

THE THREER SHERIES
Printing, Watermark, Forgeries, etc.,

Notes Issued and Paid.

STAFF, OFPICE ROOM, METHODS OF CANCELLATION OF NOTHS

R ——

ADVANCES

SCOTTISK AND IRISH BANKS' EXCESS ISSUES AND LEGAL TREN

Currency Note Certificates

AUSTRALTA, etc.

Bncasbhment of Notes in.

ACCOUNT TN )

Redemption Account and

Invegtments Reserve Account .

The Return.

INVESTMENTS

LRVE

RECOMVMENDATIONS OF CURRENCY COMMITTEE, MAXIMUM FIDUCIARY ISSUE .

MANAGEMENT TERMS, RE-ISSUE, NOTE REGISTER
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CURRENCY NOTES.
The Acts.

The Currency and Banlc Notes Act was passged on
the 6th August 1914. The main provisions of the Act
were =

The issue of £1 and ]8/— Notes by H.M.Treasury, the
Notes to be legal tender in the United Kingdom for
any amount and to be payable on demand at the Ban
of England in gold coin.

Postal Orders to be legal tender in the United Kingdom
for any amount and to be payable at the Bank of
England in any legal tender coin. (Revoked by the
Proclamation of the Zrd February 1915)

Currency Notes to be issued by way of advance 1n such
manner as the Treasury direct. {(The Treasury
Minutes covering facilities under this provision
of the Act were revoked; as from 1st January 1920,
by Treasury Minute of 15th December 1919)

The Bank of England and any Scottish or Irish Bank
of Issue, so far as temporarily authorised by the
Treasury, to have power to issue Notes in excess
of any limit fixed by law.

Banlc Notes issued by any Scottish or Irish Bank of
Issue to be lega.]l tender for any amount in
S8cotland or Ireland respectively: the Bank of

Issue not to be under any obligation to pay
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Cuagaucy their Notes on dermaxnd except at the Head .
? the Notes to be payable. if the Bank see fit. in
Currency Netes. Revoked, as frox lat January
1920, by Proclamation of the 2@0th Decerber 191
On the 28th August 1914 the Currency and
Bank Notes (Amendment) Act was passed which provided
for -
The exchange of Notes called in for other Notes of

the same face value.

S S

The issue eof Currency Nete Certificate

Copies of the Currency and Bank Naotes Act

1914, the Currency and Bank MNotes | Amendment) Act 1914
and of the varieus Proclamatiens, Treasury Minutes and
Notices issued in this connection wil! be found in the

Chief Cashier's Private ¥ile No.161l.

£1 10/~
18t Series 7th August 1914 14th August 1914
2nd Series 23rd Octeber 1914 21st January 1915

3rd Series 18t February 1917 2nd November 1918

Currency Notes were at first intended as an

emergency issue.¥* to tide over the first few weeks of l

¥*A conpiderable pertion of | shorthand | Notes of Meet I
ings held at the House of Commcns and Treasury con the

4th, 5th and 6th August 1914. »etween Jevernment., Bank

of England and other Bankers and Traders is filed in

C.C.P.120. The conditions of the issue eof Currency }
Netes are discussed at grest length. At one point, B
on the 6th August. Sir John Bradbury remarked;
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War; they were placed "at the dizposal of Banks for
"reeting exceptional demends"” and took the form of
Advances at interest. Their status was not enlarged

until the 2Cth Avgust 1914 when a T'reasury Minute

accepted the principle that they ghould also "he
“issued te any persun upon application through the |
"Bank of England on payment of the face value of the
"Notes reguired, the ameunt paid being carried toc the

"separate acceunt.....to be called the Currency Note

"Redexption Acceunt”. Thenceforward Notes could be
obtained at face value without an interest charge for '
the privilege.
The Currency Notes were not printed by the
Printing Bank of England. An account of the arrange
ments mede by the Treasury for the printing
of the firat two series of Notes and of the specimen £1

Notes gubmitted by the Bank of England will be found in

The first delivery of Notes, £2, 480,000 £1
Yirat
Series Notes, was received frou the Stemps DNepartment,

I

|

the "Printing Department™ Section 'Chapter 3
Inland Revenue, Somerset House, on Thursday

=
the 6th August 1914; 10/- Notes were received a week

-

-..1 think it is essential they 'i.e. the Bankers)
"sheuld have every motive to withdrew this currency es
"ouickly as possible.”
fn the 13th August the future of the Notes wasg still
in doudbt fer on that day the Cemmittee of Treasury agreed
te urge on the Chancellor that in the event of the £1 1
Notes being permanently continued they shoild te issued '
®y the Bank. |
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later. The Notes were issued to Bankers on the same day,

the lasst of the additional Bank Holidays, in order that

they might be sent to the country to be available at the

recommencement of business on the following day. (As

explained in the Section on Bank Notes it was necessary

on the 7th August to supplement the issue of Currency |
Noteg by Bank Notes taken from Store to the extent of

£5,500.000)

The first series of Currency Notes was suoch a
poor production that it was easily copied Forged Hotes
soon apveared; by the end of Octoher 1914 over %00, and
by the end of December over 2,000, had been detected at
the Bank.*

On the 23rd October a second and larger £1 Note

Second
Series
£1

was issued. This, although of improved design,
presented little difficulty to the forger so
that several counterfeits appeared within two months of
its issue and by the end of 19125 the number had reached
4,200. During the year 1918 the number was nearly 3,500:
in many cases the imitation was so good that detection
was far from easy

After the introduction of this Note, the

Wave Line

. Ban! h i
Wate o ank wrote to the Treasury pointing out that

the employment of tlhie wave line watermari: in
the paper of the Note seriously affected the safeguard on
which the Bank principally relied for protection against

forgery of Bank Notes. The Treasury were reminded that

*Sir Basil Thomaon estimated the tetal of Hirst Series
forgeries at £60,000. vide "Queer People”. published
1922. )
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CURRENCY the exclusive right to use "curved or waving lines"
e was first specifically secured to the Bank of England
in 1801, subseqQuently conf'irmed by Sections in later
Acts, and that though the Sections had since been re-
pealed their place had been taken by the provisions
of Seotion 9 of the Forgery Act 1913 which preserved
to the Bank, although in more general terms, the
rights previously accorded. After referring to the
correspondence of August 1913 in which the Treasury
stated that the Advisory Committee engaged on the
Forgery Act considered that the protection afforded
was as ample as under the previous law, the Bank said
that they viewed with grave apprehension the fact that
an ordinary firm of trade paper-makers had for the
f'irst time been allowed to make the apparatus required
for the production of papar containing the "wave line”
watermark and that, under Treasury directions, the
Statute protecting the Bank had been contravened. The
Bank aprnreciated that in the pressure of affairs, their
rights might have been inadvertently overlooked but
asked for an assurance that, when affairs became normal,
the protection hitherto afforded might be restored to
themn.
No reply to this letter was received and the
Second second series 18/— Note was lssued in January
Series
10/- 1915 with the same watermark. This was the

s
only geries of 10/- Note which was forged to any extent
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nearly 900 spurious Notes being detected in 1918 and
again in 1919, though this nwnber was far in excess of
that for any other years.
On the 28th February 1916 the Bank called
Wave Line the attention of the Treasury to the fact
Watermark
that no answer had been received on the
subject of the employment of the wave line watermark
and a.sked that, as it was understood that an early issue
of Currency Notes of a further new design was® under oon-
templation, their rights might not on this occasion be
violated. The Treasury replied that the matter was
receiving very careful consideration and subsequently
enquired whether the Eenk would not withdraw their
objection to the use of the "wave line" in the new Note
8.s they were advised thet substantial advantages in the
way of security would be gained thereby.

The matter was considered by the Court*and it
was resolved not to agree to the proposal. The Treasury
deferred to the Bank's wishes in the matter.

The third series of £1 Notes, a coloured Note

Third still in use on 31st August 1921, was issued
Series
£1 on the lst Februaxry 1917/, tre printing being
done by Messrs.Waterlow Bros. & Layton Litd. Porgeries
of this type were inconsiderable until 1920, during
which year they amounted to over 1,000 and increased to

over 1,700 in 1921. On the 9th July 1920 the Bankers'

*0.C. 6.4.1916.
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CURRENCY Clearing House sent a circular to Bankers drawing
i attention to the fact that such forgeries as reached
the Inland Revenue only did so after so long a delay
that when placed in the hands of the Police 1t was
almost impossible to trace their source. The Banks '
were therefore requested to instruct their Branch
Managers to inform the local Police at onoe in cases
outside the Metropolitan Police area and the Directors

of Criminal Police iInvestigation, New Scotland Yard.

in cases within that area whenever a forged Note was

tendered.
in the Autumn of 19218 owing to the
Proposed continued demand for small currency and
issues of .
5/-, 2/6 & the difficulty of obtaining silver to
1/- Notes
meet the demand, pPreparations were made
s s d
for the issue of Currency Notes of 5/- and 2/6 and even
$S3

i/“ each (Vide C.C.P. 18) but owing to the decision to
undertalke the recoinage of silver (the coins to be *5
fine instead of '925 fine) the necessity for the use of'
these Notes did not arise.

s
The third series of 10/- Notes was not issued

Third

Series
10/-

until November 191B, the printing agailn being
entrusted to Messrs.Waterlow Bros. & Layton
Ltad. A slight alteration in the Note was subseQuently
made, all cyphers and numbers being printed in red

instead of in black, This change was made because of
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CURRENCY complaints as to the similarity of appearance between
NOTES

the lg/— Note and the £1 Note, a criticism for which
there did not seem to be much justification but which
it was desirable to avoid if possible.
Specimens of the Notes of all these three
series sre in the possession of the Chief Cashier.
Between May and November 1915 Currency Notes
Notes S
for of £1 and 10/- overprinted in Turkish were
Turkey
sent to Alexandria for the use of the troops
operating in Turkey. In all 1,860,000 Notes were
sent of a total value of £1,050,000. The £1 Notes
were overprinted 120 Silver Piastres; the 18/— Notes
overprinted 60 Piastres. These Notes were also legal
tender in England. Specimens of these Notes are held
by the Ban (Currency Note Offioe).
The first and second series of Currency Notes

Yotes
called were called in by a Treasury Order dgted 11th

in
June 1920, to be exchanged for other Notes of
the same face value on application, before the lst Sep-

tember 1920, at any Money Order Office in the United

Kingdom or at the Bank of England or the Banlt of Ireland.

A Treasury Minute dated 21st July 1920 pro-
vided for an extension of the time fixed by the previous
Order and direoted that on and a‘fter the lst September
1920 the holder of any Currency Notes of the first and
second issues might receive in exchange other Currency

Notes on application at the Bank of England but not

otherwige,
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The Minute also directed that the Notes of the
first and second issues still outstanding be treated as
oancelled, the words "or called in" being added to the
heading in the Currency Note Return which formerly resd -
"Total cancelled"; and that in the seoond part of the
Return a separate heading be introduced among the lia-
bilittes, viz., "Notes called tn but not yet
The Notes of the first two issues outstanding on the
date mentioned amounted to £7,148,564:10: -.
31st August 1921 this figure had been reduoed to
£1,934,549:10: -,

On the 16th February 1915, the Treasury
Advertise- issued a notice to the effect that the
ments
printing or use of advertisements bear
ing words, figures or marks peouliar to Currency Notes
was & felony under Section 9 of the Forgery Act 1913
and that they regarded as highly obJjectionable the
practice of stamping advertisements on genuine Currency

Notes.
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CURRENCY Noteg Isgsued and Paid.
NOTES.
Below will be found a table showing {(to the
nearest £1,000) the variations in the total of Currency
Notes outstanding in the years 1914 to 31st August 1921
and the Notes and Certificates issued and paid during

that period.

000's omitted

Inicrease in
Issued Paid Notes
Outstanding

August
1914 to £71,719 £¥5 5T SLaH £38, 162 £78, 1062

December

January
1915 to £189,113 @ £124,440
December

th
o

January
1916 to £249,226 | £202,360 £46, 866
December

January
1917 to £287,560 £223,226 £64,334 £214,035
December

January
1918 to £338, 263 £229,057 £109,206 £323,241
December

January
1919 to £373,135 £340,223 £32, 912 £856: 158

December

January
1920 to £409,503 £401.638 £7, 865 £364,018
December

~ January August 31st
1921 to 31st £237,450 £282,213 - £44,763 £319,25%
August
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CURRENCY 000's omitted ISSUED
RS r | Certificates £1 16/—
From August
to 31 Deo.1914 £57,942 | £13, 777
During 1915 £17,060 £12%,972 | £46,081
) 1916 £14,R60 £175,361 £59,
! 1917 £22,40 £199,304  £65,8k6
1918 £27,480 £237,886 | £72,897
1919 £23, 390 £279,968
" 1920 £25,230 £312,024
18t Jan, to £8, 860 £181, 676
[31st Aug. 1921
000'= omitted
I Certificates £1
. From August '

Ito 31 Dec.1914 £28, 758 ;
[During 1915 £11,260 £83, 151 | £30.029
¥ 191.6 £4,730 £144,348 | £73,28
- 1917 £13 .900 £149,933 | £59, 393
| 1918 £14,010 £152,224 | £62,823
; 1919 £26,170 £242,890 £71,163
G 1920 £27,390 £300,537 | £73, 711
1st Jan. to £18,890 £214,731 | £48.592

£71, 719

£189, 113||

£202, 56
’

£229,057|
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The causes which operated to increase the Notes
outstanding may be said in the main to have been the same
as in the case of Bank Notes, viz., the rise in wages and
increase in prices; the subject is dealt with in the
previous Section on Bank Notes. Af"ter the end of 1918,
however, a fairly constant seasonal movement of Currency
Notes began. In each of the years 1919, 1920 and 1921
the Notes showed a low level at the beginning of the year,
a rise in the Spring, a fall in the Summer or Autumn and
a sharp rise again near the end of the year
showed a somewhat similar variation except that they had

& tendenoy to rise duvuring the Summer holiday season.

Staff - Office Room — Cancellation of Notes

During the period August 1914 to 16th January
Head - 1915 the work oonnected with th: iseue and pay-
Office

ment of Currency Notes was carried on in the
Dividend Pay Office (Rotunda) and later in the Dividend
Office adjoining.

The counting and examination of Notes paid in
by Bankers was done after 5 o'clock r-m. by a staff of
Men borrowed fromn various Offices with occasional assist-
ance by women clerks. The arrangement workad fairly
well for a time, but as the work increased it became

necessary to appoint a staff to deal with it in the day

time and to set aside sn Office for their use.
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CURRENCY The former residence of the Deputy Chlief Cashier,

. over the front gate, was accordingly adapted for the pur-
pose and on the 18th January 1915 the work was transferred
thither.

The staff consisted of 4 men and 26 women clerks.
To begin with, four rooms only were used. In a very short
time, however, owing to the rapid increase in the worlc, the
women clerks were increased to 40 and later to about 80, a
considerable samount of late work also being necessary. All
the avalilable space the house afforded was utilised: the
rooms were often overcrowded, but at the time further
accommodation could not be found.

On the 1lst November 1918 that part of the wor
iramediately connected with the payment of Currency Notes,
l.e., the cancelling, counting and examining of Notes re-
turmed from circulation, was transferred to the charge of
the Principal of the Accountant's Banl: Note Office. At
the same time the work of the issue of dMotes to Bankers
was transferred to the Issue Office together with the
book-keeping and the compililation of the weekly Return.

In January 1919, the staff engaged in the
cancellation etc. of Notes was moved to temporary premises
in Princes Street: two years later the staff moved back
again to the Head Office and occupied rooms formerly used
by the Printing Office. By this time 100 women and 7 wen

were employed during the day owing to the heavy increase
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in the work (in 1919, 239,000.000 Notes were dealt

with and in 1921 over 293, 000.000) and to the fact that
overtime, which had been so much resorted to in previous
years, was almost entirely discontinued in 1021.

was rendered possible not only because of the larger
numbers employed but also in a marked degree because of
the increased efficiency of the staff.

The cancellation of Currency Notes was at
first effected by means of the Punching Machines employed
for Dividend "arrants. A bhole was punched through the
centre of the Notes; this method, for reasons mentioned
later, was abandoned in favour of holes pierced through
the "numbers"” of the Notes a process which entailed three
or more strokes of the machine, while not more than 100
iNotes could be dealt with at a time.

On the 19tk owme 1917, the Treasury approved
the use of Hand Guillotines for the cancellation of 3rd
series Notes by cutting off two cornerss; these machines
were capable of cance'ling 500 Notes in 4 strokes.

Owing to the delay in delivery of mechinery
consequent upon the ¥ar, it was not until the 3rd De-
cember 1917 that this method of cancelling could be put
into force, and three machines only having been dslivered
by that time, a considerable portion of the cancelling
still had to be carri:ed out by the old system of punching.

In November 1918, the Bank decided to pla.ce an
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order for 5 electrically driven guillotines, each
capable of cancelling 500 Notes in 2 strokes: these
machines were brought into use in Februaxry 1920.

The new machines were found faulty in design
and aotion and numerous alterations to parts had to be
made from time to tiwme, breakdowns being frequent, so
that it was not until the latter half of 1921 that they
were working with any degree of regularity, although
meanwhile a considerable amount of time had been saved
by their use.

During the latter part of 1914 and the be
Branches ginning of 1915 the number of Currency lNotes
paid in at the Branches steadily increased
In August 1915 the Question of permitting the Branches
to count and cancel Notes was discusseci, but definite
instructions to carxy cut this duty were not given until
the end of July 1918. After this date a staff of about
50 wcmen were employed on Currency Note work at the
Branches,
In July 1915, the Bank of Ireland represented
Bank: of +to the Treasury that a considerable number of
Ireland

Currency fdiotes too soiled for re-issue were
accumulating 1n their hands and that, in view of the
dangers to which cross-channel traffic was then exposed,
the Notes could not be sent to the Bank of England with-

out undue expense and risk. In the circumstances the
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CURRENCY Treasury, by a Minute of the 27th July, (Amended as to

procedure by a Minute of 3rd April 1918) authorised th
Bank of Ireland as a temporary arrangement to cancel any
such soliled Notes.

Under Treaswy Minute of the 7th June 1916, the
fest West African Currency Board were similarly per-
Africa

mitted, as a temporary measure, to carcel in

West Africa Currency Notes whier 1t was not desirable to

re-issue
Advances.

Currency Notes were issued to Bankers against
paynient or in the form of an advance under Section 2 of
the Currency and Bank Notes Act, as amplified by Treasury
Minutes of the 6th and 20th August 1914. Men a Banker
toox an advance it was generally in the form of a "credit"
and not in actual Notes.* Advances were rmade to the ex-
tent of 20% of' the total liabilities of the particular
Banls on deposit and current account as shown in its last
statement of account prior to the 6th August 1914, but
subject to the proviso that where the liabilities on
ourrent and deposit account exceeded the total in the
last audited balance sheet, the 20% was to be calculated
by reference to the latter amount. Under the Act, these
advances constituted a floating charge on the assets of the

Bank 1n priority to all othar such charges. In the Act

*The Notes were regarded as issued tc the Banks though net
handed to themw. The Bank of England credited the Bank's
accounts with the Notes. which were then Pa.id by the
Currency Mgte Rederption Account.
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itself the word "floating" does not appear before 'charge"
but this was amended by a clause in the Finance Act 1915
The advances bore interest at Bank Rate, payable monthly.
The primary object of the facility was to place
Bankers in a position to meet exceptional withdrawals on
deposit and current account. Advances were also made
to the National Debt Commissioners on account of the Post
Office Savings Banlks Fund and of the Trustee Savings Banks
in order to provide funds for the payment of depositors:
these advances bore interest at such rate as the Treasury
from time to time determined
In thz first few weels advances were made to
approved Bankers wlthout submitting to the Tresasury indi-
vidual names and the total which might be advanced in each
case, though the sums required were well within the limit
prescribed. By the beginning of September, however, the
procedure had become regularized and, in order to avail
themselves of the facilty for taking advances. Bankers
had to furnish copies of their balance sheets to the Ban
of Bngland, who informed the Treasury of the total money
held on deposit and current account and enquired whether
advances nct exceeding 20% of the figure might be made.
On receiving a reply from the Treasury. the Bank of |
England informed the Bankers concerned as tc the 1linit
within ¥hich they were at liberty to apply for advances.

The Bank were required to report to the Treasuxry
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CURRENCY cases in which, in their o®inion, it would not be prudent

to comply with applications or would be desirable to re-
strict the amount of the possible advance

The ma.jority of Bankers took the precaution to
obtain Treasury approval to possible advances although in
many cases8 no advance was taken. Indeed the bulk of the
advances made were speedily paid off as the following
f'igures will show -

Advances outgtanding

On 26th August 1914 £10, 211,650 (maximun)

" 30th September " £3,881, 500
“  30th October i £2,165,000
" 20th November & £939,000
i 31lst December " £614,000 (of which

Savings Banks
Advances £450M)

In September 1914, the Treasury gave Bankers an
assurance that facilities for advances would not be with-
dravn except after a period of notice during which Bankers
would be allowed to take up such part of their authorised
totals as they might think necessary. The Treasury
Minutes of the 6th and 20th August 1914 were not, in fact
revoked until lst Januvary 1920, by which time the need
for advances under the Act had entirely disapneared.

Several Banks took advantage of these advances
during the issue of the 'far Loans when largs withdrawals

Yere made by thelr customers on account of subscriptions.
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r'he advancesa were, however, egain of a temporary character.

ag ig shovmn below:-

4%% War Losn insued June 1917%

At the end of July 1915
advances amounted to

it
Ol

Reduced at the end of
Septexber to £595.

During the year 1916 these
were further reduced to £104, 000 1 of which Trustee
Savings Banks
Advances £401Lt)

5% War Loan issued Jenusry 1917

n the 15th March 1917

advances amoimted to £3,900; 000
At the end of July all
were repaid except £434, 5CC of which £25%%, Gn0
javinga Benks
ipecial Tnvestment

Account Advances

Juring the years 1918 and 1619 advances fluctnated be
tween £700, 000 and £35C, 002. ‘n the 15th Dleceuber 1919,
the date on which the Treasury notified their intention
to withdraw the facilities, £505,000 'of which Hankers'
Advances £250, 0001 ) was outstanding, all of which was

repaid by the end of August 1920.

*¥In connection with the issue of the 4*% War loean. the
following arrangement with the Bankers was made, »y agree-
ment '#ith the Treasury, early in August 1315 -

"fin the written regue.st of any Bank to whom the
"Jovernment have granted Currency Note facilities the
Bank of England to deposit in their name with such Bank
"a sum not exceeding five per cent. of its published
"depoaita on or about the 30th June 1915. Any such
"deposit to have the effect of reducing by the same
"amowunt such Bank'as Currency Noté facilities.

"The rate of interest to bte one-half per cent. under
"Bank Rate varying. The depogit t0 te repaid not later
"than the 15th November 1915, with the option to the
TBank with whom the deposit is made of rePaying at any
‘earlier date".

'Inder this arrangement deposits aggregat ing
£12, 507, 000 were rade with the Bankers. The sums
deposited were charged to the Bxcheguer and the whole
of the interest earned accrued to H.M. T'reasury.

Wide SiC. P 171)
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Currency Notes Certi ficates, for the

Currency
Notes issue of which the Currency and Bank
Certificates
Notes (Amendment) Act 1914 provided
were not issued until July 1915. The Certificates

were not used for circulation but to avoid the
cumbersome process of setting aside and subsequently
releasing actual Notes at the Bank of England in oon-
nection with the excess issues of Scottish and Irish
Banks; s8suoh issues were sanctioned under Section 3
of the Currency and Bank Notes Act 1314 which was
amplified by Treasury Minute of the 6th August 1914
The Minute authorised the Banks of Issue in Scotland
and Ireland, in view of the apprehended shortage of
currency in those parts of the United Kingdom, tem-
porarily to increase their issues by an amount not
exceeding 20 per oent. of their total liabilities on
ourrent and deposit account as shown in the monthly
balance sheet last issued before the date of the
Treasury Minute. FPollowing the provisions of the
Bank Notes (Scotland) Act 1845 and Bankers (Ireland)
Act 1845, the condition was laid dovm that a Bank
should not have in circulaticn upon the sverage of

any period of four weeks a greater amount of Notes
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CURRENCY than the amount authorised by the Certificate of each

TR Bank plus the monthly average of gold, silver coin and
Currency Notes held at the Head Office during the same
period; but Currency Notes deposited in the name of
the Bank with the Governor and Company of the Banl of
England could be treated as if they were held at the
Head Office. The Currency Notes might be taken by way
of advance in which case interest at Bank Rate varying
was charged; but only one Bank ever took advances for
this purpose.

The following is a suwoary of the amounts set

aside at the Bank of England under this heading by
Scottish and Irish Banks at the end of each year 1914/20

and on 31st August 1921.

Scottish Irish
000's omitted _Banlks Banlzs
1914 £1,6320 £1, 900
1915 £4,980 £5,425
1916 £7,860 £9.070
1917 £12,405 £11, 520
1918 £18, 100 £18, 880
1919 £20, 610 £13, 310
1920 £23, 310 £10,085
31 Aug. 1921 £19,575 £3,400
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The 'Coxmittee on Currency and Foreign
Exchenges after the Waxr"”, in their final report dated
the' 3rd December 1919, recommended that the status of
legal tender given to the Notes of the Scottish and
Irish i3anks of IsSsue as an enrergency measure at the
outbreak of War should be revoked. fffect was given
to this recommendation as from the lst January 1920 by
e Proclazation of the 20th December 191y, despite a
Proteat made to the Treasury in a letter dated the 19th
December from the Bank of Ireland vwriting on behalf of
the Trish Banks. These feared that it would not b
possible to obttain ®y the lst January a sufficient
2upply of Currency Notes to meet their recuirements in
respect of outstanding Notes; and the Bank of freland
expressed the opinion that if proper currency were
knovm not to be available the opportunity to demand it
would be taken by those who desired to discredit the
Joverrnment. They added that the time afforded for the
change wes ilngufficient. The Treasury, however, saw
no reason fer believing that Irish Banks would ex
perience any special difficulty in ottaining supplies
of Qurrency Notes and offered, if necessary, to ask
the War Office to provide a nilitary escort to accompany

the Notea to Dublin.
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Arrangements for Cashing Bank Notes
and Currency Notes in Australia - and
Proposed Extension of Arrangements to South Africa.

The Commonwealth Banl of Australia arranged in
1917, chiefly for the benefit of the Australian Imperial
Force, disabled members of which were then being repatri-
ated in large numnbers, that their Australian Officers
should cash Bank of Englend and Currency Notes free of
commission.

In view of the possibility of the loss of these
Notes in transit by the action of Cerman submarines the
Commonwealt! Bank, in August 1917. suggested to the
that production of the actual Notes cashed should be
waived and that reimbursement should be made in London
against certified lists of the numbers of the Notes en-
cashed. To this the Bank of England and the Treasuwry
agreed, provided that the Commonwealth Banlc accepted all
responsibility in the event of any forged or mutilated
Notes being paid in Australia under this arrsngement.

An indemnity was accordingly obtained covering
the Bank of England and the Treasuxy against any loss that
they might incur by the payment in Australia of any forged
or mutilated Notes or by the loss of Notes in transit to
England. It was decided that the actual Notes should be
cancelled and retained in Australia until the end of the

Warx. The methods adopted worled smootlly.
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A few months after the Armistice the Bank
suggested that the time had arrived for the discontinuance
of the arrangement and requested the Commonwealt): Bank to
forward the Notes already encashed. At the urgent re-
quest of the Commonwealth Bank the system in force was,
however, continued until the 3%0th September 1919.

Shortly before the date sy which the agreement

was due to terminate, a parcel of cancelled Currency Notes

amounting to £5,000 was stolen in France whilst in transit
from Australia This caused the question to be reopened

by the Commonwealt® Banic and a further extension of six
months to the 31st March 1920 was agreed to.

stolen Notes bearing the somewhat unsatisfactory cancella-
tion used by the Commonwealth Eank were presented from
time to time: payment was invariably refused

The total amount of Notes paid under the arrange-

ment ended 3lat March 1020 was -

Bank of England Notes £197,%25
Currency Notes _ 1,391, 182

£1, 588, 507

On the expiration of the six months' extension
the Commonwealth Bank again strongly urged the Treasury
and Bank to renew the arrangement in view of the danger of
remitting uncancelled Notes some 13.000 miles by post and
of the fact that Australian soldiers were still presenting

Notes for encashment in substantial amounts It was

Bank of England Archive (M7/158)




THE HBANK OF ENGLAND, 1014-10721,

HAPTER VI

_BANK NOTES AND CURRENCY NOTES.

CURRENCY therefore reluctantly decided to agree that Notes cashed
NOTES.

in Australla might still be cancelled there until the 28th
Pebruary 1921, but it was stipulated that reimbursement
should not be made until the actual Notes were presented
in T.ondon and that no cancelled Notes should be accepted
at the Bank of England after the 30th April 1921

Proposed Cancellation of Currency Notes
in South Africa.

In August 1918, the Treasury agreed that, as a
temporary measure, Currency Notes might be cancelled in
South Africa by the National Bank of South Afr.ica Ltd. and
by the African Banking Corporation, the arrangement to
follow the lines of that made with the Commonwealth Bank
of Australia. In view of the cessation of hostilities in
November, however, the arrangement was never brought into

force,
Accounting.

Payments for Currency Notes issued were placed
Redemption to the credit of an account in the Public
Account
Drawing Office at first entitled "Govermment
Suspense Account Currency Notes"” and the account was debited
with the amount of Notes paiag. The title of the account

was changed on the 21st August 1914 to "The Currency Note

Redemption Account".
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Prior to May 1915, interest on advances
was credited to "Currency Notes, Interest

Investments
Reserve on Government Advances Account'.

Account

quently the interest, together with the
interest on securities, was placed to the credit of the
"Investmants Reserve Account”. Up to the middle of May
these figures did not appear in the Curxency Note weekly
Statement of Account, the form of which was prescribed by
Treasury Minute of 20th August 1914; but under the auth
ority of Treasury Minute dated 3rd May 1915 the title of
the account was changed as indicated and th: figures were
embodied in the weekly Return on and after the 18th May
1915, The same Minute directed that securities should
continue to be shown at cost price and that any profit
or loss thereon should be credited or debited to the
"Investments Reserve Account'; further, that when the
sum standing to the credit of this account exoeeded by
more than £100,000 the proportion fixed by the Treasury
as necessary to provide an adequate Reserve suoh excess
should be transferred to the Exchequer. The proportion
then fiwxed (which remained unchanged on 31st August 1921)
below which the "Investment Reserve Account"” might not be
reduced was 5% of cost price of the securities held and
advences outstanding. The total paid to the Exchequer

under this “eading up to the %1st August 1921 was &s

follows: -
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1917

1921

A copy of the Currency Notes Return for the
week ended 31st August 1921 follows. together with a short

explenatory memorandum as to the composition of certein



CURRENCY NOTES.

(4 &5 Geo. V., cc. 14 and 72,)

L—ISSUE ACCOUNT.

Total issued up to 24th August, £ s d Totml cancelled or called in up to £7 5. d. £ 5. d.
1921, inclusive— 24th August, 19821, inclusive—
£1 Notes it A2 1,564,526,869 0 O £1 Notes . 1,311,158,664 0 O
10/- Notes o 445,804,414 10 O 10/- Notes 403,306,874 0 O
Currency Notes Cernﬁcates 138,530,000 0 0 Cwrency Notes Certificates 115,980,000 0 0
Issued during the week ended Cancelled or called in during the
31st August, 1921 — week ended 31st August, 1921—
£1 Notes 5,607,426 0 0 | £1 Notes 6,350,731 0 O
10/- Notes 1,351,332 0 0 10/- Netes _ 1,484,264 10 0
Currency Notes Ccrttﬁ@ttes 150,000 0 0 Currency Notes Certificates 370,000 0 0
ToTar . £1,838,650,533 10 0
Outstanding—
£1 Notes 252,624,900 0 0
10/- Notes 12,364,608 0 0
| Currency Notes Cer trﬁa\tes 22,330,000 0 O
| 317,319,506 0 0
Torar, .. £2155970,041 10 0 ToraL . £2155970,041 10 0
I.—BALANCE SHEET.
‘g 3 d £y s. d.
Notes outstanding 294,989,508 0 0 Currcney Note Redemption Account—
Certificates omast'mf[lmr 22,330,000 0 O Bank of England Notes 19,450,000 0 O
Notes called in but not yet cancelled 1,934,549 10 0 Gold Coin and Bullion 28,500,000 0 0
Silver Coin _ 3,000,000 0 0
Government Securities : it 282,782,097 2 6
Investments Reserve Account 14,679,483 35 1 Balance at the Bank of England .. 201,443 13 5
Terar £333,933,540 15 11 |
il 2 TotaL £333.958 540" 15 11 3

Treasuiy Crampxns,
1s¢ September, 1921.

N. F. WARREN FISHER, Secretury to the Treasury.
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The Return.

The item "Balance at the Banlt of Er

12 LA

comprises two accounts -
(a) Currency Note Redemption Account.

(b) Investments Reserve Aocount.

(a) This account receives the money for all
Notes issued, and is debited with all Notes paid

(b) All interest on securities is credited to
this Asset Account as well as profit upon reslization
or repayment of securities. the account similarly being
debited should any loss be incurred; the balance forms
a (minor) part of the Liability Account on the other

side (see below)

Liability item of "Investments Reserve Account"

This comprises (1) the cash balanoce represented
by (b) and (2) the amount invested and included in
"Govarnment Securities".

But the figure standing to the credit of this
account does not represent the total received, which is
muchh greater, as it will be remembered that the Treasury
Minute of 3rd May 1915 provided that if the balance on
the account exceeded, by more than £100,000, 5% of the
cost price of the securities the amount of such excess
should be transferred to the Exchequer As previously
stated. under this arrangement no less than £42,084, 500

had been appropriated up to 31st August 1921.
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Investments.

Surplus funds upon the Currency Note Account
were invested chiefly in Ways and Means Advances and in
Treasury Bills. The first investments were made on the
1st September 19]4 when £7,000,000 was advanced to the
Exchequer on Ways and Means and £4,000, 000 Treasury Bills
were purchased.

In March 1915 £9.000.000 Exchequer 3% Bonds
1920 were taken over from the Bank of England, the Bonds
forming part of those allotted to the Bank out of the
unsuccessful issue of £50,000.000 made in the early part
of the month. A further £1,000.000 of threse Bonds was
bought from the Banit in May but under a Treasury Mkinute
of the 3rd September the £10,000, 000 Bonds were canoelled
and the money received by the Currency Note Account in
payment was advanced to the National Debt Commissloners
Furthexr advances were made to the Commissioners in
September and October but on the 22nd November the total

amount, £25, 700,000, was repaid and £26,632,124: 7: 2
43% War Stock 1925/45 was taken over from them. No Ways
and Means Advances were made to the National Debt Commis-
sioners after this time, the advances being taken alws.ys
by H.M.Exchequer. In October a further large block o#
43% War Loan was bought from the Commissioners.

The security transactions in the year 1916 call

for l1ittle comment, as they consisted almost entirely of
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CURRENCY Ways and Means Advances and Treasury Bil! movements except
WOTES.

for some large purchases and sales of 437 war Loan through
the Brokers. Treasury Bills "on tap" were acquired in

the ugual manner but some purchases were made in the Market
in the early months of the year.

In the early part of 1917, owing to the issue of
the 5% and 4%% War Loans it was thought desirable to lend
support to the Security dMarket in 44% War Loan, and lsxge
purchases of this Stook were wade, the funds being provided
in part by the sale of Treaswuwry Bills or, where necessary,
by the repayment of 'fays and Means Advances.
£35,000, 000 4%% War Loan was converted under the terms of
the Prospectus into £37.500,000 5% War Stoclc 1929/47.

From March to the end of August systematic purchases of
the latter Stock were ef:fected for the Currency Note
Account in place of purchases by the National Debt Commis-
sioners for the Sinking Fund; in September this practice
ceaged and the SBtock acquired, £15,600.000, was sold to
the National Debt Commissioners, the money received being
advanced to the Exchequer. After this time Sinking Fund
purchases were made by the Commissioners through the
Brokers in the customary manner.

In 1918 £26,000,000 5% National War Bonds 1923
then being issued "on tap" were taken up, otherwise the
movements in that year and in 1919 need Jittle mention.

The Ways and Means Advances were reduoed in 1919 by some
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£80, 000, 000 (after an increase of £66,000,000 in tke
previous year) and the Treasury Bill holdings were
increased from £65,000,000 to £179,000,000, the policy
of reducing Ways and Means Advances being adopted to
relieve anxiety in the mind of the public as to this
form of Government indebtedness. To the extent of
£10, 000, 000 the variations were due to the fact that
in Januaxy 1919, in order to prevent disturbance to
the Money Market by reason of the recent large sub-
scriptions to National War Bonds, surplus Exchequer
balances were used to repay to the Currency Note
Account Ways and Means Advances and the sums thereby
produced on the latter account to buy Treasury Bills
in the Market. The policy of using Currency Note
Account balances to ease the Market or of withdrawing
surplus funds by the sale of Treasury Bills held by
the account was extended a good deal in later years
though more particularly 1n the period subsequent to
that under review

In 1920 $178,000,000 Anglo-French Dollar
Loan Bonds, purchased in America by H.M.Treasuxy in
anticipation of redemption on 15th October, were taken
over. Also, United Kingdom Convertible Gold Bonds
(issued in Amerioa in October 1919) similarly purchased
in New York, were converted under the terms of the

Prospectus into £6, 738,000 5% National War Bonds
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and transferred to the Currency Note Account

In October considerable sales of 5% War Loan
were made and these were continued into 1921, when also
some large amounts of 5% National War Bonds 1929 were
disposed of.

In the first few months of 1921, Excheguer
Bonds and National War Bonds maturing within a short
period were extensively purchased, and 1n May holdings
of National War Bonds were taken over from the National
Debt Commissioners and from the Public Trustee; there
were also some big transactions in Local Loans Stock

By June the Currency Note Account held about
£56,000,000 National War Bonds of various dates which
were then converted into £91,000.000 3%% Conversion
Loan under the terms of the Prospectus of that issue.
Almost immediately 1t became possible to sell Conver-
sion l,oan in the Market and by the end of August the
holding had been reduced by £9,000,000 Stock. Sales
were also still being made of 5% War Stock, but while
the Conversion Loan sales were made at a profit the
% War Loan was being disposed of at a loss

In August £13,800,000 Exchequer 5% Bonds
1921 were converted into 53% Treasuxy Bonds 1929 under
the offer then made to holders of the former security.

F'rom the foregoing brief survey of the

Currency Note Account Investments it wil! be seen that
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CURRENCY the account often served a very useful purpose
NOTES.

in connection with the financial operations of
the Government, especially perhaps in regard to
the purchase of seourities shortly maturing for
payméent, the subsequent conversion of these
securities in accordance with any terms which
might be offered to the Public and then the sale
on the Market as opportunity occurred of the
security thus obtained. This policy was con-
tinued on a large scale and with much success
subseguently to August 1921

There follows a statement of securities
held for the Currency Note Account at the date of

the last published Return in the years specified.
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1918
|

£33 ,000 |£106,876|8172, 750 | £92,450 (£114,5K0

1,410

=0

1, 704

1,1R8 '

750

26,100 26.100 26. 100

£10.000|£5%, 632/£118,613 £190. 080, £308, 595 £342.869 £336.090/£212, 821

The figures given are the nominal amounts of the holdins
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N.8. The figures given are the norinal amounts of the holdings.
L .
the weximum figures for Weys & Means Advanceg were as follows| Weekly Statements

only taken into congideration)

1914 £13, 000, 000 1918

L9185 £25’ CQQ, 000 191

L9106 €40, 50C, 000 1920

1917 %106, 876, 500 1921 1

Ih
I_Adva“CGS were continuous throughout the period 2nd September 1914 - 3lst

I%.’...%g 1921 except in 1915 when they ran from January to l7/th Merch and again
" 29th nctober to end of year.
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Reserve - Recommendations of Currency Conmmittee

_ Meximum Fiducisry Issue.

“A return to the ordinaxry system of Banking is,
"on the very ground of the late extravaegant fall of the

"Exchanges and high price of Gold, peculiarly requisite.

‘the wvalue of the circulating medium of the and

"paratory reduction of the quantity of paper, and all

'other measures which accord with the true principles of

“Banking .”

(Bullion Report 1%10.)
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Reserve - Recommendations of Currency Committee

- Maximum Fiduciary Issue

The Question of accumulating a reserve of gold
Reserve against the Currency Note circulation arose soon
after the passing of the Act of 1914, and on the
9th September the Bank, at the request of the Treasury, set
aside £3,000,000 sovereigns on behalf of the Redemption
Aceount and undertook that a further £500, 000 should be set
aside every Wednesday until further notice.
October, however, in view of the continued increase in the
circulation, it was thought desirable that the reserve
should be increased at a greater rate and on the following
day a further £3%,000,000 was set aside, the weekly amount
to be so dealt with being increased from £500.000 to
£1, 000, 000.

The Bank enquired of the Treasury whether they
would consent to the substitution of gold bullion and
foreign gold coin for the sovereigns set aside and to this
the Treasury agreed on condition that so long as a cash
balance was msintained on the Redemption Account the Ban
would be prepared to pay Currency Notes presented for pay-
ment out of that balance in standard gold coin. The
Treagury also expressed the opinion that, if at any time
the amount of the cash balance became less than the amount
of gold coin and bullion held upon the Redernption Account,

half of the coin and bullion so held should be in standard
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gold coin.

In December 1914 Ozs. 523,160 775 United
States gold coin was set aside, this amount being grad-
ually increased, while in February 1915 some bar gold
was also earmarked. By 12th May 1915 the Gold Reserve

had reached a total of £28,500,000 ma.de up as follows: -

Sovereigns £16, 700, 000
United States Gold Coin

Bar Gold 3,000, 00

¥rom that date to the end of the period withr
which this history is concerned the Gold Reserve was
maints.lned at this figure, although the form in which
it was held varied from time to time.

Thus in July 1935, owing to diff'iculties which
the Banlt were experiencing in meeting gold requirements,
it was found necessary to ask the Treasury to permit part
of the reserve to take the form of gold held abroad, and
to this the Treasury, whilst expressing their disapproval
of the principle involved, consented on‘condition that
the Bank replaced gold held in England as soon as a con-
venient opportunity occurred. Accordingly £4, 000, 000
raw gold in South Africa was set aside and a further
£4,800,000 in August, to replace the United States gold
coin which was released. An addition of £5,000, 000 was

made in November (sovereigns to a like amount being
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M= 1

released) making a total of £1%,800,000 held abroad.
The position then remained unchanged until June 1918 when
£3, 800,000 South African gold was released and a similar
amount of bar gold at Ottawa set aside in its 0 A
further £1,000,000 was released on the 8th October and
similarly replace?. ¥rom this date wunntil March 1910 no
change in the figures took place. there being £9,000. 00
in South Africa and £4,800, 000 at Ottawa.
a1l this was released and bar gold at the Banl set aside
until November when sovereigns were substituted, thus
raking the Gold Reserve £28,500.000 in sovereigns.
In addition to this reserve silver coin to the
and was still retained on the %]st Auvgust 1921.%
The Cuxrrency Committee, In theirlnterim
Recommendations Report; published on the 15th August
of Currency
Committee 1918, expressed the opinion thet after
the War the conditions necessary to
the maintenance of an effective gold standard should be
restored without delay. The Committee considered that
one of the pre-reduisites for the restoration of an effec-
tive gold standard was that
“"The issue of fiduciary Notes should, as soon as practi-
"cable, once more be limited by law, and the present
“arrangements under which deposits at the Banl of England

‘may be exchanged for legal tender currency without

*This coin was taken over (at face value) to relieve the
Bank of Englend, who had accurulated a large surplus of
¢ld cein in connectien with the recoinage arrangerénts.

*See alao Appendix giving the Jovernor's evidence
before the Cemmittee en 8th July 1318.
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“affecting the reserve of the Banking Department should
“be terminated at the earliest possible moment.

“to transitional arrangements as regards Currency Notes
"and to eny special arrangements in regard to Scotland
“and Ireland which we a8y have to propese when we come to
“deal with the Questiong affecting those parts of the
“Inited Kingdom, we recommend that the Note [ssue | except
"as regards existing private issues) should be entirely
"in the hands of the Bank of England.* The Not hould
“be payeble in lLiondon only and should be legal tender
“througheut the United Kingdom."

The Cemmittee recommended that the principle of
the Bank Chaxrter Act 1844 should be maintained.* namely,
that there should be & fixed fiduciary issue weyond which
Kotes should enly ®e igsued in exchange for. gold, but that
provision for en emergency sheuld be made ty the contin-
uance in force, subject to stringent safeguaxrds. of
Section 3 of the Currency and Bank Notes Acts 1914. under
which the Bank might. with the consent of the Treasury,
tewporarily issue Notes in excess of the legal limit

The,COmmittee foxred the conclusion that it was
not practicsble to settle any precise figure at which the

fiduciary Mote issue should be fixed immediately after

the Wax and-.added -

*In geveyal respects the recommendations of the Currency
Committee were identical with those of a.special Committee
appointed by the Bank of BEngland to consider the Bank Act
and kindred patters, which reported on 26th November 1918.
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"We think it desirable, therefore, to fix the amount
"which should be aimed at as the central Gold Reserve,
"leaving the fiduciary issue to be settled ultimately at
“such amount as can be kept in circulation without caus-
“ing the central Gold Reserve to fall below the amount
"so fixed. We recommend that the normal minimwr of the
"central Gold Reserve to be aimed at should be, in the
"first instance, £150, 000, . Until this amount has
"been reached and maintained concurrently with a satis-
"factory foreign exchange position for at least & year.
"the policy of cautiously reducing the uncovered Note
"issue should be followed.
"effected, the actual maximum fiduciary circulation in
"any year should become the legal maximum for the
"following year, subject only to the emergency arrange-
"ments previously recommended.
"working normally on the basis of a minimumn reserve of
'£150, 000,000, the position should again be reviewed in
"the light of the dimensions of the fiduciary issue as
"it then exists

"We do not recommend the transfer of the exist-
"ing Currency Note issue to the Banl: of England until
"the future dimensiong of the fiduciary issue have been
"ascertained. During the transitional period the issue
"should remein a Government issue, but new Notes should

“be issued, not against Government securities, but against
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"Bank of England Notes, and, furthermore. when oppor-
“tunity arises for providing cover for existing uncovered
"Notes, Bank of England Notes should be used for this
"purpose also. Demands for new currency would then fall
"in the normal way on the Banking Pepartment of the Bank
"of England.

"When the fiduciary portion of the issue has
"been reduced to an amount which experience shows to be
“"consistent with the maintenance of a central Gold Reserve
"of £150,000, ’
"retired and replaced by Bank of England Notes of low
‘denomination in accordance with the detailed procedure
“which we describe. "

As an outcome of the recommendations of the
Committee £250,000 in Bank of England Notes were set aside
on the 6th August 1919 as a reserve against the Currency
Note issue and the policy was adopted (until temporarily
given up in November 1920, as explained later) of setting
aside further Notes each week when the circulation of
Currency Notes increased. By the 22nd Deoember 1920 the
Ban}: of England Notes sct aside had reaohed a total of
£19,450,000 at which figure they stood on the 31st
August 1921.

In their final report (3/12/1919) the Committee
expressed the view that, as demobilisation was fast
approaching completion and it was hoped that fresh Govern-

nent borrowing would shortly cease, efTect should now be
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CURRENCY given to the recommendation made in their Interim
N Report regarding the fixing each year of a legal
maximum for the fiduciary circulation of Currency
Notes for the following year, subject only to the
possibility of an excess issue under Section 3 of

the Currency and Bank Notes Act 1914.

Maximum A Treasury Minute was passed on the
Piduciary
Issue 15th December 1919 giving effect to

this recommendation.

The highest point of Currency
Notes outstanding in the
yvear 1919 was on the 3rd
April,* when the Notes
issued amounted to £3249,108,298:10: -

Against which the gold
held was 28,500,000 -;

Leaving a fiduciary
issue of £3220,608,298:10: -

The actual maximun fixed for the year 1920 was
£320, 600, 000.

By the beginning of July 1920, the
fiduciary issue was fast approaching the maximum
fixed for the year and the Governor wrote to the
Treasury on the 12th July stating that in the
opinion of the Bank the time had been reached
when the report of the "Committee on Currency

and Foreign Exchangesafter the War" should be

*The maximum lssue coincided with the date of
the weelkly Retumn.
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made more fully effective, retaining (if the
Treasury so desired) the £5,000,000 margin below
the maximwn fiduciary isgsue which the Treasury had,
it was understood, long determined to keep. * The
Governor therefore advocated that the maximum
fiduciary issue of Currency Notes should be taken to
have been reached, that the Bank Rate and Treasury
Bill Rate should be raised by steps if and when the
circulationgscontinued to rise, and that further ex-
pansion ghould fall on the Issue Department of the
Bank of England if need be under the Currency and
Bank Notes Act,

The Treagury decided however to adopt the
expedient of treating as cancelled, for the purpose
of the first part of the wee<ly Currency Notes
Return, outstanding Currency Notes of the first and
second series which had been called in under Treasury
Order of the 1lth June 1920, This was effected, as
previously mentioned, und2r the provisions of a
Treasury Minute of the 21st July which also laid
down that, in the second part of the Return, a head-
ing be introduced among the liabilities under the
title "Notes oalled in but not yet cancelled." The
effect of this was to reduce the Notes outstanding
by =7,149,000 and to increase the margin below the

maximum fiduciary issue to £13,719,000 on the date

*I[t is of interest to note that about this time the
Bank muggested to the Treasury the initiation of
Prepaganda by the Post Office Savings Bank having

for its object the reduction of the amount of
Currency in circulation; such a campaign 1f success-
ful to be taken up perhaps also by the Banks.
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of the Minute. At the beginning of August, with the
holiday movement, the margin fell to some £7,500,000, but
the Notes outstanding did not again aprroach the limit
until the last few days of the year, when the margin was
reduced to £2/3,000.000 despite the fact that £/00, 000 in
Banlk Notes had been met aside on the 22nd December for the
Currency Note Account in pursuance of the policy which had
been carried out consistently from August 1919 until
November 1920 but which had then been suspended owing to
the lo'mess of the Bank's Reserve

below £12,000,000 for 3 days in Decenber.

In the year 1920 the highest
point* of Currency Notes
outstanding was on the 23rd
December

Against which the gold and
Bank of England Notes held
amounted to 47,950,000

Leaving a fiduciary issue of

which figure was accordingly the maximum for the year 1921

The maximum was never approached during the year,

*According to the published figures. The actual maximum was
on the 24th December when the total was £366,689, 740 leaving
a fiduciary issue of £318, 729, 740.
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Management Terms — Re—-issue - Note Register

Treasury Minute of the 6th August 1914 paragraph
5 refers to a deduction by the Bank of England of whatever
amount may be agreed between the Treasury and the Bank as
fair remuneration for the latter's services in connection
with the issue and withdrawal of Currency Notes

On the 16th September 1914 the Bank wrote to the
Treasuxry raising the gquestion of the future management of
the issue of Currency Notes and pointing out that the work
was onerous and troublesoume.
under the circumstances the best course would be to relieve
the Bank of the duty and that, if desired, tliey would make
arrangements to this eff'ect with the Inland Revenue as
from the introduction of the Notes of new design then in
contemplation, Ag, however, an immediate transfer would
be attended with inconvenience the Treasury enquired
whether the Bank would not be willing to continue the work
until the termination of the War, and if so, at what soale
of remuneration. The Bank answered that if the transfer
would involve oonsiderable inconvenience, which they were
most unwilling to cause, they would be prepared to continue
the management until the conclusion of War, without any
remuneration, The Treasury accepted the offer with thanks

and the arrangement is referred to in Treasury Minute of

3rd May 1915.
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On the 30th March 1916 the Treasury circularised
the Bankers through the Committee of Clearing Banks in re
gard to the withdrawal from circulation of clean Currency
Notes. The Treasury drew attention to the fact thet
efforts had been made by the Bank of England to induce
the larger Banks to secure as long life as possible for
the Notes but without satisfactory results so far. The
Banks were accordingly reguested to refra.in, as far as
possible, from remitting to the Bank of England Notes fit
for further circulation, to discontinue stamping clean
Notes and to use their influence with their customers to
prevent them doing so.

In October of the same year the Inland Revenue
raised, through the Treasury, the question whether pre-
ventable wastage of Currency Notes was not stili occurring
but, after some discussion, were satisiied that some
apparent wastage was inevitable owing chiefly to the fact
that Banks might be divided into two categorles, collecting
Bankg and paying Banks; a collecting Bank could only dis-
pose of a gurplus by paying the Notes in to the credit of
their account at the Bank of England.

On the 8th February 1917 the Treasury wrote to
the Bank regarding the serious risk of fraud in connection
with the new issue of Currency Notes. A holder of a
mutilated Note could obtain allowance for the value provided

a fragment containing at least one complete number were
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CURRENCY presented to the Post Offiice. Notes had up to that

time been cancelled by a hole perforated through the
centre, consequently there was a risk that the sorters
at the Post Office, who counted the Notes on their
return from the Banii of' Englend, might take away small
numbers of Notes and obtain value at a Fost Office
without detection. As 1t was impossible to keep a
numerical register in ¥Yar time, the Treasury suggested
that a new cancells.tion syster be adopted: a hole to
be drilled through both numbers on the Note. To this
proposal the Bank assented, but before a formal request
to this effect was received, the Treasury brought up
the question of the arrangements by which Notes, when
Wwithdrawn from circulation, had been cancelled by the
Bank of Bngland and thereafter transmitted to the Post
Off'ice, there to be counted and eventually destroyed.
Diffiiculties had arisen on account of' the prevailing
shortage of labour in providing at the Post Office for
a complete check of' the cancelled Notes by count while,
if as was proposed, the numbers were to be partly
obliterated the value of any detailed scrutiny would

be lessened. The Treasury therefore asked the Banlk to
undertake the whole responsibility for the withdrawal,
cancellation and destruction of the Notes and mentioned
that, in the event of the issue being continued as a

Government issue after the War, it was their intention
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to arrange for the keeping of a complete

numbers of the Notes. The new proposals

of a temporary character. The BankX did not

to accept this responsibility without a register and while
forgery of the Notes had been shown to be a comparatively
easy matter; they felt that if it were Wmovmn that their
examination and count were final and that the Notes would
be destroyed immediately the risk of fraud would be
immeasurably increased and the work thrown upon the Bank
in the matter of additional check would add to the expense
of management. T™ey offered, however, to make arrange-
nents to provide the paper, to print and issue the Notes
keep a register and generally to accept responsibility for
the lssue and payment of the Notes in consideration of a
reasonable remuneration over and above actual out.-of- pocket
expenses; and suggested that meanwhile a check by the Post
Office might be provided by the counting of a proportion of
the Notes cancelled. The Treasury decided to continue for
the time being the existing system but once more requested
the Bank to cancel by a hole drilled through each of the
numbers on the Note. The Bank, replying on the 2lst Mey
1917, suggested as an alternative that Notes be cancelled by
cutting off two or possibly trree corners. This proposal
was approved in June but, as previously explained. owing to
the delay in the delivery of the guillotines required for
the work a start could not be made with the new method until

December, and meanwhile the Notes were cancelled by holes
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puiched through each of the numbers.

On the 17th September 1917 the Treasury
wrote to the Bank that, having regard to the increased
cost and durability of the new £1 Notes, it was very
desirable that unsoiled Notes should be re-issued and
said that they understood the Bank were prepared to
undertake the work. A system of re-issue was accord-
ingly instituted, but the total of Notes re-issued
never reached any really large figure as will be seen

from the following particulars:-

Notes re-issued in 1918 £2,150, 000
1919 £1,83%,000
X C 1920 £4,160.000

1921 £895.000 (to 31 August)

Exceptional circumstances account for the large figures
of' the year 1920. A critical examination of the Notes
paid 1n each day with a view tc re-issue was never
attempted: the method employed was to put on one side
parcels of Notes which appeared to contain a considerable
proportion of good Notes in numerical sequence. A more
extensive system was found to be impossible. particularly
in view of the practice of cancelling Nctes before
counting them which it was found necessary to adopt, as
explained in the next paragraph.

In May 1918 the Treasury referred again to this
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CURRENCY question of re-issue, asserting that a very large

proportion of good Notes was being returned to the
Post Office. The Bank said that the staff available
had so far been insufficient to carry out the work as
strictly as could have been wished, but that it was
hoped to provide additional clerks for the work in
the nesr future. This was, however, found to be
impracticable and the matter came up again in August
of the same year, when the Bank informed the Treasury
that so far from being able to increase the staff
employed on Currency Note work they had found it
necessary to experiment in a means of reducing th
staff by an alteration of practice whereby the can-
cellation of' Currency Notes would take place before
counting; this would at any rate permit of a portion
of the work being carried out by a lower grade staff.

In July 1919 the Post Office asked the Ban
to consider again whether they could undertake the
whole responsibility for the withdrawal, cancellation
and destruction of Currency Notes. The Bank, for
reasons previously advanced, were still not prepared
to accept the additional responsibility and asked for
further time to consider the matter.

In 1919 the Inland Revenue carried out some
tests to discover whether the number of Notes fit for

re-18sUe was sufficient to justify the exmpense which

Bank of England Archive (M7/158)



THE BANK OF ENMGLANO, 1914—1021,

“HAPTER VI

_I:"_A.;'TI': _\O_'T:: :L:.‘

CURRENCY a general system of re-issue would involve and came to
NOTES.

the conclusion that no advantage, but rather the reverse,
would result from any alteration.

rewinded of this opinion in the Spring of 1920 when the
Post Office once more returned to the subject.

A8 the Bank had only undertaken the manage-
nent of the Currency Note issue free of charge during
the War, the Qquestion of remuneration was the subject of
various discussions with the Treasury in the course of
the year 1919, On the 24th Pecember the Governor wrote
to the Treasury at considerable length on the subject.
He divided the work into three sections -

Section 1.
Printing:- entrusted by the Inland Revenue to

Messrs. Waterlow Bros. & Layton Ltd.

Sectign 2.
lgsue, payment and cancellation:- hitherto under-

taken by the Bank free of charge.

Sectlon 3.
Final test examination (partial only) and
destruction:- hitherto carried out by the Post

Office.

The Governor emphasized the desirability of the

whole of the work being placed under one management and

Bank of England Archive (M7/158)



THE @ANK OF ENSLAND. 10141021,

BAVK NOTES AND CURRENCY NOTES.

Sectlon 1

The Bank of England after learning that they would
probably be asked to substitute a Banlt issue for
the present Notes, had already placed orders for
about half of the new maohinery required to pro-
duce in the necessary quantities a plate-engraved
Note worthy to take its place as part of the
permanent currency of the country.
proposed that the work should be taken over by
the Banl: as soon as they were in a position to do
80 and be performed at cost (as defined below
under Section 3).
recommendation of the "Committee on Currency and
Foreign Exchanges safter the War" to which refer-

ence has been made previously.

Section 2.
As from lst vanuary 1320 the Bank should recover

from the Treasury the "real full cost”.

Section 3.
The Bank would be willing to take over this duty
at cost, tcgether with any such further wecrk
incidental thereto as might be agreed upon, as,

for ewample, the keeping of a Note register;
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the cost to include a proper proportion of
overhead charges, any expenses incurred in the
prevention and detection of, and prosecution for,
forgery, Josses resulting from the payment of
forged Notes, interest on capital outlay and a
sum calculated to amortize the latter within the
terms of the contract. The agreement to be for.
say, 20 years subject to supersession if it were
subsequently arranged that the Bank should take
over the issue as part of the Banlz issue or do
the work on an agreed scale of charges.

The discussions continued until March 1920 when
the Treasury wrote confirming the conclusion provisionally
reached: -

1. The production of the Notes to remain under the
control of the Board of Inland Revenue.
2. A small Committee to esamine the problem of a Note
register. The Committee was conposed as follows -
Chairman - Sir Warren Fisher, K.C.B., Secretary to the
Treasury.
Sir Gordon Nairne, Comptreller of the Bank
of England.
Sir Percy Thompson, X.B.E., C.B., Deputy
Chairman of the Board of Inland Revenue.
Sir G.B.P.Murray, K.C.B.. Secretary to the

Post Office.
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The terms of' reference were -

To consider by whom and in what manner a register
of Currency Notes should be kept and to make
recommendations in regard thereto and also in
regard to the re-issue and destruotion of Notes
and the machinery for making allowance for
mutilated Notes, etc

The Committee held several Meetings but by the end of
August 1921 they had not made any recommendation or
issued an Interim Report

In February 1921 the Bank referred to the
suggestion contained in the Covernor's letter of the
24th December 1919 that, as from the 1st Jsnuary 1920,
the Bank should be repaid the amount of the actual
expenses incurred by them in conducting the issue, pay-
ment and cancellation of Currency Notes.
replied that they would be ready to consider payment of
the Bank's claim and an account for £74,589:11:10 was
accerdingly sent in on the 16th March 1921 in respect
of the year ending 31st December 1920 The claim was
settled in May of the same year the sum payable being
roundad off to £74,500.

In arriving at the amount to be charged to the
Treagury for the period in Question overhead charges
were taken into account, but subsequent eXxperience showed

that the figures under this head had been considerably
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the presentation of claims on this basis was an entirely

fresh experience to the Bank

dravn up under a scientific Costing System.
y
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