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Freezingz Regulations In The U.S.A.

the
Although the policy of freezing was 1lnitiated byAU.S.A.

while still at peace, the objectives as they emerged were seen to be
closely akin to those of the U.K.Trading With the Enemy Act. The
basic authority for the measures was the U.S.Trading With the Enemy
Act of 1917, an Act which, with amendments, once again became fully
operative after the U.S.&zg at war, and the machinery of its
administration was to a large extent merged with the machinery set
up for the administration of the freezing regulations.

Freezing blocked the balances of countries conquered by
the enemy}and countries adjacent to enemy territory, nationals of
such countries in the widest sense and persons who had dealings with
such countries. But an American was not prevented in any way from
paylng dollars to any forelgn country not subject to these Orders,
such as the U.X. There was no need to impose Exchange Control as
such. The U.S.A.had ample gold reserves to meet any withdrawal of
capital which could be foreseen: she had a continuously favourable
balance of trade until the enormous growth in the shipment of war
supplies, and there was little attraction in moving capital to any
other centre.

The policy of "freezing" the assets in the United States
of specified foreign countries and their "nationals" was lnitiated by
an Executive Order (No.8389) of April 10, 1940, relating to Norway
and Denmark. A 1list of countries covered by this and subsequent
amendments is as follows -

Effective date

Norway and Denmark (excluding Iceland) April 8, 1940
Netherlands, Belgium and Luxemburg May 10, 1940

France (including Monaco) June 17, 1940
latvia, Estonia and Lithuania July 10, 1940
Rumania Oct. 9, 1940
Bulgaria March 4, 1941
Hungary March 13, 1941
Jugoslavia March 24, 1941
Greece April2s, 1941
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Finally, on June 14, 1941, a new and somewhat revised
Executive Order (No.8785 replacing No.8389) extended the list of
affected countries to the whole of Continental Europe excluding
Turkey. (Russia was included but was subsequently named by the
Secretary of the Treasury a "generally licensed country", i.e.one
having the same status as a country not named in the Order.) In the
case of each blocked country the Order covered not only the mother
country in Europe but also its colonial possessions, mandated
territories, etec. :

China, Japan, T;i;;;;d and Hong Kong were added later,
but June 14, 1941 was made the effective date in each case. The
definition of "foreign country" was broadened on December 26, 1941,
so that thereafter any territory occupied by the enemy automatically
became frozen.

These Orders and the regulations made thereunder were
issued under the authority of the Trading With the Enemy Act of 1917,
which as amended authorised the President in time of national
emergency to prohibit except under licence certain c lasses of
transactions by any person subject to the jurisdiction of the United
States. These classes of transactions were described in the Act as
follows -

1. Any transactions in foreign exchange.

2. Transfers of credit between or payments by or to banking
institutions as defined by the President.

3. Export, hoarding, melting, or earmarking of gold or silver
coin or bullion or currency.

4, Any transfer, withdrawal, or exportation of or dealing in any

evidences of indebtedness or evidences of ownership of

proberty in which any foreign state or a national or political

sub-division thereof, as defined by the President, has any
interest.

Executive Order No.878%5 defined the classes of prohibited
transactions somewhat more fully, but it invoked the authority of the
Act only with respect to transactions of these sorts which were "by,
or on behalf of, or pursuant to the direction of"..... any country

named in the Order or any "national" thereof, or which involved

"property
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"property in which ....... any interest of any nature whatsoever,
direct or indirect"...... had been held by any such country or

any "national” thereof on or since dates specified for each country.
All such transactions were prohibited subject to authorisation by
the Secretary of the Treasury.

"Nationals"” of a blocked country included any persons -
regardless of citizenship - who were domiciled or resident there at
any time since the specified date for that country; amy subjects or
citizens of that country, wherever domiciled or resident; any
partnerships, corporations, etc., operating principally in such
country or in which a substantial interest was held by "nationals"
of that country; any person acting on behalf of a "national™ of that
country; and finally, any person whatsoever who the Secretary of
the Treasury determined was or would be deemed to be a national of
that country. The Secretary of the Treasury later named as
"generally licensed nationals" - i.e.persons having the same status
as persons not originally covered by the Order - any individual
residing in the United States on 23rd February 1942, or any firm
which was blocked solely on account of the interest of such an
individual, and certain designated foreign banks and New York
agencies of foreign banks.

The term "banking institution™, as used in the Order,
covered not only banks, brokers, etc., but any business enterprise
which granted credit as an incidental part of its operations.

Administration of Licences

The Secretary of the U.S.Treasury was authorised by the

Order to issue regulations and licences thereunder. The Treasury also

solicited the assistance of the Federal Reserve Banks as fiscal agents

S
in the administration of the licenéing system under the Order.

Transactions forbidden by the Order could be licensed
under general or specific licences. General licences were publicly
issued by the Treasury. Some of them exempted f rom the Order
certaln classes of transactions, either entirely or within specified

limits relating to the amounts involved. Or they might be used to

designate generally licensed countries or nationals, or to effect

certaln
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certaln relaxations in the provisions of the Order with respect to
favoured countries. Or, finally, they could make interim provisions
to soften the first ilmpact of the Orders.

Specific licences were granted by the Treasury or the
Federal Reserve Banks in response to particular licence applications.
Such applications were received by the Federal Reserve Banks in the
first instance.

Specific licences could relate gmF to a single payment,
security transfer, etc., or they could relate to a series of inter-
related transactions. In the case of so-called "blanket" licences,
they could cover for a stipulated period all the normal operations of
a foreign-controlled bank or business firm in this country. However,
transactions engaged in under the terms of blanket licences - and of
most of the published general licences - had to be reported
periodically to the Federal Reserve Banks.

Objectives of Control

Executive Order No.8389, with i1ts series of amendments,
applied only to countries which came under German or Russian
occupation or domination beginning in April 1940. It almed in the
first instance at two ends:

(a) Resolving the difficulties of American banks and other
custodians of property owned by the occupied countries which were
confronted with conflicting claims to the property and which incurred
legal risks in acting upon - or failing to act upon - instructions

which might well have been given under duress; and

(b) protecting the legitimate interests of the occupied countries

and thelr nationals by asserting a sort of trusteeship over theilr
assets in this country.

Two further objectives were visualised from the outset,
of which the first was ultimately fully recognised but the second
remained more or less undefined. These were:

(c) Preventing the Axis powers from acquiring and utilising assets
in the U.S.A.; and

(d) gaining a position which would eventually prove useful for
bargaining purposes with European countries, and which would even
provide a means - through offsetting arrangements - of redeeming

American claims on European countries.
When
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P
When the first freezing order was issued, in the Spring
of 1940, its significance as a measure of economic warfare against
the Axis was not fully appreciated, or at least was not publicly
acknowledged. In the following months, as more and more German-
occupied countries were made the subjects of freezing orders, this
aspect of the matter became more prominent. Attention was drawn in
public discussion to the inconsistency in trying to prevent Germany
from utilising the dollar assets of conquered countries, while still
permitting her free control over her own funds in the U.S.A. The
Order of June 14, 1941 answered this criticism, and the proclamation
which accompanied it clearly stated that one of the objectives was

"to prevent the use of the financial facilities of the United States

in ways harmful to national defeqﬁé and other American interests".

The final objective, safeguarding American claims on
European countries, was acknowledged in public statements by the
Secretary of the Treasury, but necessarily could take definite shape
only in a post-war settlement.

Following the entry of the United States into the war
their Trading With the Enemy Act became fully operative, and there
was no need to establish fresh machinery. All that was required was
a General Ruling to the effect that no transaction involving an
eneny, as distinct from a national of a blocked country, could be
licensed without specific reference to the Trading With the Enemy Act
as well as the Freezing Regulations. An Alien Property Custodian was
appointed, but by agreement he confined his activities largely to
dealing with enemy businesses operating in the U.S.A. Transactions

in gold, dollars and securities continued to be regulated by the

Treasury.

Some of the More Important Aspects

Spain, Portugal, Sweden and Switzerland

These countries were blocked under the Orders but were
allowed to operate under General Licences which provided, broadly

speaking, that only those transactions were allowed which were

effected by or on behalf of the Government or the Central Bank, or

were guaranteed by some specified authority nct to be indirectly on

behalf of some other blocked country. The object was to prevent,

so far as possible, the use of neutral names as cloaks for

transactions
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transactions by enemy countries.

Nationals of blocked countries resident outside such countries

Although freezing applied to all such persons, in practice
it was considerably modified by means of General Licences. For
example, one General Licence (23rd Feb.1942) freed all such persons
resident in the U.S.A. Another permitted trade transactions even
though they involved a blocked national, provided they were between
countries in what was termed the general licensed trade area, which
included North and South America, Russia and the whole of the
Sterling Area.

Control of imported notes and securities

Under general rulings all currency notes and securities
imported into the U.S.A., other than from the U.K., Canada, New-
foundland and Bermuda, were held blocked until the Treasury
authorised their release. Travellers to the U.S.could, however,
take in up to $50 free of this restriction. The restrictions were
eased for U.S.troops and for special (occupation) U.S.currency.

The Proclaimed List and ad hoc freezing

A list was published of persons who were not nationals of
blocked countries within the meaning of the Regulations, but who
upon being placed upon this list were treated in every way as if they L
were. There were some further borderline cases which were dealt j
with under the process known as "ad hoc freezing" (Nov.1942), which
avoided the publicity attached to the Proclaimred List but otherwise
probably had much the same effect.

Census of Foreign-owned Property

As an aid to administration, the U.S.Treasury compiled, in
the most detailed form, a complete census of all foreign-owned
property in the U.S.A.

Co-operation by friendly countries

Dollars could be held by blocked nationals through banks
in friendly countries, @and in order that such dollars should not

escape control these countries agreed to co-operate in varying

degrees with the U.S.A.in enforcing parallel restrictions on dollar

balances so held. Restrictions were imposed on dollar balances

held
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held by non-residents throughout the Sterling Area with this
objective 1n view. This is referred to in more detail below.

Trade with Iatin America was not seriously affected before
the Order of June 14, 1941, but this Order brought within the scope of
the freezing regulations the consicerable proportion of this traffic
in which the Iatin-American importers and exporters were citizens of,
or firms controlled by, Germany, Italy, Spain, and Portugal. The
economic warfare aspect of the control was again evident in this
connection. The Order offered an opportunity to reinforce the
efforts of the Export Control Administration and the State Department
to oust Axis traders in Iatin-America. The Export Control had
Jurisdiction only over exports - not imports - of certain categories
of goods, while the State Department relied upon appeals to American
firms to sever voluntarily their relations with Axis interests. The
Foreign Funds Control, on the other hand, could enforce its authority
to eliminate all trade with such interests.

The problem of enforcement was obviously very difficult.
Direct and indirect Axis interests in Iatin-America had to be ferreted
out, and steps had to be taken to acquaint all American foreign
traders with the identity of such interests. At the same time,

relief had to be extended to other Iatin-American traders who,

although blocked nationals by the letter of the Order, were innocent

of subversive activity and were in fact promoting inter-American trade.

Some administrative problems

The task of maintaining in a frozen state European assets
in the U.S.A.was simplified by the sympathetic attitude of the
occupied countries, and by the fact that in aany case normal trade and
financial relationships with Continental Europe had been suspended
after the Spring of 1940. The principal administrative problems
arose in connection with remittances to the blocked countries, the
requirements of alien refugees in the U.S.A.who were "blocked
nationals'", security transactions and foreign trade transactions.

Remittances to the blocked countries by any person in the
Unjted States were considered to fall under the Order, since the
recipient was a blocked national and had an interest in the transactian

Personal remittances, however, constituted the livelihood of many

residents
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residents of European countries, and general licences were issued
authorising limited remittances to blocked countries, with somewhat
more liberal terms if the recipients were American citizens.

One general licence permitted securities in blocked

accounts to be sold in bona fide transactions on a national securities ﬁ
|

exchange if the proceeds were deposited in the same blocked account. P.'

A shift of assets from cash into securities was not permitted, h
however, if it appeared that it might provide a means for bringing

American enterprises under foreign control.

fi
The outstanding problem in this fieldmwas to "!

A
i 1

prevent Germany from realising on American securities looted in the
occupied countries. Of course, securities looted by the Germans
could be sold legally in the U.S.A.only under licence, but the task
was to prevent their being imported and sold without disclosure of
their origin. With this in view, special procedures were established
for dealing in all securities, whatever the apparent ownership, which
were registered in the names of residents of the blocked countries or
which bore tax stamps, notarial seals, or other markings indicating
that they had once been in such countries. To supplement these
procedures, a further machinery was established whereby all securities
imported into the U.S.A. (except those from certain British countries)
had to be deposited with the Federal Reserve Banks until they were
cleared of suspicion. Finally, it was found desirable to forbid
persons in the United States to acquire securities physically

situated abroad, since such transactions would obviate the importation
and examination of the securities.

Import and export transactions to which a blocked national
was a party fell under the Order not only because of the payments in
connection therewith but also because they involved the handling in
"the United States of "evidences of ownership of property" - i.e.drafts,
bills of lading, etc. ~ in which blocked nationals had an interest.
The volume of tresde transactions with Continental Europe itself was
very limited, of course; the principal impact of the Order in this
field was upon trade with the Empires of the frozen countries, and

with citizens of, or firms controlled by, the blocked countries who

were resident in Latin America.

The Order
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The Order of l4th June 1941 (extension to the whole of

Continental Europe) followed a declaration by the President of the

U.S.A.of a state of "unlimited" national emergency on 27th May.*

This step changed the emphasis of freezing control from a
defensive weapon primarily intended to protect the property of invaded
countries to a frankly aggressive weapon against the Axis. The
enemy's assets in the U.S.A.were said to amount to about $7,000
million.

The U.S.Treasury at once asked for U.K.co-operation in
supplying them with information about enemy "cloaks"™, not only in
neutral European countries but also in the U.S.A. As a first step
we gave them our Black List.

As the U.K.and Eire were exempted from the freezing, it
was important that the U.K.Control should prevent, if possible, any
transfer of funds held by British banks in the U.S.A.for account of
nationals of the newly-frozen countries. Consequently on 16th June
the banks here were informed that no U.S.dollar funds or securities
held for persons not resident in the Sterling Area should be released
without the prior permission of the Bank of England.

At first the U.S.Treasury thought it unfair to ask the
British authorities to take responsibility for permitting or refusing
transactions. British banks should give their American agents full
details and leave it to them to obtain a licence if necessary. The
Bank of England objected to this proposal, pointing out that the U.K.
Control had full powers throughout the Sterling Area to require
disclosure of information: bankers could therefore give the Bank of
England full particulars without fear of being sued for disclosing
the secrets of their customers. In addition, the Bank had other

sources

*The declaration was made because "a succession of events makes it
plain that the objectives of the Axis belligerents «+..se... are not
confined to those avowed at the commencement, but include overthrow
throughout the world of existing democratic order, and a world-wide
domination of peoples and economieS....,.c.™
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sources of information and possessed the machinery of control.
They considered that the alternative arrangement would not relieve
them of any work.
The final arrangements were not concluded until 20th
August, when the Governor cabled to the Dominions (except Canada,
who presumably had taken independent action), the Colonies, and the
Central Banks of other Sterling Area countries. In the interval,
however, substantially the practice indicated below had been followed.*
The powers of the Bank of England, under the Defence (Finance)
Regulations, were used to control:
(i) Withdrawals from U.S.dollar balances held by residents of the
U.K.on behalf of residents outside the Sterling Area.
(11) The carrying out of any instructions regarding U.S.dollar
securities on behalf of residents outside the Sterling Area.
(1ii) The carrying out of any instructions regarding gold or
securities held in the U.S.A.on behalf of residents outside
the Sterling Area.

All transactions, whether or not permissible under the

U.S.Freezing Orders)were first examined in the light of Trading With

the Enemy and Exchange Control legislation. If there were no
objections on these or other grounds the Bank of England acted as
follows:-

(a) They permitted operations on the accounts of residents of non-
frozen countries (including those which had been granted on
unrestricted General Licence) provided there was no reason to
suppose that the transaction involved the Government or a
national (including resident) of a blocked country or concerned

property in which such Government or national had an interest.

If they did so, applications were dealt with as under (b) or
(c).

{b) They instructed applicants on behalf of customers who were
nationals of frozen countries (or residents therein) which

had been granted a limited general licence by the U.S.
authorities

*At any rate from end July. See M.E.W.cablegram to Washington 25th
July.
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authorities to refer their customers to the person or
institution operating that licence. On learning that the
transaction had been sanctioned by this authority, the Bank
approved. (Owing to the unco-operative attitude of the
Banque Nationale Suisse, transactions on behalf of Swiss
nationals were referred after October 1941 to the U.S.A.

The Swiss authorities objected to the accumulation of dollars
and were not anxious to know details of American trade: if
they did not know they could not tell the Germans, who were
always trying to obtain information.)

(c) They instructed applicants on behalf of nationals of frozen
countries (or residents therein) without a limited General
Licence tolgefgr the transaction to their correspondents in
the Haﬁﬁzs—gtﬁjga ef america  if their customer agreed.

If the customer did not agree the transaction was not
permitted.

At a later date it was decided, as an exception to (b),
to approve without reference trade transactions between Portugal,
Spain, Sweden and Switzerland and the U.S.A.covered by a General
Authorisation (No.S59), which provided that Federal Reserve Banks
could issue licences promptly in all cases where a transaction
involved neither a name on the Proclaimed List nor a debit to the
account of a national of some blocked country other than that to
which the goods were consigned.

In order to simplify administration it was also agreed
with the U.S.authorities that the Bank should approve without questions

(a) Any cases where the account was being transferred to the
control of a bank in the U.S.A.

{b) Any transfers under $500 which appeared to be free from
suspicion.

The Americans were originally provided monthly with
schedules giving particulars of all items dealt with without prior
reference; by agreement this practice was discontinued early in
January 1942,

The application of the freezing orders and the licences

issued under them, with the numerous amendments which followeq,

caused
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caused the Bank much work in settling the many queries raised by
particular transactions; but correspondence from this side w%sbggﬁ?r_
taken mainly by the Ministry of Economic Warfare through the 42;32439
Embassy in Washington. Qccasionally the M.E.W.consulted the Bank,
but important points of principle in which the Bank were particularly
concerned occurred on a few occasions only.

One of these concerned the Argentine. From time to time
there were proposals by the americans to freeze Argentine assets in
the U.S.A., either generally or in selected cases, and this led to
strong protests by the Bank.

A more general question arose in October 1941 and
December 1942. In October 1941 British banks were being asked by
their U.S.correspondents to disclose details in any case where assets
held by them with their.correspondents in the U.S.were for the account
of blocked nationals. This question came up in connection with the
census of foreign assets in the U.S.A. but had s pecial force because
if a British bank disclosed the assets in question they immediately
became blocked. The Bank of England were most unwilling to concede
the principle that British banks should make this disclosure, and
contended that all assets standing in British names should be treated
for census purposes as British. At the time our Embassy in
Washington succeeded in getting the American Treasury to agree on this
point; but it was raised again at the end of 1942, when considerable
difficulty was experienced in explaining to the British Embassy, for
transmission if necessary to the Americans, the exact reasons for the

British point of view. The best account of the Bank's attitude is

(44
contained in a letter frogﬁgolton to M.E.W.on 8th March 1943;

"Thank you for your letter of February 26th with enclosure
regarding the disclosure of customers' accounts held by British
banks in the U.S.A. to the American Authorities. I would first
point out that it is only as a result of wartime legislation that
H.M.G.1s in the possession of information regarding the relations
between bank and customer. The necessity for this is fully

understood
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understood by all parties concerned, but I doubt whether this

gives H.M.G.the right to disclose such information to third
parties, such as interested foreign Governments. If, however,

a disclosure is made, the wartime legislation does not give banks
any protection against a legal process for damages that might, in
certain circumstances, be commenced by a customer. There is,
however, a wider aspect of this problem; the relation between
banker and customer is of an entirely confidential nature and one
of the great strengths of the British banking system is that this
relationship has become a code of behaviour which is rarely, if
ever, transgressed. I feel convinced that if it becomes generally
known that this code is being broken by the Government for purposes
only tenuously associated with the war effort, great damage would
be done to public confidence in the banks as a whole.

It 1s possible, however, that our American friends might
say that they required these detalls not because they might be
interested in the third parties individually, but because it would
help to satisfy their insatiable appetite for statistics. I doubt
whether this would be a good excuse but, nevertheless, if we were
to give way I believe that our position would be seriously weakened
in relation to other countries. We had a number of experiences
before 1939 of European monetary authorlities anxiously seeking
information regarding their residents' sterling assets. We were
then 1In the happy position of being able to say that in no
circumstances would we have disclosed such information even if we
had it. Fortunately, in those days our information was of a very
scanty and unreliable nature, but one can foresee obvious
difficulties if H.M.G.were exposed to requests from foreign Govern-
ments to provide information about the assets of their nationals and/
or residents in the U.K. Once you put a foot on this very slippery
slope I believe you will find it extremely difficult to draw back,
particularly under any form of pollitical pressure.

We feel so strongly on this subject that we are embarrassed
by Washingtonts friendly efforts to strengthen our Exchange Control

by sending us details of American assets held by residents of the

Sterling
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Sterling Area. It is a tribute to the law-abiding instincts of
the public and, perhaps, to some extent to the efficiency of the
Exchange Control, that examination of the lists so far received
has produced no results. Even if we were able to produce a case,
it is doubtful whether we could act on this information as we

foresee the possibility of strenuous objections coming from the

American banks who originally gave the information to the U.S.

Treasury.
There is, perhaps, another case to be made from the
point of view of the possibility of loss of business if there were
a general exchange of information about banking assets, but I
would not wish to drag into this subject arguments based upon the
more petty profit and loss aspects. I feel less unhappy about
passing on information about individual accounts at the direct
request of the U.S.Authorities, where they have good particular
reasons for asking, but I would like it agreed that there should
be no request for information except on security grounds........"
The British Embassy were not convinced. Mr.Stopford,
the official who had dealt with freezing matters from the beginning,
wrote (unofficially) on 9th April:
®....... I was a 1little shocked at Bolton's line of argument. I
find it very difficult to believe that the passing of information
regarding banking accounts by H.M.G.to the Government of our
greatest Ally for the purpose of assisting us to win the war would
seriously shake confidence in England or in neutral countries in
our banking system. A great deal of water has gone over the dam
since the days before 1939, and surely we are going to face in the
future an entirely differen#t situation, Our banking reputation,
like everything else, is likely, to my mind, to depend more, first,
on our winning the war, and second, on our showing that we can be
tough when the need arises, than by being too squeamish over our
clients' interests.
It would, of course, be quite fatal to use with the United
States Treasury the arguments put forward in Bolton's letter, and

especially to make any reference to the possibility of loss of

business, as the recurring criticism which we have to face here is

that when it comes to the point, we are not prepared to sacrifice
our
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our business interests to winning the war....."

And again on 29th April:
Meesenee I agree that the problem which I am posing is not an
exchange control problem, nor indeed a trading with the enemy
problem. The problem is an M.E.W.one. It is, I think, admitted
that there are certain cases where banks, which are not enemies by
definition, are acting largely as agents for the enemy. The answer
which the Treasury and T.W.E.give is that we should put such banks
on the Statutory List in all cases, but it was part of my definition

that we were dealing with cases where for political reasons we

could not use the Statutory List weapon. What I was trying to get

at was to see whether there was any lesser weapon which we could
use, as it really seems to me intolerable from an M.E.W.point of
view that we should have to admit that we could do nothing effective
in such cases to express our disapproval. Now, the Statutory List
is a public and published notice to the world that we regard a
particalar person or firm as an enemy and that we require any
person who values our good will to desist from any relations with
that person or firm. The device of ad hoc freezing has an
entirely different basis. It does not declare that the firm is an
enemy nor does it make any demands on our friends. It merely says
that, since a particular firm is giving considerable comfort to

the King's enemies, we see no reason why it should enjoy facilities

in the United Kingdom. If the firm has to tell its customers that

it cannot do business for them in the U.K.and so give a certain

publicity, that is just too bad. But we do hot damage its

reputation by telling its customers that we have taken action

against it. Similarly, the question whether the bank can or
cannot use its sterling funds directly to help the enemy is
irrelevant from my point of view. We are merely saying that,
until it behaves itself, we will not give it any advantages in

the United Kingdom. I find it difficult to believe that any
neutral government would take serious retaliatory action on behalf
of one of its banks against such a common sense measure of defence

on our part.

The question of powers is not one which I am competent to

discuss. I do not even know whether the power to freeze ad hoc
could
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could be claimed under existing legislation or whether
parliamentary sanction would be necessary; but I do find it
difficult to believe that Parliament would refuse its sanction
to any reasonable measure directed towards the damaging of the
enemy's activities in neutral countries.”
With the views expressed in the former letter one of the
representatives of the Treasury in Washington appeared to agree.
At this point the controversy dropped and the American Treasury do
not seem to have raised the question again. But it is of interest
to recall that the Bank of England's views on the confidential
nature of the relationship between banker agd customer were maintained
by them in the war of 1914-18 against even their own Government.
There was one other point which the Control took up from

time to time, but without any result.

General Ruling {No.5) under the U.S.Freezing Regulations

required that any securities, and also since 19th May 1942 U.S.and
foreign currency, imported into the U.S.A. must be delivered to a
Federal Reserve Bank. In effect amounts so imported remained
credited to blocked accounts unless satisfactory evidence was
produced that no "blocked interest" was involved. Exceptions were
made for imports from Great Britain, Canada, Newfoundland and
Bermuda only. In practice only currency in excess of $250 was
treated in this way.

Throughout the Sterling Area there was a satisfactory
export control on securities and on this basis the Control made
representations to Washington, through M.E.W,, for the extension of
the exceptions to the rest of the British Empire (in particular to
Northern Ireland, in the light of complaints received). The reply
was that (a) the U.S.Treasury made no distinction between the four
countries named above and the rest of the Empire and that (b) they
were not aware of practical difficulties and therefore preferred to

make no alteration.

It appears, however, that the British Embassy some time

before had asked the U.S.Treasury whether an amendment of their
General Ruling to exempt other British territories was a delicate

Subject
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subject. The U.S.Treasury had said that they would rather the
British Government did not press the matter as it would be likely
draw criticism to their favoured position "particularly as no
practical inconvenience, except in censorship, appeared to arise".¥

From 19th May 1942 the position became complicated
because no satisfactory control of the import of U.S.dollar notes
existed in the Sterling Area. Moreover, to control notes within a
limit of $250 would have given rise to complications, since in some
cases $250 would be quite insufficient for travellers' needs, an
argument which was reinforced when the U.S.limit was subsequently
reduced to $50. Il was held that no import control which
we might establish could be fully effective unless and until the
Americans established an export control, which they were apparently
unwilling to do. We also felt that the practical inconvenience of
such a policy’in view of the large numbers of U.S.forces in the
Sterling Area,would outweigh any advantages.

Considerable practical difficulties arose over the

encashment of dollar notes by certain Sterling Area territories, but
they were settled without any modification of the general position
referred to above. The U.S.authorities were also concerned as to

the possibility of evasion of their control through the U.K.but

&
statistics showed that this was onhyery small.Sque“

In November 1944 a controversy arose which, on a matter of
principle (the right of control over sterling income), the Bank
pursued with some tenacity until a solution was found a full year
later. Thefﬁanksu]nnitted, through the Treasury, three cases in
which they felt that they could not accept the restrictions which a

rigid

*Viscount Halifax 6.7.1942.
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rigid interpretation of General Ruling No.l1le of the U.S.Freezing
Orders would impose. That Ruling prohibited access to safe deposit
boxes except under authorisation; and it seemed very doubtful in
these instances whether the required licences would be given.

In onecase sterling securities had been deposited by
U.K.banks (two of them the London offices of U.S.banks) with banks
in New York. The owners were one Swiss and two Portuguese nationals;
and it was necessary to send the bonds or certificates to London.
In Case A they were British Government securities, held on Swiss
account, the couponé on which were exhausted. Case B was concerned
with Brazilian bonds held for the Portuguese customer of a London
bank, and on which the holder wished to give his assent to Plan "B"
of the Brazillan Government's repayment scheme, delivery of the
assented documents in London being required by 31st December. In
Case C the Néw York bank held securities for a Portuguese - a
naturalised British subject, who had complicated matters by electing
to remain indefinitely in Portugal (on grounds of ill health), since
under U.S.Freezing Orders he was regarded as a Portuguese wational
while under U.K.Regulations he was a U.K.resident.

Correspondence between the Bank and the Treasury, the
Treasury and M.E.W., and between M.E.W.and the British Embassy in
Washington extended from 9th November 1944 until 16th November 1945.%*
The Bank in addition prepared special briefs dealing with each case
in turn for submission to Washington in the $pring of 1945.

After consultation with the U.S.Treasury, the British
Embassy in Washington cabled (9.12.1944) that general licences were

inapplicable,but that the Americans had offered to release the

securities in question in return for reciprocal treatment of

similarly placed dollar securities held in the U.K.

The Control point of view was expressed in a letter from
the Bank to the Treasury (22.12.1944) referring to this cable......
"There is, in our view, no justification for the administrative

application

*See F.E.237.70 (vol.s).
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application of normal practice under the U.S.freezing legislation to
purely sterling securities which are held in the U.S.A.by banks, who,
in turn, held the securities for the account of blocked nationals in
Neutral countries. The fact that such securities are both payable
and held in accounts here seems to us clearly to establish H.M.G.'s
Jurisdiction irrespective of the physical location of the documents
of title and we would like to suggest that an approach on these lines
should be made to the U.S.authorities. It is unreasonable that
through the incidence of the U.S.Regulations we should be obligeqd,
not only to give up our rights of control over sterling income, but
to remit it to the U.S.A.instead of to the country of nationality of
the owner if we are willing to do so.™

The letter also pointed out that U.S.banks already
received reciprocal treatment "...... not only in its narrower
aspect but in a wider field" since the U.K.did not freeze the assets
of neutrals.

A meeting (31.1.1945) representing the Treasury, the
Bank, M.E.W.and T.W.E., decided that if the Americans could not be
approached on a matter of principle they might reasonably be asked
to concede an "administrative adjustment of current practice™, an
outcome of this decision being the Bank's briefs mentioned above.

The first of these memoranda was a general statement of
the case, and in its final paragraph asked the U.S.authorities......
"whether, as a measure of co-operation, they would for their part
be prepared administratively to relax the full vigour of their
freezing legislation and allow U.K.banks to deal with sterling
securities and income thereon to the extent that they would be
permitted to do under U.K.legislation had the document been physically
located in the U.K.instead of the U.S.A."

On 20th February the Bank wrote to the Treasury enclosing

the briefs which they had prepared and requesting that they should be

passed on to M.E.W. A decision Being apparently no nearer, the

Bank wrote to the Treasury agein on 2nd May, saying that a decision
that
was urgent. On 18th May they learntAthe briefs had not yet been

forwarded.
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After a further lapse of three months the Bank wrote
again to the Treasury (24.8.1945) pressing for some speeding up and
adding that they were holding back, pending a decision on the three
cases already submitted, a number of other instances of residents
with assets blocked in the U.S.A.

On 3rd November a direct communication from the British
Embassy in Washington informed the Bank that, as a result of further

discussion "with the stubborn back-room boys" they had secured

complete elimination of the "objectionable paragraph about neutral

holdings which had 'for good measure' but disingenuously been
inserted in the draft licence designed to give effect to the inter-
Custodian settlement”. The Bank informed T.W.E.that from their
point of view the outcome "could now be regarded as acceptable”

(L. 16.11.1945).
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Ref: F.E.2054.52
AT L 3 31)

Relations with the Canadian Control*

Exchange Control relationships with this Dominion were in
a special class, if only because Canada was a part of the Empire but
not of the Sterling Area; there were also large numbers of Canadians
living in the U.i., and later Canadian troops domiciled here, while
there were similarly a number of U.K.nationals in Canada, augmented
during the war by British Missions aad evacuees.

In the Spring of 1940 a reciprocal arrangement apopears to
have been suggested under which Canadians resident in the U.x.and U.K.
nationals resident in Canada should both be exempt from the Foreign
Exchange Regulations of their respective countries of existing
residence. This principle, so far as granting Canadians resident in
the U.K.exemption from U.K.Regulations 1 and 5 was concerned, was
acceptable to the British authorities; but the definition of the

residential status of the individual nationals of one country living

in the other was not so easy to determine. In the first instance, thej),

arrangement made for Camnadians in the U.X. that the selection of
persons to receive exemption from the G.K.Regulations was to be the
responsibility of thé Canadian KHigh Commissioner in Loncoan.

This was not only calculated to cause delay by iatroducing
a further authority, but was unfortunate since the Canadian High
Commissioner was assuming functions properly belonzing to the Exchange
Control. The High Commissioner could not be expected to bear in
mind all the considerations which would influence the Control, or to
arrive at the same conclusions. Hence, by Ausust 1940, there was
general agreement that the High Commissioner should drop out znd that
hig functions should be taken over by the U.K.Exchange Control or the
two Controls in consultation.

During the period when the Canadian High Commissioner in
London was issuing the certificates against which exemption was

granted to Canadians here his office raised the guestion of bthe

status

*See also under "Interrupted Communications"{Appendix .... to this
chapter) and "Insurance" {(Appendix .....J.
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statug of Canadian wives of Enclishmen. The EBnglish wives of
¢apnadlans who wenb back to Casnada with their children were al

to transfer £100 per annum for their own use, with £50* for each
child. Similar treatment was claimed for Canadian wives of
Englishmen, and ian augast the Treasury agreed to it. The Treasury
did not, however, agree to the further reguest that such wives should
also be allowed to enjoy any income derived by them in Canada, holding
that their status was assimilated to that of their husbands, who were
treated as residents of the U.K., and that it would not be equitavle
to make a distinction between one resident and another.

The Bank of England were anxious throughout to meet the
wishes of .anada, and by the end of august agreement between the
Controls on Residential Status had been reached except on one or two
minor points, The official text of the Agreement, however, was not
completed until near the end of the year, although during 1940
decisions had in faet been based in general upon its principles.

In Decexber the Bank issued F.E.115, notifying the banks
that the issue of certificates by the High Commissioner had been
discontinued, and that future questions of the residential status
under the D.(E)R.of Canadians in the U.K.and U.Kk.nationals in Canada
should be referred to the Bank of England.

The Residential Status Agreement of 1940 read as follows:

71, (a) A Canadian national who haé entered the United Kingdom
from Canada for permanent residence prior to the 3rd
September 1939 shall be treated as a resident of the United
Kingdom.

(b) Conversely a British national who had entered Canada
from the United Kingdom for permanent residence prior to the
ord September 1939 shall be treated as a resident of Canacda.

(a) A Canadian national who was temporarily in the United
Kingdom on the 3rd September 1939 and has since that date
continued to stay there and now intends to extend his stay

indefinitely or intends to remain there permanently shall be

treated as a resident of the United Kingdom.

(b) The

¥By the end of January 1941 it was agreed that this remittgn?e should
be made for children who had returned to Canada unaccompanied by

their mothers.
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{b) The converse shall apply egually.

Ia Che former case the ynited Kingdom Control willnotify the
Canadian Control of their ruling and of the g ub ted
their jurisdiction, and in the latter cmse the Canadian
will advise the United Lingdom Control. Ihe Control
country from which the person concerned departed shail not

ase 4 g Galie
A Canadlan natio whe Septembel
1959 from Canada to the United Kirsdom shall continue to be
Greated as a resident of Canada until such tire as tne
United Kingdom Control are notified that his assets have
been released by the Canadian Control.
shall contain
(b) The
4, In connection

Canadian Control will avoid purchasin
Kingdom nationzls who he
accident of the
5. (a)
permanent residence Irom the United Kin
resident of Canada upon arrivel in that country by the
Canadian Control, who, however, in determining his status
will apply the test hitherto applied by the High Commissioner
for Canada (see below).
Control that a returned Camnadian national has been ruled a

resident of Canada, the United Kingdom Control will release

all assets of such a person.

Wwhen determining whether the Canadian national
concerned is "not more closely connected with the United
Kingdom than with Canada"* the Canadian Control will require
the applicant to furnish them with the following particulars

in writing:-~

(i) Length

*The phrase employed in the Certificates issued by the Canadian High
Commigsioner.
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Length of residence and occupation in the United
Kingdom.

Nature of connections maintained with Canada.

Present domicile and intentions with regard to future
domicile.

Date and place of birth.

Country in which Income Tax is paid and

Any other facts which might tend to show that his
connection with Canada is closer than his connection
with the United Kingdom.

In particular "residence" in Canada will not be attributed
to returning Camadian nationals who were resident in the
United Kingdom for reasons of personal preference only.

The Canadian Control will refer to the United Kingdom
Control any case in which it appears inequitable to
recognise a change of status from "resident in the United
Kingdom" to "resident in Canada'™.

AS an administrative arrangement it has been agreed
that the Bank of England will, on behalf of the Canadian
Authorities, apply the above-mentioned test (Points i - vi)
to Canadian nationals wishing to return to Canada, bvefore
they leave this country. If the Bank decide that the
applicants are to be considered as "resident in Canada"
their ruling will bind the Canadian Authoritiss. Ir,
however, fhe Bank are not satisfied that the applicants
should be so regarded, they will -

(i) Give an interim refusal.

(ii) Instruct the applicants to pass the relevant

detzils to the Bank of Canada, Ottawa, for.final

decision (wnicn;decision will bind the United

Kingdom Control)

(1i1) Advise the Bank of Canada, Ottawa, promptly of
the names of Lthe applicants to whom the interim

refusal has been given,
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If then the applicants proceed to Canada before the
final decision is given, they will do so at the risk of
their being subsequently ruled ''resident in the United
Kicgdom".

(b) The conwerse will apply equally.

6. The issue of certificates of partial exemption by the
High Commissioners shall be discontinued: existing certificates
shall continue to be operative.

7. The High Commissioner for Canada will be enabled to make
representations in exceptional cases where special circumstances
appear to justify some exemption. These will be either -

(i) Cases of Canadians still in the United Kingdom or

(ii) Cases where a person has gone to Canada and the Canadian
Control have referred the case to the United Kingdom
Control for decision.
The presence of ordinary residents of Canada in the United

ordir United

combatants.

9. In individual cases presenting aspects of difficulty or
hardship the Control of the country of residence may make special
rulings, the particulars of which shall be reported to the other
Control, who may make representations in the matter if they so
wish,

10.
continuence
limited amounts
in Canada of United
for English wives
The Agreement did not
residence was cthar than Canada

from the Far East or occupied Conbinental Europe, Mhis category

comprised, broadly speaking, persons who under normal U.K.Control

practice
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practice were re ardec¢ zs5:-
(i) resident in the U.K., i.e,members of H.M.forces, Bmbassy and
Consular Officials and their families, or
(i1) residents of a part of the Sterling area occupied by the
enemy, or
{(iii) non-residents.
The British subjects in (i) continued tc be regarded as
"resident"; the sterling accounts of those in (ii) and (iii), were
blocked under U.K.Regulation 3C{2A4) ané their foreicn currency assets
made subject to Canadian jurisdiction. This general rule was subject
to the proviso that Canadian nationals could, after consultation
between the U.K.and Canadian Controls, be designated "“residents of
Canada". (For further information see "Refugees: Ex-and Pseudo Ex-
Enemies"),
Other British subjects arriving from countries outside the
Sterling srea (except the Far East and occupied Zurope) were being
treated by the Canadian Control differently.
were designating such persons as resident of Canada, but general
refusing to purchase any sterling balance held at the date of
designation. This procedure was likely to prove embarrassing to the
U.K.Control: while they were not committed to accept Canada's
decision, it was obviously preferable that there should not appear to
be any divergence of views between the two Controls so far as the
individual was concerned; moreover there might not be powers under
the U.K.Regulations to block a sterling account which the Canadians
refused to purchase.
It was therefore arranged that the position of such
persens should first be clarifieéd with the U.K.Control. If the

immigrants had some good reason for settling in Canada, e.j,firm

connections with the Dominion, they could: be redesignated as Canadian
.»D'

residents, AS, however, Canasda was at no Gtime anxious to become a
large holder of sterling, and pn the other hand was eager to acquire
U,S.dollars, the U.K.Control agreed to redesignate as "Canadian"
regidents of certain countries (at first Switzerland and the U.S.A.)
and to sell U.8.dellars to the Canadian' Contrel to the equivalent of

the
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therrelative sterling balances at the date of redesignation. AS with

the advent of the Special accounts and Central American jAccounts the
U.X.Control gradually codified their views on the relative hardness
of various currencies, so this practice was extended; but no general
line was laid down until September 1942.

In July 1940 and January 1941 certain arrangements were
made about the sterling accounts of Canadians, aad in kiay 1941 about
the Canadian dollar accounts of residents of the Sterling Area.

Under ¥.E.76, of 18th July 1940, Canadians having sterling
accounts could receive credits from residents in the Sterling Area or
from residents in ‘Canada or Newfoundland, and could make payments from
their accounts to similar persons. On the same day F.E.77 notified
bankers that the Canadian Control would release only sterling or
Canadian dollars for _oods of Sterling .irea origin imported into
Canada or Newfoundland whether the goods were purchased in the
Sterling Area or elsewhere, jher purchased in the U.5...for sterling,
the sterling paid by the Canadian Control through Canadiu:n banks to
persons resident in the U.S5.A.could be credited to U.S.Registered
Accounts.

By F.E.120 of 3rd January 1941, on receipt of instructions
from authorised Canadian banks certain payments of sterling, in
addition to those authorised by F.E.76 and ?7, could be made by U.X,
banks for accouat of residents of Canada to Registered, Special or
"ordinary" sterling accounts of persons outside the Sterling .irea.
These payments covered a limited number of transactions (e.g.,the
payment of coupons on Canadian sterling bonds) the nature of which had
been made known by the Canadian Control in their "Instructions to
Autnorised Dealers™.

A Regulation introduced in Canada on lst May 1941 permitted
transfers from Canadian dollar accounts of residents of the Sterling
Area to be made solely to other Sterling Area residents, or to
residents of Capnada or hNewfoundland.

As regards the Canadian dollar accounts of non-residents
of bhe Sterling Area, Canada or Newfoundland, it was agreed that banks

aehe Sterling Area could arrange for transfers only between residents
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of the same country, or could make payments {in accordance with
Regulations) in Canada or Newfoundland. Credits had to come from
authorised sources in Canada or Newfoundland. F.5.147 of 1l4th June
1941 called attention to these nev Reguiations (which were the

counterpart of the U.K.canalisation of payments - F.E.76).

Capital Transfers

At the beginning of August 1941 the Canadian Control

Board enquired as to the policy of the U.K.Control in regard to

transfers of capital to Canada:
Y..... Within a short while after the introduction of Control we
realized that, since your regulations permitted transfers of
sterling to be made between non-residents without formality and
since you regarded Canadian accounts as being non-residgent, it
was possible for large amounts of sterling to be transferred to
Canada by persons who were not under your Control.
transfers were obviously an embarrassment to both you and us and
we accordingly did our best to prevent them by instructing our
Authorized Dealers that they must not purchase sterling from non-
residents.

When, in July of last year, you introduced the so-called
'canalization' and imposed restrictions on transfers of sterling
to and from Canadian accounts, we took it for granted that you
would in future do all the necessary policing. Accordingly, we
relaxed our previous ruling and told our Authorized Dealers that
they 'may assume that instruments issued by banks in the sterling
area which clearly contemplate payments in Canada have been issued
pursuant to authority granted by the United Kingdom Control.t
At that time we were making periodical gold settlements with you
for accumulations in excess of our repatriation programme and
while we definitely discouraged transfers of capital froon the
sterling area to Canada by refugees, we were actually getting

bhard currency settlement in cases to which you gave your approval.
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The situation has chaonged since the end of 1940 in that
you are no longer making periodical settlements with us.
Consequently capital transfers simply add to our sterlin

accunulation &nd to our financing problem within ¢ : pi

caniiot convince myself thit there is any real justification for

further adding to our accumulation snd in so doing using up the
Canadien dollar resources of ocur Exchange Fund for the purpose
of facilitating private transfers of capital, particularl.y when
the parties concerned have no long-standing connection with
Canada.

There may be in sowe instances perfectly good grounds for
transferring private capital in order to further the production
of war materials needed by uvhe United Kingdom. these
it may suit best that transfers be made in the form of Canadian
d@ollars, bdbut this need nct necessarily be stipulated.
point is that any proposed transfers of private capital for
commercial purposes (such as plant expansipn for war purposes or
otherwise) should not only have your appr 4t
ought to be consultation with us to ascertain if we regzard the
transaction as justifiable..." N :

Care anderic

‘The Bank agreed to consult the/Foreign Bxchange Control
Board before transfers of capital for commercial purposes in excess of
£500 were allowed, and made arrangements to this effect with other
Sterling Area Controls likely to be concerned. They also prepared
and forwarded a list of capital transfers to Canada between Pecember
1940 and August 1941, which showed a total of some £891,000, of which
Legacies or similar payments had accounted for all but about £706,000,

The situation in which the U.k.had ceased to be able to
supply gold or Canaaian dollars to meet a large part of their
expenditure in Canada made it politically necessary for the Canadian
Control Board to scrutinise very carefully the procedure under which
they were becoming long of sterling; the same considerations applied
equally, of course, after the $1,000 million gift (Jan.1942); and
further correspondence took place from October 1941 to February 1942

on capital transfers, etc. The Bank of Canada in October suggested

the
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the introduction of the blocked sterling procedure which had been in
force for other couantries from 23rd November 1940, but were ready to
admit without question capital tramsfers up to £500, ana for amounts
in excess of this sum if approved by Casnada. The restriction was not
to apply to the maturity proceeds of life, marine or other insurances,
all of which could be transferred. Transiers of capital in excess of
£500 would not be allowed by refugees or Sterling Area residents to
Canadian accounts without prior agreement by the Canadian Control.

The Bank of England accepted the proposal of blocked
sterling, but thought that capital transfers up to £500 might involve
difficulties with the U.S.A.as making a discrimination between
Canadians and americans. They would prefer to reduce this to £5
only, except as regards legacies, when £100 should be the limit.
{(Legacies, indeed, were the principal form of capital transfer, as
stated above). To the accounts on which no capital transfers would
be permitted, there should be added those of Canadian nominee
companies controlled under Regulation S(C).

By the end of the year the position was that the U,I.
could meet the wishes of Canada 2s regards future payments but saw
difficulties as regards the past: cases were still outstanding where
a refugee had been advised that under ¥.E.46 his sterling would be
available to him in Canada; and moreover it was normal practice under
F.&.83 to allow a trans-migrant refugee to transfer to his country of
ultimate destination any specified currency assets and gold surrendered
toe the U.K.Control.

The new administrative procedure was intre

,"{‘#2"/ j
FebruarxA but was somewhat revised at the end of Apri

arrangements were &s £0llows(Mewerrnndum fov v beamdd ekl
"I, Application of blocke
II. Redesignation of sterling

residence ia Canada.

Capibtal payments from the U.X.to residents of Canada

(Regulation 3L) —

The procedure detailed in the Wotice to Banks and Bankers

on EBElocled Sterling Accounts of the 23rd NWovember, 1940, will be

applied
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applied to residents of Canada. The normal concessions for
amounts under £5 and the first £100 of legacies will apply. No
releases for any purpose other than investment in approved
securities from an account of a resident of Canada blocked under
Regulation 3E or of any amount properly payable to such an account
will be permitted without the prior approval of the Canadian
Foreign Exchange Control Board, Ottawa, to whom applicants must in
all cases be referred.

As regards releases the following procedure will apply:-

(a) Sterling amounts to be disbursed in the Sterling Area

The Foreign Exchange Control Board, Ottawa, will communicate

their decision to the applicant and advise the Bank of
England in cases where any release is approved.

(b) Sterling amounts to be purchased against Canadian dollars
by the Bank of Canada

The holder (in Canada) will be required to instruct the
banker in the United Kingdom keeping his Blocked Sterling
Account to transfer to the Bank of Canada's ordinary account
at the Bank of England, london, such sterling as is to be
released. These instructions will be transmitted through
the Bank of Canada in Ottawa to the Bank of England. On
receipt, the instructions may be regarded as an "order to
pay" and after being stamped "authorised" by the Securities
Control Office will be passed to the Drawing Office via the
Chief Cashier's Office, Trade & Payments Section, for
presentation to the drawee bank for payment and subsequent
credit of the proceeds to the ordinary account of the Bank
of Canada under advice to that bank.

II. Redesignation of Sterling Accounts

Except in the following instances, the Bank of England

will not change the designation of any sterling account to

"Canadian" unless the prior approval of the Foreign Exchange

Control Board, Ottawe, has been obtained:-

(a) Returning
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(a) Returning Canadians covered by paragraph A (i) (a8) velow.

(b) Accounts which are blocked at the seme time as they are

redesignated.

A. Persons proceeding to Canada from the U.K.

(i) canadian nationals

(a) The accounts of Canadian nationals covered by paragraph 5(a)

of the text of Agreement on Anglo~Canedian residence of
November, 1940, may be redesignated by the Bank of England
as those of residents of Canada.

(b) The accounts of Canadian nationals whom the Foreign Exchange
Control Board refused to regard as returning Canadians
(ie.,persons who were in the U.K.for reasons of personal
preference) will continue to be treated as those of
residents of the U.K.

(ii) British subjects (other than Canadian)

(a) Those who entered Canada for permanent residence more than 12
months before the outbreak of war - any accounts which may
still be regarded as resident should, on application, and &after
consultation with the Foreign Exchange Control Board, be
redesignated as those of residents of Canada.

(b) Those who entered Canada for permanent residence shortly before
the outbreak of war (up to 12 months) - sterling accounts to
continue to be regarded as resident. If the decision is
disputed on good grounds the case should be referred to the
Foreign HKxchange Control Board, Ottawa.

(c) Those who were temporarily in Canada on 3rd September, 1939,
and have since that date continued to stay there and now intend
to extend their stay indefinitely or intend to remain there
permanently - sterling accounts are to continue to be
regarded as "resident",

(@) Those who have left the United Kingdom since the war with
permission of H.Mm.Government for the purpose of taking up
employment in Canada - such cases should be dealt with in

accordance with the procedure set out in paragraph II(2) of

the memorandum
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the memorandum of the 29th April, 1942, headed 'British
Nationals'.

(e) British women allowed to leave the Unitad Kingdom for Canada to
marry persons permanently resident there - their accounts should
be blocked under Regulation 3C(2B): the £1,000* concession
provided for under the Committee's ruling of 20th January, 1942,
will be met by a sale of Canadian dollars against sterling, not
by a sterling tranaferf, Canada will recognise such persons as
resident in Canada and will not object to their receiving their
sterling income.

**This arrangement does not apply where the marriage takes place
in the United Kingdom. The question of residential status
should in such cases be referred to the Foreign Exchange
Control Board, Ottawa.

(f) Residents of the U.K.who married members of Canadian Forces and
have become widows - pensions and allowances due to such widows
will be payable to them in Canada. The question of their
residential status will be referred in each case to the Foreign
Exchange Control Board, Ottawa. If they are not prepared to
regard such persons as resident in Canada for all purposes, their
sterling funds will continue to be treated as those of a resi-
dent of the United Kingdom. We will permit remittances to
Canada sufficient to bring the amount of pensions and allowances

received in Canada up to the "Canadian wives concession™

figure, i.e.,£100%** par annum plus £50 per annum for each child.

(iii) Foreign nationals

In general the Canadians are agreeable to ‘EE.168
treatment being given to foreign nationals entering Canada,
including the transfer of income on their sterling securities,

but it will be necessary to make the following adjustments to

that procedure. Those

*Later raised to £2, 000.
fLater the Canadian Control once more began to accept sterling transfers,

**Women marrying in the U.K.residents of Canada received the same
trestment subsequently.
***Later raised to £240 p.a.for the mother and £120 p.a.for each child.
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Those who left the U.K.after the issue of F.E.168

{a) Refugees - we will sell U.S.dollars against sterling in respect
of all gold, specified currency balances or securities (except
Canadian dollar beslances and securities) surrendered to H.i.
Treasury before departure, irrespective of whether such
currencies are still specified or not. Such U.S.dollars must
be placed at the disposal of the refugee at a branch in Canada
of a Canadian bank in order to ensure that they will be sold
to the F.E.C.B.who must be advised by the Bank of kEngland of
the details of all cases sc dealt with, For Canadian dollar

balances or securities we will sell Canadian dollars. This

concession will be worked administratively under F.E.168 with-
out a Notice.

(b) U.S.nationals - We will redesignate sterling accounts as
"Canadian" and sell U.S.dollers to the Bank of Canada.
Settlement with the Bank of Canada will be effected on the 1st
September next znd at the end of every six months thereafter
when a schedule giving full details of accounts so re-designstad

will be sent to the F.E.C.B.
Those who left the U.K.before the issue of F.E.168

(a) F.E.83 cases - F.E.168 procedure regarding sterling accounts to

be applied / i.e., block under 3C(2B)/.

(b) Persons who have specifically been promised treatment under
F.E.46 either by the Control or by their own bankers - we
adhere to our undertaking to allow F.E.46 treatment and explain
the case to Canada.

B. Persons proceeding to Canada from the Sterling Area other than the U.K.

When an application is received, the Bank of England will
themselves consult with Canada (if necessary after having obtained the
views of the local Control).

C. Persons proceeding to Canada from countries outside the Sterling Area.

(a) Persons whose accounts are subject to Regulation 3C(24) - we

adbhere to the treatment set out in F.E.164 whether the account

holder elects for treatment under paragraph 2(a) or 2(b) of

that Notice.
Note: The Foreign Exchange Control Board, Ottawa, must be con-

sulted before the account of a Canadian national, which

is

Bank of England Archive (M5/535)



is blocked under 3C(24), is released and designated as
Canadian resident on his return to Canada.

(b) Persons going from non-enemy territory - our general?® practice
that we do not redesignate unless it suits us is to remain
unchanged, i.e.,we shall refuse to redesignate as Canadian the
accounts of persons going to Canada from any non-enemy country
outside the sterling area. Cases of returning Canadians
should be referred to the Foreign Exchange Control Board,
Ottawa.

Note: In the case of U.S.nationals moving from either enemy or
non-enemy territory to Canada and of persons of any
nationality moving to Canada whom we regard as residents
of the U.S.A., we will redesignate sterling accounts as
Canadian and sell U.S.dollars to the Bank of Canada.

As regards settlement with Canada, see paragraph II A.(iii)

(b) above.

I1
It should be noted that Sections II A.(ii) {(b) and/A.(ii) (c)°

above are somewhat at variance with the terms of paragraphs 1(b) and
2{b) of the "Text of Agreement between the U.K.and Canadian Controls
on Anglo-Canadian Residence?. If in any particular case the Foreign
Exchange Control Board have ruled a person coming within either of

these Sections to be a.resident of Canada as regards his sterling us

well as his currency assets, we shall abide by such ruling.

29th April, 1l942.

*There were certain administrative exceptions.
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The next question that arose (February, 1942) concerned the
profits of subsidiaries and branches in Canada of U.K.parent campanies,
As a ganeral principle the Canadians thought that total current
earnings since the beginning of the Control, i.e., profits after
deduction for depreciation and taxes, should be remitted in cash.
This, however, w&s not a thing which the Canadian Control could them-
selves enforce: it was also a matter for the U.K.

The Bank of England thought that no standard formula to deal
with profits was possible. It was in Canada's interest as well as in
that of the U.K.that the assets of such concerns should be maintained
at full strength. The Bank's practice was to examine the cash,
inventory and taxation position. They would be glad of the guidance
and assistance of the Canadian Control. The Bank were also prepared
to allow spara cash of such branches and subsidiaries to be invested

in Canadian War Loans, etc. On the question of inventories, it was

agreed with Canada that there might be advantages at times in allowing

stocks to be built up (though not for post-war purposes): remittance
cculd come later when stocks ran off in the normal course.

Agreement was eventually reached on all such points. In
- April 1942 the Bank of Canada sent out a questionnaire to Canadian
banks in order to obtain information as to-the holdings by residents
of the Sterling Area of Canadian dollars and securities, U.S.dollars
and securities, and sterling balances, with certain exceptions
(including amounts under §1,000). This information, which was
subsequently passed to London, was sought not only as a measure of co-
operation between Controls, but also with a view to ensuring that where
possible all Sterling-Area-owned Canadian dollar assets should be
mobilised against the Canadian Mutual Aid arrangements.

The number of questions still arising out of aspects of the
Control in which both countries were interested made it desirable to
come to some clear understanding as to the demarcation of their
respective spheres of influence. Canada naturally felt that the

extent to which she had to finance the Sterling Area deficit in the

IBalance

R —S—————S——
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"

Balance of Payments entitled her to decide what types of payment
should be credited to Canadian sterling account. Again, there had
been instances where the Canadian Control had been inclined, through
a mere excess of zeal, to attempt to decide questions which were
properly the concern of the U.K. Among the points to be settled was
a concession made by Canada to the U.S.A.under which she paid sh:;
U.S.dollars for certain scarce commodities controlled by the U.S.A.
but bought by thg; from the Sterling Area. The Bank of England
agreed to provide U.S.dollars in reimbursement for these payments and
also, more generally, for all remittances by Sterling Area Controls
which the Bank of England and the Bank of Canada subsequently should
regard as outside their Agreements.

i s H.M.Treasury did not much like this undertaking but were
toldA;% would not involve the loss of any large amount of reserves.
Possible claims were thought not to exceed £500,000 in all.

OQutstanding questions were mostly settled by the introduction

of an agreed 1list of payments operative from 23rd September, 1942.

"(a) Sterling area Controls will ordinarily approve remittances to
Canada only if the payment is covered by the attached schedule of
agreed types of payments.

If, however, a remittance is approved as an 'agreed payment' and

the Foreign Exchange Control Board subsequently feel, and the

Bank of England agree, that the ‘transfer should not properly be

regarded as an fagreed payment', the Bank of England will sell
U.S.dollars to the Bank of Canada equivalent to the amount of
Canadian dollars or sterling transferred. {1

(b) Where a sterling area Control feels that a payment not falling

under one or other of the categories of agreed types of payment V 1

is justified on compassionate grounds or for other special

reasons =

(i) transfer may be approved forthwith and U.S.dollars sold to ('
than i

the Bank of Canada (sterling area Controls other/that in I ‘n

the United Kingdom will either refer applications to the 11

Bank h '| “l
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(a)

{b)

()

()

(e)

(r)

Bank of England prior to approval or advise the Bank of
amounts transferred without prior reference).
(ii) the application may be referred by the Bank of England to the
Foreign Exchange Control Board, Ottawa, for a decision as
to whether the Board are prepared to purchase the sterling
or permit a Canadian dollar transfer without subsequent
settlement in U.S.dollars (sterling area Controls other than
that in the United Kingdom will refer such applications to
the Bank of England)."
The following was the schedule of "agreed types of payment'...
Balances held on sterling bank accounts as at the close of
business on the 2nd February, 1942, by persons who have been
residents of Canada since prior to 3rd September, 1939.
Balances held on sterling bank accounts by Canadian nationals
who have ‘returned to Canada for permanent residence since 3rd
September, 1939, 1ess amounts held on behalf of third parties,
etc. (See memorandum of the 29th April, 1942, *Redesignation
of sterling accounts from resident to non-resident” )

Balances in the nature of a dowry and not exceeding £1,000*

owned by British women who become residents of Canada as a
result of merrying residents of Cenada or persons normally
resident in Canada.

Reasonable expenses in Canada of residents of the sterling area

travelling in Canada on business or in an official capacity. '
Remittances required for the maintenance in Canada of residents | t
of the sterling area in amounts not exceeding £250/ to any lfh
person in any calendar year and remittances required to meet |
reasonable medical and hospital expenses incurred in Canada, Fi
Payments to residents of Canada of the following types, whether
or not deposited to a sterling bank account, provided that in

the case of a payee (other than a Canadian national) who has

become a resident of Canada subsequent to 3rd September, 1939, ”‘
such person became entitled to receive such payments subsequent |
to

*Subsequently increased to £2,000.

e

7#Subsequently amended to % maxiM@of £250 p.a.for the principal of a | ||&

family group and £150 p.a.for each dependent member of such group. Lol
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to the date on which he became a resident of Canada -

(i) Payments for exports of goods from Canada to the sterling
area.

(ii) Payments for services rendered by residents of Canada for
residents of the sterling area, e.g., wages, salaries,
commissions, fees, royalties, freights, etc.

(iii) Current income such as interest, rentals, dividends, profits
income from estates or trusts, pensiocns, etc.

(iv) Legacies and other similar payments under estates up to an
amount not exceeding £100 payable to any one beneficiary
from any one estate.

(v) Remittances in amounts not exceeding £250f to any person in
any calendar year where such person is dependent for his
maintenance upon such remittances.

(vi) Remittances by members of the Canadian Armed Forces serving
in the sterling area up to the amount of their service
pay and allowances.

(vii) Death or maturity claims on life insurance policies on the
lives of residents of Canada.

(viii) Marine insurance claims.
(ix) Fire and accident insurance claims other than those on

property situated in the sterling area.

(g) Remittances not in excess of £100 authorised by a sterling area

Control on compassionate grounds or for other special reasons.

(h) Other payments not in excess of £5 each.
(i) Such other payments or remittances as may be agreed upon between

the Foreign Exchange Control Board and the Bank of England. ' ﬂ

22nd September, 1942.

Chere
This agreement was to be revised after six months, but &= | y
WaE ho revy siow . ] ) |
evidently the arrangements had worked satisfactorily. l{
Towards L
L
7Subsequently amended to maxima of £250 p.a.for the principal member | il“
|

of a family group and £150 p.a.for each dependent member of such group

Bank of England Archive (M5/535)



Towards the end of 1942 the question arose of revising cases
where a High Commissioner's certificate had been given, so that these
might be brought into conformity with the principles laid down in the
Residential Status Agreement of December 1940. There were more than
300 such cases. By June 1943 the Bank of England had analysed them
and proposed to deal with them as follows:

Exemption should be continued in respect of persons who had
arrived in the U.K.from Canada after 3rd September 1939 or were already
in the U.K.at that date and had remained to assist in the war effort,
including full-time Canadian Government officials in the U.K. These
classes covered about 15 persons.

Exemptions should be withdrawn from persons normally
resident in the U.K.o?ﬁ?ﬁggg'at the outbreak of war and remainzsg for
reasons of personal preference. There were about 75 of these. They
were, however, to be allowed to retain foreign currency accounts to
meet established and reasonable commitments.

There were about 20 representatives in the U.K.cf Canadian
institutions, such as banks and insurance companies, who were to be
exempt if they had arrived after 3rd September 1939. If they had come
to the U.K.before that date it was proposed either to transfer them to
the jurisdiction of the Canadian Control’or to keep them subject to the
U.K.Control, withdrawing exemption but again allowing foreign currency
accounts for reasonable commitments. In the event the Canadian
Control preferred this alternative.

About half the total number of cases could not be clessified,
and remained to be dealt with individually. The proposals were
accepted by Canada, and in October were notified by the Treasury to the
Canadian High Commissioner in the U.K. After this the Bank proceeded
upon the lines proposed.

The strong objections raised by the U.K.representatives of
Canadian institutions - who maintained that no matter how long they
had been in the U.K.they were nevertheless subject to recall at any
time to Canada .-~ and many other Canadians who claimed that they

intended,
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intended, as soon as conditions allowed, to return to their homeland,
caused the U.K.Control subsequently to modify considerably the agreed
proposals. The representatives of Canadian institutions and, broadly
speaking, the Canadians who claimed that they would return to Canada
when possible were granted exemption in respect of their Canadian
dollar assets; and, so far as concerned their assets in the other
specified currencies, they were given the option of being subject to
either U.K.or Canadian jurisdiction. In praotically every case they
chose Canadian jurisdiction.

In the Spring of 1944 the Canadian Control asked for reim-
bursement in U.S.dollars in some further instances; viz., for goods
of U.S.origin paid for by Canada in U.S.dollars and then shipped to
the Sterling Area without further processing in Canada - on contracts
placed in the Dominion through the Canadian Mutual Aid Board.

Normally the Board placed such contracts only where there was e
reasonable assurance that the goods could be produced in Caneda; but
it was sometimes found that prompt delivery from Canadian sources wes
impossible, whereas the U.S5.A.could promise immediate shipment. The
Bank agreed to reimbursement on the understanding that there would not
be many transactions of this kind. Subsequently it appeared that the
amounts involved might be considerable, and in accordance with a sug-
gestion from the Treasury the Bank QIE:;éL;:iﬁéiﬁiéng.s.SZ million a
year, any large amounts to be specially discussed.

In the Spring of 1944 also the Bank asked the Canadian Contral
whether they would object to the release of reasonable amounts to pay
for the advertising of British products in Canada with a view to post-
war trade. No objection was raised, but arrangements were made with
the High Commissioner in Ottawa to watch Canadian reactions so that
these activities could be controlled.

At the end of 1944 it was agreed with the F.E.C.B.that
Canadian women who married U.K.residents might, on arrival in the U.K.

for permanent residence, be re-designated as U.K.residents without prior

reference to the Board. The Board were to be advised of all such

cases
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cases, the advice to include details of the redesignated person's
assets in Canada, and where they were held.

On the 31st August 1945 the F.E.C.B.announced a further
relaxation of the control of Blocked Sterling. Henceforward, by
arrangement with Sterling Area controls, the first £1,000 (instead of
the first £100) of legacies or other capital payments from Sterling
Area estates and due to Canadian residents might be released. More
precisely, the new arrangement limited the total amount transferable
to a beneficiary from any one Sterling Area estate since 3rd February
1942 to £1,000,

On 20th March,1946, the question of Capital transfers having
become primarily the concern of the Sterling Area controls, the Board
directed holders wishing to transfer Blocked Sterling to Canada to
apply, through the appropriate control, to the Bank of England. The
Bank would now consider applications in respect of certain transfers
which, at the Board's request, had not hitherto been authorised,
e.g.,funds derived from the repayment of securities or mortgages, sales
of real estate, the sale or winding-up of companies, the surrender of
insurance policies, withdrawals from building societles' accounts;
and also the sterling accounts of foreign nationals blocked under

Regulation 3C(2B).
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Ref: 221.8 "War Megsures"

- a1

LOCAL CONTROLS CF THE STERLING AREA

e

From the beginning of the war it was necessary to

institute as complete control as possible over the trade and finance

of the vominions, Colonies, Mandated Territories, etc.of the British
Empire and of such other countries (e.g.Egypt} as held their reserves
and settled their international payments in sterling. Control was
not necessary over trade and other trapsactions between these various
territories and the U.X., which couléfg; settled in sterling. But
control over their trade with countries outside the sterling area was
essential, as it was for the U.XK.; and in the outlying parts of the
Area more extensive boundaries and less easily supervised
communicat ions {and entrepot trade) would tend to make leakages easier.
Arrangements were acordingly made with each Sterling Area
terrvitory to set up a Control to enforce, in case of war, the code of
Regulations imposed in the U.K., with a minimum of wvariations such as
individual Area members might find unavoidable. As changes occurred
in U.K.practice the other Area members were inforrned by means of
circular letters, telegrams and despatches from the India, Dominions
or Colonial Office, as the case might be. Likewise, the Dominions,
Colonies, etc.sent to the Bank of England copies of the Regulations
as framed by themselves, in order that they might be kevt on the

rails and any deviation from U.K.practice noted and, if necessary, {

corrected.

]
pominions and india t
Active preparation for setting up local controls began in | J

the Spring of 1939, when the Bank sent to the other Area members, via

H.M.'.and the pominions and colonial Offices, and with Treasury e |
authority, notes explaining the plans and intentions of the U.K.

Control in the event of war, together with Foreign Exchange memoranda ‘g

1
and forms. ‘

i

"Very f|L
||I
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"Very satisfactory progress" was soon reported in the
response from Australia; New Zealand had at least duly noted and
acknowledged; while South Africa was rather late in taking things
seriously.

India had special problems confronting her; she was in
a somewhat different category, having an independent gold and exchange
market, and appeared to need more comprehensive action. Ideas of
exchange control had to develop from earlier ones perhaps more
applicable to T.W.E.control} and a natural desire on the part of the
Indians for an independent rupee eisg}ﬁza;to be overcome.

In early discussions the Bank feared that Indian arrange-
ments might not prove stringent enough, and that there would be risk
that the central reserves might be tapped in ways that escaped U.K.
control (e.g.through dealings in New York or Shanghail. At all
events by early May the Bank had asked for and approved (suggesting
certain excisions) a list of banks to act as authorised dealers in
India.

In July and August the Governmor of the Reserve Bank was
in London, and his visit helped to clear up many peints which had
arisen during the strenuous endeavours of the Indians to evolve a
satisfactory system of control.

As late as 17th July, when the position was reviewed*
it seemed clear that alignment c¢f all Dominions "at Zero" would be
incomplete. Strict uniformity, it was realised, would be impossible,
and indeed inappropriate because of the variety of financial
structures existing within the Empire.

On the 24th August the penultimate step was taken when
the Dominions and India received a cable warning them that from the
opening of business on the 25th the E.E.Account would not be in the

gold market.

Notwithstanding

*Letter G.L.F.B.to Sir F.Phillips.
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Notwithstanding early difficulties matters were
sufficiently advanced when war was declared to enable the Treasury f
to issue, on 3rd September 1939, the "Currency Restrictions
Exemptions Order", the effect of which was that transfers of
sterling might be freely made, without completing Form E.l. to
Australian, Burmese, Eire, Indian, New Zealand, South African

and Southern Rhodesian accounts in the U.K.; and likewise

authorised dealers might sell the currencies éi these countries

against sterling without requiring the completion of Form E.

Events now moved guickly. On the 5th September the
India Office reported that they had heard from the Indian Government
that exchange control had been imposed in India. The following
quotations from a cable (6.9.1939) from the Reserve Bank of India
to the Bank of England and from the Bank's reply (7.9.1939) provide
an example of early endeavour to achieve mutual understanding
within the Sterling Area control: 3.1
RNl 0 0e - o & Authorised Dealers here have outstanding
contracts in U.S.dollars, balance of whichlthey would normally
meet by sales of sterling in New York. We have asked for
details and will let you know position shortly. We hope you

will be able to assist by providing U.S.dollars against sterling

to meet outstanding contracts if required and would be glad to
hear what method banks should be asked to adopt.

Same position may arise in future, at any rate
seasonally. For the present we have advised banks to keep
their books balanced but we stould be glad of your suggestions
to meet this possible difficulty in future. Of course if

surpluses arise they would be available for sale to you." i

The Bank replied: (iR

Yoodrcbonoog +++Any dem8&nds for dollars which you approve will be
|

supplied promptly through the agency of the London branches of

the Jt. |
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the Exchange Banks. When making application to us they should
state that they have received authority from you.

Future demands are not on the same footing as
those now outstanding. Wwe shall rely on you not only to insist
so far as possible upon banks keeping a balanced position, but
also to reduce the current and seasonal demands upon our own
reserves."

The Indians were grateful and agreed to act accordingly.

Egypt (and Iragq) did not come into the Sterling Area

control for nearly a month after the outbreak of war. There were
good reasons why Egypt could not be advised, like the Dominions, of
the preparations made by the U.K.and of their development. Once .
war had been declared the pressure of events made progress much more
rapid.
A letter from the Treasury (E.R.D.11.8.1939) to the
Foreign Office begins:
"I had a word with Niemeyer about the possibility

of giving Egypt some stimulQus to prepare for the imposition of

a measure of exchange control should war break out but he is

strongly against any action being taken at the moment. ot

would almast inevitably involve explaining our own proposed

action to the Egyptians, and as the present Egyptian Cabinet is

a somewhat unknown quantity he would be more than ever

reluctant to do this at the present moment. The fear of

leakage is too serious......... i ‘

Sir géE.Niemeyer was still of the same mind when

consulted by the Treasury on 30th August, and thought any
communication to the Egyptians had better wait "till after Zero, and
if anywhere any suggestion were ma‘e it had better be made to the

*:
Governor of the National Bank of Egypt {SisXduasd Gealt for him to

raise in Egypt rather than through the High Commissioner and the
Egyptian GCovernment."

By the 6th September the General Manager of the National
Bank of Egypt in London had sent all relevant documents to Sir Edward
Cook, "not merely that he should know what we were doing but as a

possible example if, as the Central Bank, he wished to take similar

action in Egypt."

S Bywad Cook. oa L

Bank of England Archive (M5/535)




On 7th September Sir Edward cabled informing the Bank
that the National Bank "had taken steps to regulate purchase by
TEsidents in Egypt of currency mentioned in Treasury Regulation of
September fourth"*; urgent business (such as the essential
financing of the cotton crop, then just beginning) was exempted.

Control so far had the support of no Egyptian lew; and
on 12th September the Bank cabled....... "We would feel that some
legal prohibition will be needed to enforce your request to the
banks. How far can you rely on making control effective?
should like to add Egypt to Sterling Area if we were satisfied that
there was no risk of evasion owing to legal loopholes."

The Egyptian Government readily responded to Sir Edward
Cook's &pproaches, and the necessary legislation was soon drafted.
The National Bank as head of' control was to receive weekly returns
in a form which would enable them to watch its operation closely.
Other authorised dealers included, beside Barcleys, the Bank isr
(Egyptian), the Ottoman and the big French banks.

The notification to authorised cdealers in t
by Treasury Order Egypt (including Anglo-Egyptian Sudan) and Ireq
were exempted from the provisions of Section 3(i)(b) of the Defence

(Finance) Regulations was dated 29th September 1939.

*Refers to notice (4.9.1939) published by H.M.T.in London Gazette
prohibiting, with refer'ence to Regulation 5 of the D.(F.) R.,
sales of U.S.and Canadian dollars, Belgas, Swiss francs, Guilders,

Argentine pesos, Swedish kronor, Norwegian kroner and French francs.
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Colonies, etc.

A meeting at the Treasury (14.2.39), attended by Mr.Bolton
for the Bank, found itself in general agreement on the kind and
scope of restrictions necessary to control exchange and trade in the !
Colonies, etc. They contended that certain territories, by virtue !
of their peculiar relationships with neighbouring territories, h
(e.g., Hongkong with its entrepot trade), would need special watching
if evasion were to be prevented. It was agreed that Colonial |
Governors should receive no communication until U .K., draft ﬂ
regulations were completed.

At the end of April draft regulations by the Colonial
Office reached the Bank, and needed little comment. The Bank l
suggested that all Colonial administrations should be asked to
prepare regulations on the same lines as the U.K.; but as late as
the 20th July Mr.Cobbold, writing to the Treasury, said "As to the w
Colonies, I hardly know where we stand ...... there is not much h
evidence of progress and the subject is probably more complex than
appears",

The Colonial Office drafted a circular despatch (dated
23rd August) which satisfied the Bank and the Treasury, and which 'aﬁ
opened by referring to an earlier one (4th March)* which, it was
stated, had enclosed copies of a draft code of Colonial Defence i
Regulations. These regulations must therefore have been drafted
about a month before those sent to the Bank in April, or very much |
delayed in reaching the Bank if they were the same. The despatch '?

of the 23rd August also enclosed a "memorandum regarding Exchange

Control in Colonial Dependencies' and asked Governors, etc., with 4

|
reference to certain problems; which it invited them to consider, to |

inform the Colonial Secretary of the extent of Exchange Control ).

which would be necessary in their territories. |

1l
*No copy in the Bank. J

%e.g., the extent to which exports to foreign countries could be Wi
permitted, the exclusion of all non-essential imports, and the - (
choice between obtaining essential imports from the U.K. ‘l
(involving a drain on U.K. material resources), from other |
sterling countries or from other countries (involving loss of 5

exchange) . I

Bank of England Archive (M5/535)



On the 29th August a circular cable from the Colonial
Office summarised the most important parts of the D.{F.} R. and
asked from each Colony, etc.:
(a) telegraphic acknowledgment of its receipt;
(b} assurance that on the outbreak of war its government would

bring into force regulations "on the lines of and not less
stringent than" those summarised.

Without that assurance H.M.Treasury would not be able to permit
transfer of money between the U.K. and the Dependencies in question.

By the 1lst September satisfactory replies had been
received from most Colonies, and by the 2nd September the Colonial
Office were in no doubt that all Colonies would be willing to make
the necessary Orders.

In the Dominions and India the Central Banks provided the
obvious control liaison. In the Colonies, and other Dependencies
and Mandated Territories, control was the responsibility of Civil
Servants, variously styled but usually in effect the senia financial
officer of the particular Colony - Financial Secretary, Colonial
Treasurer (but sometimes a less personal agent such as the "Economic

Warfare Branch", Fiji).
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Authorised dealers, in the Dominions and India the
Joint Stock Banks (or Exchange Banks) operating locally, in the
Colonies, etc. were somewhat more narrowly confined owing to the
way in which banking facilitiés had developed. Over a very large
part of the Colonial Empire Barclays (D.C.& O.) had a major share:
in West Africa the Bank of British West Africa, in East Africa the
Standard Bank of South Africa and the National Bank of India, in
Palestine and Cyprus the Ottoman Bank, and in the dar&blzan the
Royal Bank of Canada {universally)and other Canadian banks (less
frequently) covered their respective fields. Purely local banks
only very occasionally participated - e.g.Butterfields (Bermuda)
Mauritius Commercial Bank, Bank of Cyprus.

A Colony's geographical rosition, or other local
considerations, might cause deviation in its exchange control
practice from that of the U.K. Taking the Colonial Empire as a
whole dewviations were numerous, but their effect is difficult to
assess in the aggregate. For example, because of close ties with
the U.S.A.special concessions for business and family travel were
necessary in the West Indies; some degree of relaxation also
existed with regard to travel from East Africa and the Rhodesias to
the Belgian Congo and Portuguese East Africa; export control hardly
existed in Southern Rhodesia; while entrepot trade (e.g.Aden)
called for special arrangements with neighbouring territories.

It is hardly surprising that the widely different
conditions existing in the Area, where membership was so varied and
so scattered, led to an almost constant stream of enquiries,

directives and compromises, most of which, viewed in perspective,

now seem of comparatively small account. WMWW‘I}L

Statistics

In order to keep watch over the amount and direction of
other Area members' receipts and expenditure in hard currencies and
{.‘!4 (t.r'

eshep sterling transactions with hard currency countries, it was

necessary
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necessary to collect a good deal of statistical information from
the local Controls This information was also an essential part of
the material on which estimates of balances were based. '
In April 1940 each Dominion was asked to make a '
detailed analysis of all currency transfers approved locally, and
to submit results to the U.K.Control in a monthly statement.* {

The Bank (Governor's letter) approached the Dominion Central Banks

and the Colonial Secretary %2 the Colonies, etc. Where transfers }
to non-residents were in sterling the forms themselves were sent N
to the Bank of England for analysis together with U.K.sterling !
approvals.
Later, with the coming of Lend-lease, it became
Fhe Prrea s
important to know regularhj/\ total receipts of U.S.and Canadian

dollars. Hitherto authorised dealers in Dominions, Colonies, etc.

had covered their net positions in dollars with the Bank of England

(through their appropriate intermediaries) in London. '
|

On 3rd June 1941 local Controls were asked to send l
cables to the U.K.Control at the end of each month showing:

(i) (a) total receipts of U.S.dollars during the month by |

authorised dealers, other than dollars bought from

B {
the U.K.Control; ‘il‘

w

(b) total amount under (a) sold to the U.K.Control; and

(1i) similar figures for Canadian dollars. L{

On 27th March 1942 it was further requested that these

returns should include authorised dealers' spot balances of U.S.and

Canadian dollars. l

— : ]
@W 2—“%‘)“\3 },\(oumﬁ ‘porninions,m Colonies, etc., ||

were asked to add, where applicable, to their regular monthly cables (-

the closest possible estimates of receisdts of U.S.dollars arising

from

*Showing all main groups and items in the Board of Trade classificatiax
{about 50) and some dozen other items covering transport and
various financial payments {circular letter from Colonial
Secretaries 3.4.1940).

E‘l

|
i

Bank of England Archive (M5/535)




from visits of U.S. warships or from the presence of U.S. Service
personnel, civilian personnel normally resident in the U.S.A. but
employed locally by the U.S. authorities, and from U.S. bases and
military establishments.

Other statistics, prepared in London, included -

(a) analyses of applications made direct to the U.K. Control for
currency payments on behalf of other Sterling Area members;
and

{(b) forms relating to exports from non-U.K. members of the Area
where proceeds were received in the U.K., both sterling and
currency.

All this material was of great value in the preparation
of balance of payments estimates.

The following deficiencies in the statistical information
available in London of local currencies were not considered serious:
(a) analyses of payments made to non-residents in local currencies,

and

(b) local currency balances held by non-residents.

It was assumed that changes in such balances were inconsiderable -

that a non-resident receiving local currency almost immediately

turned it into London sterling.
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Exchange of views began, a year before the war, with a
visit to the Bank (9.9.1938) by Mr.Brennan, Chairman of the Irish
Currency Copmission, and proved a complicated business, the eventual
outcome of which, however, was satisfactory. Discussions passed
through stages at which the Eire Government by turns wished to add
to their reserves of gold and/or U.S.dollars; to provide foreign
exchange againat Free State currency (the Irish banks' custom, of
course, was to buy exchange in London); and to convert part of their
sterling into dollars to acquire raw materials in the event of war,
including an endeavour to persuade the Irish banks to advance the
Government £5 million on bills for the purpose (which the banks
thought the Government should finance themselves).

At the end of August 1939 uncertainty about Eire's
political intentions in case of war were still holding up agreement
on final arrangements for exchange control. Control, in fact, came
in by degrees and was the result of discussion much of which appears
to be unrecorded. On the day after war was declared the Treasury
noted that Eire was about to follow Regulations (2) and (3) of the
D.(F.) R., though she did not want to requisition sterling securities
or prohibit the export of Eire notes (convertible, of course, into
sterling in the U.K.). There was further delay over Regulations
(1), {4), (5) anad (7).

The delay in putting the Regulations into force held up
the appointment of the Irish banks as Authorised Dealers,* and for
a short time these banks could not buy foreign exchange. Eventually
the Eire Control (Ministry of Finance) issued their own Regulations,
following the D.(F.) R. fairly closely (after consultation, of course,
with H.M.Treasury).

Periodical visits by the officer in charge of the
Glasgow Control (see also account of this office under "Control

in Practice") did much, once the idea was accepted, to settle

questions

*The Bank had decided (31lst August) to appoint only banks with Head
Offices in Northern Ireland. Shortly afterwards the Northern
Irish branches of the Bank of Ireland were added.

(All Irish banks were included in the revised list of Authorised
Dealers issued in July 1945).

Bank of England Archive (M5/535)




questions of interpretation, general understanding and
application of principles.

Statistics similar to those supplied by other Local
Controls were also regularly received from the Control in Dublin;
and the Minister of Finance (through H.M.Treasury) was from time
to time approached on questions of detail. But there was perhaps
less thorough understanding of these figures than of the majority
of Local Control statistics, largely because of lack of opportunity
for direct consultation with their compilers. In consequence they
were of rather more limited use in the quarterly estimates of Eire's
balance of payments, several of the purely financial items (cCapital
Account] in which had to await yearly publication in the Irish Trade
Journal. Interpolations could thus be nearly two years out of
date.

Northern Ireland

Regular visits to the Belfast Office by representatives
of the Glasgow Control began in October 1940, and contact between
the latter and banks in Northern Ireland are described in the account

of the Glasgow Control given in the chapter on "Control in Practice".

Bank of England Archive (M5/535)




	BoE_M5_535_001
	BoE_M5_535_002
	BoE_M5_535_003
	BoE_M5_535_004
	BoE_M5_535_005
	BoE_M5_535_006
	BoE_M5_535_007
	BoE_M5_535_008
	BoE_M5_535_009
	BoE_M5_535_010
	BoE_M5_535_011
	BoE_M5_535_012
	BoE_M5_535_013
	BoE_M5_535_014
	BoE_M5_535_015
	BoE_M5_535_016
	BoE_M5_535_017
	BoE_M5_535_018
	BoE_M5_535_019
	BoE_M5_535_020
	BoE_M5_535_021
	BoE_M5_535_022
	BoE_M5_535_023
	BoE_M5_535_024
	BoE_M5_535_025
	BoE_M5_535_026
	BoE_M5_535_027
	BoE_M5_535_028
	BoE_M5_535_029
	BoE_M5_535_030
	BoE_M5_535_031
	BoE_M5_535_032
	BoE_M5_535_033
	BoE_M5_535_034
	BoE_M5_535_035
	BoE_M5_535_036
	BoE_M5_535_037
	BoE_M5_535_038
	BoE_M5_535_039
	BoE_M5_535_040
	BoE_M5_535_041
	BoE_M5_535_042
	BoE_M5_535_043
	BoE_M5_535_044
	BoE_M5_535_045
	BoE_M5_535_046
	BoE_M5_535_047
	BoE_M5_535_048
	BoE_M5_535_049
	BoE_M5_535_050
	BoE_M5_535_051
	BoE_M5_535_052
	BoE_M5_535_053
	BoE_M5_535_054
	BoE_M5_535_055
	BoE_M5_535_056
	BoE_M5_535_057
	BoE_M5_535_058
	BoE_M5_535_059
	BoE_M5_535_060
	BoE_M5_535_061
	BoE_M5_535_062
	BoE_M5_535_063
	BoE_M5_535_064
	BoE_M5_535_065
	BoE_M5_535_066
	BoE_M5_535_067
	BoE_M5_535_068
	BoE_M5_535_069
	BoE_M5_535_070
	BoE_M5_535_071
	BoE_M5_535_072
	BoE_M5_535_073
	BoE_M5_535_074
	BoE_M5_535_075
	BoE_M5_535_076
	BoE_M5_535_077
	BoE_M5_535_078
	BoE_M5_535_079
	BoE_M5_535_080
	BoE_M5_535_081
	BoE_M5_535_082
	BoE_M5_535_083
	BoE_M5_535_084
	BoE_M5_535_085
	BoE_M5_535_086
	BoE_M5_535_087
	BoE_M5_535_088
	BoE_M5_535_089
	BoE_M5_535_090
	BoE_M5_535_091
	BoE_M5_535_092
	BoE_M5_535_093
	BoE_M5_535_094
	BoE_M5_535_095
	BoE_M5_535_096
	BoE_M5_535_097
	BoE_M5_535_098
	BoE_M5_535_099
	BoE_M5_535_100
	BoE_M5_535_101
	BoE_M5_535_102
	BoE_M5_535_103
	BoE_M5_535_104
	BoE_M5_535_105
	BoE_M5_535_106
	BoE_M5_535_107
	BoE_M5_535_108
	BoE_M5_535_109
	BoE_M5_535_110
	BoE_M5_535_111
	BoE_M5_535_112
	BoE_M5_535_113
	BoE_M5_535_114
	BoE_M5_535_115
	BoE_M5_535_116
	BoE_M5_535_117
	BoE_M5_535_118
	BoE_M5_535_119
	BoE_M5_535_120
	BoE_M5_535_121
	BoE_M5_535_122
	BoE_M5_535_123
	BoE_M5_535_124
	BoE_M5_535_125
	BoE_M5_535_126
	BoE_M5_535_127
	BoE_M5_535_128
	BoE_M5_535_129
	BoE_M5_535_130
	BoE_M5_535_131
	BoE_M5_535_132
	BoE_M5_535_133
	BoE_M5_535_134
	BoE_M5_535_135
	BoE_M5_535_136
	BoE_M5_535_137
	BoE_M5_535_138
	BoE_M5_535_139
	BoE_M5_535_140
	BoE_M5_535_141
	BoE_M5_535_142
	BoE_M5_535_143
	BoE_M5_535_144
	BoE_M5_535_145
	BoE_M5_535_146
	BoE_M5_535_147
	BoE_M5_535_148
	BoE_M5_535_149
	BoE_M5_535_150
	BoE_M5_535_151
	BoE_M5_535_152
	BoE_M5_535_153
	BoE_M5_535_154
	BoE_M5_535_155
	BoE_M5_535_156
	BoE_M5_535_157
	BoE_M5_535_158
	BoE_M5_535_159
	BoE_M5_535_160
	BoE_M5_535_161
	BoE_M5_535_162
	BoE_M5_535_163
	BoE_M5_535_164
	BoE_M5_535_165
	BoE_M5_535_166
	BoE_M5_535_167
	BoE_M5_535_168
	BoE_M5_535_169
	BoE_M5_535_170
	BoE_M5_535_171
	BoE_M5_535_172
	BoE_M5_535_173
	BoE_M5_535_174
	BoE_M5_535_175
	BoE_M5_535_176
	BoE_M5_535_177
	BoE_M5_535_178
	BoE_M5_535_179
	BoE_M5_535_180
	BoE_M5_535_181
	BoE_M5_535_182
	BoE_M5_535_183
	BoE_M5_535_184
	BoE_M5_535_185
	BoE_M5_535_186
	BoE_M5_535_187
	BoE_M5_535_188
	BoE_M5_535_189
	BoE_M5_535_190
	BoE_M5_535_191
	BoE_M5_535_192
	BoE_M5_535_193
	BoE_M5_535_194
	BoE_M5_535_195
	BoE_M5_535_196
	BoE_M5_535_197
	BoE_M5_535_198
	BoE_M5_535_199
	BoE_M5_535_200
	BoE_M5_535_201
	BoE_M5_535_202
	BoE_M5_535_203
	BoE_M5_535_204
	BoE_M5_535_205
	BoE_M5_535_206
	BoE_M5_535_207
	BoE_M5_535_208
	BoE_M5_535_209
	BoE_M5_535_210
	BoE_M5_535_211
	BoE_M5_535_212
	BoE_M5_535_213
	BoE_M5_535_214
	BoE_M5_535_215
	BoE_M5_535_216
	BoE_M5_535_217
	BoE_M5_535_218
	BoE_M5_535_219
	BoE_M5_535_220
	BoE_M5_535_221
	BoE_M5_535_222
	BoE_M5_535_223
	BoE_M5_535_224
	BoE_M5_535_225
	BoE_M5_535_226
	BoE_M5_535_227
	BoE_M5_535_228
	BoE_M5_535_229
	BoE_M5_535_230
	BoE_M5_535_231
	BoE_M5_535_232
	BoE_M5_535_233
	BoE_M5_535_234
	BoE_M5_535_235
	BoE_M5_535_236
	BoE_M5_535_237
	BoE_M5_535_238
	BoE_M5_535_239
	BoE_M5_535_240
	BoE_M5_535_241
	BoE_M5_535_242
	BoE_M5_535_243
	BoE_M5_535_244
	BoE_M5_535_245
	BoE_M5_535_246
	BoE_M5_535_247
	BoE_M5_535_248
	BoE_M5_535_249
	BoE_M5_535_250
	BoE_M5_535_251
	BoE_M5_535_252
	BoE_M5_535_253
	BoE_M5_535_254
	BoE_M5_535_255
	BoE_M5_535_256
	BoE_M5_535_257
	BoE_M5_535_258
	BoE_M5_535_259
	BoE_M5_535_260
	BoE_M5_535_261
	BoE_M5_535_262
	BoE_M5_535_263
	BoE_M5_535_264
	BoE_M5_535_265
	BoE_M5_535_266
	BoE_M5_535_267
	BoE_M5_535_268
	BoE_M5_535_269
	BoE_M5_535_270
	BoE_M5_535_271
	BoE_M5_535_272
	BoE_M5_535_273
	BoE_M5_535_274
	BoE_M5_535_275
	BoE_M5_535_276
	BoE_M5_535_277
	BoE_M5_535_278
	BoE_M5_535_279
	BoE_M5_535_280
	BoE_M5_535_281
	BoE_M5_535_282
	BoE_M5_535_283
	BoE_M5_535_284
	BoE_M5_535_285
	BoE_M5_535_286
	BoE_M5_535_287
	BoE_M5_535_288
	BoE_M5_535_289
	BoE_M5_535_290
	BoE_M5_535_291
	BoE_M5_535_292
	BoE_M5_535_293
	BoE_M5_535_294
	BoE_M5_535_295
	BoE_M5_535_296
	BoE_M5_535_297
	BoE_M5_535_298
	BoE_M5_535_299
	BoE_M5_535_300
	BoE_M5_535_301



