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1.  Long and ill1cidle Term Securities Bnd Tax Reserve Certific&.tes 

At a periodic review shortly after the outbrebk of war of 

securities helc in the Banking Department it was reported that the 

position was one of liquidity, that mbturities were well-spaced �nd 

that there seemed no reason to make any changes. The book value of 

Government Securities at this time was approximbtely f58 million. 

The first wartime alteration in holdings took place early 

in 1940 when Bn opportunity occurred, from the taxation stand-point, 

of taking the profit on certain of the holaings of Irreaeemable 

Stocks which stood in the Bank's books at a nominal figure, and of 

reinvesting the proceeds in Redeemable Securities. fl million 4% 

Consolidated Stock and f500,OOO 3% Local Loans Stock were accordingly 

sold bnd the proceeds reinvested in 4% Funding Stock 1960/90. 

Jlt about the same time, as part of the Bank's ende6.vour 

to ensure the success of H.:.1.Government's operations, £5 million 2% 

Conversion Stock 1943/45 was purchased, in the form of 4t.-'1 Conversion 

Stock 1940/44 (Assented), from a number of Discount Houses. This 

purchase was offset by the sale of 2tlo National Viar Bonds 1944/48. 

In December 1941 Tax Reserve Certificates amo.,nting to 

approximately £500,000 were taken up; this sum represented the 

estimated tax liabilities for which provision had already been made. 

It was decided to take up further amounts as and when appropria te. 

There was ne further imuortant change until Mllrch 1943 

when. in order to help London to reach the target in their "Wings for 

Victory" i'ieek the Bank took up £3 million 2t,;o National ... ·.ar Bones 

1951/53* . 

On 16th breil 1943 an emount of f142, ;514; -:  2 5;.1 

Conversion Loan passed through the Bank's books. The Stock WI:1S 

received from Lloyd's Bank end was sold on the some day. This trans-

action was connected with certain guarantees given to Lloyd's Bank 

when they took over Messrs.Cox & Company in 1923. There was a 

Building guarantee by the Treasury for £400,000 /;ond Ii Generttl 
for 

*Together with tlnother fl million Nf;ltiona1 -. . 
Savings Bonds for the Issue Le"partment. orll:J.�. Jilands I 

ana fl million 
r . .  I r""- , �,,''t.\I '''' , �\'- � ,j.i�.\ �."" 'Jo<4�: ,.1.. :)� - Ko. .. 1- .... . .t. r: 1·... � "\ , .... --\. ---..,. ... .... _ ......... 
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for £500,000 by the Bank, but in 1927 the Bf:tnk offered to tbke over 

the former liability from the Treasury bnd did so, blthougb a 

substantial loss WtiS expected. 

In 1930 a settlement with Lloyd 's  Bank was made under 

which the Bank of England paid £160,000 in cbsh bad trbnsferred 

£177,007: 8: 8 5% Conversion Stock to Lloyd's to cover payments in 

respect of Cox & Company ' s  unclaimed balances. The Bank of England 

received the interest on Conversion Stock, the amount of which was 

diminished by sales as claims on the balaDces were met .  I n  March 

1943 the remainder of the Stock was returned to the Bank, who under
co,ntinue to 

took to/meet tiny claims on Cox ' s  balances. 

In May 1943 the Committee of Treasury were informed tlw.t 

the last of the Bank ' s  holdings of "Indian, Coloni111 &. Guaranteed 

Stocks" had been sold and that only £150,000 remained of the rldvances 

to School Boards , etc.  (made towards the end of the 1 9th Century). 

Previously during the war the maximum nominal amount of GU6ranteed 

&. Colonial ( Dominion) investments held had been £9 million - Indian 

securities had gone earlier. 

In September the holding of £5 million 2% Conversion 

Stock 1943/45, which yielded less than 1%. was solo. .n. t the S8.!D.e 

time £9 million 2� National War Bonds 1949/51 were bought and £2 

million 2# National War Bonds 1952/54 were ttlken up by tap, partly 

to replace the 2% Conversion and partly to increase income, which had 

been reduced during the past year or so by the sale, notably, of New 

Zealand 31%, London Electric Transport Bnd Railway Finance Corporation 

Stocks. 

Further small amounts of Tax Reserve Certificl1tes were 

acquired from time to time, and in January 1944 it was �greed that 

the holding should be raised to and maintained at £1.250,000 in view 

of a re-assessment of the Bank' s  probable tax liabilities over a 

two-yeer period; en bmount of £1 million of Certificates was 

accordingly purchased. 

* , In March 1944 £2 million 2# National Vier Bonds 1952/54 
were taken up by tap during London' s  "Salute the Soldier" Week, in 

l1nticipatlon of a simil�r amount of zt% Nl1tional 

.;.: 
',-
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which were to be drawn for repbyment in the following september. 

In August B further £1 million zt,.., NBtional War Bonde 

1952/54 were subscribed for and a like amount of Zt% National Bonds 

sold. 

2. i';ays & Means Advances 

Ways & Me&ns ... dvances continued to pl&y &n essentitl.l part 

in the financing of the Government's neeos. But, where&s in 

War the Bank of England lent to the Government i n  the form of Y/&ys & 

Means fiovances Bnd offset these �dvances by borrowing from the benks, 

on this occasion the bulk of the banks' temporary surplus funds W8S 

borrowed direct by tbe Government under the Treasury Deposit heceipt 

scheme, bnd the need for Ways & Means Advances was confined to the 

day-to-day balancing of Exchequer receipts and payments. 

V/ays & i.4eans bcvances tended to be high &t the end of June 

Bnd December at the time of the banks' make-up (e.g. December 1940 

maximum £60 million; December 1943 maximum £72 million) but these 

technical positions were of short duration. bt other times of the 

year �dvances were generally intermittent and seldom large. On 

certBin occasions, however, l1.Qvances assumed a mora permbnent 

character, assoclBted in general with various N&tional Savings drives, 

e.g. "Wings for Victory", "Salute the Soldier", etc, These drives, 

involving special "Weeks" for dif!'erent areas, resulted in b definite 

disturb&nce 01 the level flow of investments into Government "tap" 

loans, particularly the Lonoon "Weeks", It W8S necessary therefore 

that during these periods banks should be kept particularly liquid, 

with the result that monies which would normally h8ve been tbken b y  

the Exchequer i n  the form of Treasury Leposit Receipts were 

borrowed fro.:n the Bank, (In the London "Warships Week" Ways & Means 

i.dvances varied from £20 million to £60 millionj in the "Wings for 

Victory Week" from £26 million to £50 million, bnd in the "S8lute the 

Soldier Week" from Nil to £33t million), 

Apart, however, from such special features the normal 

weekly turnover of money on Government 8CCOunt by the end of the 

fifth year of War W8$ in the neighbourhood of £700 million (see 

the control of which W8S complicated by consider�ble variatior,s in 

the daily 
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the daily volume of subscriptions to "tap" loans tlOo. by the 

consequently increased fttllibility of TreL.sury estilDb.tes . These 

factors necessitated daily bttention to evol0 so far as possible on 

undue disturbance of the cash base by b resort to Ways &. .Jeans 

ndvances end to prevent tbe immobilisation on Government accounts of 

temporarily surplus funds. 

( The following figures do not represent those of any 

particular week but exemplify 8 typical weekly movement Ibte in the 

War) . 

£ millions 

Receipts 

Treasury Bills 

Treasury Deposit 
Receipts 

Loen Proceeds 

Revenue 

Interest Rtites 

160 

100 

25 

65 

350 

Payments 

Treasury Bills ffillturing 

Treasury Deposit Receipts 
maturing 

supply 

150 

80 

120 

350 

The Bank's charges for i'tays &. .Jeens .hClVt;DCes were 

normally reviewed �nnually, subject to reconsideration in the event 

of changes in the Bank or ;.1arket rates. Rtltes in force immediately 

before the War, together with subsequent changes, &re given below; 

the substantial adjustment in February 1942 in favour of H.id.G. wes 

designea to offset the higher level 01' advances nClturally tlssociated 

with a vastly increased turnover arising from war expenditure. 

February 19j9 - J\ugust 1939 

24th August 1939 (Bank 
raised from 2% - 4%) 

Rate 

28th September 1939 
reduced to 3%) 

(Bank Rate 

26tb October 19�9 
reduced to 2��) 

{Bank Ra te 

28th lfebruary 1942 -

1% on 
2-;' " 
3% .. 

� on 
v " 
l�� ,. 

� on 
bo" 
l� tt 

the first £5 million 
tt second £5 ., 

amounts over £10 million 

the first £5 million 
" secona £5 .. 

amounts above £10 million 

the first £5 million 
It second £10 million 

amounts above £15 million 

the first £5 million 
It second £5 ., 

amounts tlbove £10 million 

the first £10 million 
.. secona £10 " 

amounts above £20 million 

3. Discounts 
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3. Discounts 

Tretlsury Bills 

The extent to which the Ubnk i� called upon to di�count 

vn the policy �dopted by 

its customers for the e�ployment or their surplus sterling func.s. 

Before the war many of the Centrbl Bbn�s invested in Trebsury BillS� 
tia and when necessl:lry • 

.;.� '....-.: ...... 
which they discounted 

",fter the outbretlk,<& fall of some 40i<> in the number of 

disco'.mt operations 
" 

L.le mainly to the fact that Ill5ny Central 

previously consistent discounters, beCame "enemies" or enemy con-

trolled. In spite of this the I:o�...,t of disccl.mts 1ncretlsed, 

a vereging yearly £7? million in the first f1 ve ye�rs of the war 

against £66 million in the five years to September 1939. The 

divergent treno of numbers and amount is expltlinea to tI grebt extent 

by b few very lorge aiscounts in connection with specibl operations, 

some examples of v,hich bre given below. Consequently the holding of 

discounted bills shows a much wider variation curing the war: 

between 1935 to 1939 it v&ried from £500,000 to £121 million I:1nd 

between 1940 �nd 1944 from nothing to £43 million. The I;:.verbge 

currency of the bills discounted in 1940/44 was only 15 days us 

compared with 26 days in the previous five yebrs. Thus, in spite of 

the greater amount discounted during the war years, the b verbge 

holGi� fell from £4! million curing 1935/39 to £3 million during 

1940/44. }I'igures for the years covered were -

Tottll Average 
Discounted Currencl 

1935 £50,280,000 31 days 
1936 £56,895;OCO 26 " 
1937 £65,160,000 21 " 
1938 £88,315,000 25 " 
Jan. /Aug. ! N7,500,OOO 29 " 

1939 

h veretge p .  a .  ) 
Jan.1935 to ) £66,0;:'0,lIOO 26 " 
"ug.1939 ) 

Totol .t-l.verage 
Discounted Currencl 

Sept . /Dec 'l 
1939 f,9, 170,00C 24 days 

1940 £42, 110,000 13 " 
1941 £80,820,000 26 " 
1942 £48,915,\;00 16 " 
1943 £101, 645,COO 6 " 

"ptlrt from the Centrtll BanKS b nWllber of public etoci. se.ni

public bodies, Indian Railwl:1Y Sinking �'unci.s and ala cOUl.:.D.ercit11 

customers of the Bank, continued to discount . In addition, Treasury 

Bills were discounted on b fairly subst&ntial sCble for some of the 

refugee 
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refugee Governments. 

An interesting discount weS thHt for £245, OOC on the 

28th December 1939, the last example of the mbny discounts for the 

Running Brokers, Jones & Brown, at market rates in periods of tit:ht 

money, just before it became necessary for the Liscount �rket openly 

to seek the assistance of the Bank. On this occasion and subsequently 

throughout the war the M<:!rket's requirements were covered by open m.& 

operations. 

Particulars of certain Discounts 

lvIarch 1941 

January 1943 

February 1943 

iklrch 1944 

do. 

do. 

April 1944 

Commercial Bills 

Reserve Bank of India 
(vesting of the Inaia dated 

Sterling Stocks) 

Reserve Bank 01' India 
(redemption of Inoia 3ho Stock 
1931) 

South Afric�n Reserve Bank 
(vesting of 5 South �frican 

stocks) 

Royal Netherlands Government 
(in anticipation of the opening of 
the Ketherlands Indies Gov6rnment 
I,ccount) 

Reserve Bank of India 
(purchase of 2-b> National Vlar 
Bonds 1946/48) 

Reserve Bank of New Zealand 
(payments to Commonwealth Bank of 

Australia and Benk of New Zealand 
o/a War supplies) 

Reserve Bank of India 
(purchase of £10 million 2!fo 

National Vier Bonds 1946/48 and 
payment to Secretary of State for 
India o/a Indian Railways) 

£40,000,000 

£18,000 ,000 

£14,OOC,OOO 

f7, OOO.000 

f5,COO, oao 

fe,COO, ooa 

f14 , 000 , 000 

�part from a very small number of discounts Quring the 

early part of the wer for traaing customers 01' lanes !tending, commerc 

bills were discounted for four banks only 

Banco Central de riolivia 
Banco do Brasil 
&nk ...rellie Iran 
federal Reserve Bl:I.nk of New York 

Some £'1.300, 000 bills were discountea for the Bank of 

Bolivia between October 1940 and �ay 1941. These bills represented 

the surrender of devisen by Bolivian exporters in respect of tin sent 

to the U.K. and were discounted as ana when Bclivia's sterling funds 

were 
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were running low. The Bank accepted this business at the request 

of H.M.G. although urging thbt the Bolivitlos shoulo oisposa of the 

bills through their usual commerci�l b&nklng corresponaents: this 

they dia after JJ.ay 1941 . In October 1940 when Brazil was short of 

sterling the Centrel Bank drew a 90-day bill for £150,000 on 

Rothschilds endorsed to the Bank of " England and discounted here. 

The bill was renewed once and was again oiscounted. 

The discounting of bills for Central Banks having cnly 

Special Accounts, opened as a direct result of Payments i,ereements, 

brought up a point of interpretation of the Internal Regulations 

which bills are good for discount provided, inter alla, that _ 

"They bear two names affording adequate Bri tish security one of 

which shall be that of the rlcceptor or �ker. In the case of 

Bills offered for discount by & Central Bank . ... . the 

ment of the Central Bank . . . . •  may be taken as the equivalent 

of the second Bri tish name. 

nny departure from these conditions shall require the authority 

of the Governor." 

It was thought that to t�ke the enaorsement of such 

Central Banks, while in Hccoraance with the Regulation, was not 

the spirit of it. Nevertheless, it was essential for the proper 

working of the Agreements that the Central Banks should be in a 

position to remit sterling bills for discount. .1\ ruling was 

sought by the Discount Committee, and a favourable decision was given 

by Committee of Treasury on 20th November 1940. 

On 19th October 1939 the Federal Reserve Bank discounted 

£25,000 commercial bills, a figure at which their holain� had stood 

since "larch 1935. The Reserve Bank's action in reducing their 

sterling holdings with the Bank of England from £50,000. divided 

equally between their Drawing Office balance tond com.mercibl bills, to 

£5,000 held on their current account, was prompted by the existence 

of the U.S. Neutrality nct ana was taken to forestall Bny criticism 

which might Brise in the U.,:; ....... as to their position vis-a.-vis the 

United Kingdom. 

4. Treasury Bills: Purchases and Sales 

Excluding the seasonal fluctuations which are 8 nor�l 

feature 
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feature in peace or war of the Bank's operation 01 �rket control, 

trend in the volume of tLe Bank's holeing of Treasury Bills was 

airectly related to the constant increase in the note circulation and 

to the equally constant need for an expanding credit base. Regular 

increases in the Fiduciary Issue were �et by simultaneoUs recuctions 

in the Banking Department's Bill holdings, while in the intervening 

periods the Bank were under the necessity of builaing up their holding 

to offset the perSistent reduction in the banking reserve and to 

provide the bankers with sufficient cash cover for their increasing 

deposits. 

A notable feature was the Itlrge and constantly growing 

volume of "Money Knployed" (in Treasury Bills) on behalf 01' Central 

Banks, which tended to assume such proportions as to absorb the bulk 

of the Weekly offerings of Treesury Bills, to the detriment of the 

Bill portfolios of the clearing banks·; it was also responsible on 

occasions for sudden large movements in the Bank's own net holdings 

for exemple, in October 1941 when, in payment for a vesting of 

securities, the Bank of Canada withdrew about £jO million from 

"...foney E.m.ployed" with, of course, b like increase in the Bbnk's own Ih#f 

holding. 

The threat that Central Bank customers' requirements would 

completely swamp the weekly offers of Treasury Bills was lessened by 

the introduction of speCial arl'angements which extended the facility 

of "tapping" for Bills, normally reserved for Government Departments, 

to certain Empire Central Banks (Canadl:l** snd India .. ") whose accUfflul",tk"E 

of sterling on Government account were a particular source of 

embarr!1ssroent, thereby making available to thO::l market a lorger 

proportion 0.1' the weekly tenders. )�£. """-j*-.-' � eq.- �� 
� ... �,> The proportion, however, of the Lonao: Clearing Banks 
"Bills liiscounted" (which included their Treasury Bills) to "Total 

Le90sits" continued to fall. It hod been 11.31" in 1939 Hnd 14.?% in 
1940. In 1941, it declined to 7.8j.;, was ?2{c in 1942 end only 55� in 
1943 and 4.1% in 1944. 

.See also PHrt I ,  ChHpter • • • • . . •  on Treasury Bills. 
**lst July 1941 - 28th May 1942. 
19th i.w.rch 1942. 

Between 
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Between the two wars the Bank's open ITWrket operutions 

in Treasury Bills, combined with variations in the bmount of Bills 

offered weekly, ufforded the chief means of regulu, ting the Cl:Ish Base, 

With the introduction of Treasury Deposit Receipts in the sumoer of 

1940 both of the previous methods became of less i�port&nce. The 

amount of Treasury Bills solo each week, though growing from year to 

year, became comparatively stable, and transactions were confined to 

the necessary daily adjustments of the �r�et position, The Cl:lsh 

:&tse, on which 1:1 note is appended to this chapter, was chiefly 

maintained by vbrying the weekly amounts borrowed directly from the 

bbnks by the Treusury on Treasury Deposit Receipts, But an 

exception to this occurred towards the ena of el:lch ll!:Il1'-yebr 

banks were making up their accounts for publicbtion bnd were 

consequently "window dressing", On these occasions (as a statement 

in the Cash Base Section shows) the extra cash requirea WC1S fur>nished 

almost entirely by 7/ays & Mee.ns ,,6.vances and by purchases of 

Treasury Bills, but oarticularly by the latter. 

and 1944 the �rket WbS unable, owing to the incidence of maturity 

dates, to make the Treasury carry, through the Treasury Bill tender, 

some of the burden over the yee.r end. Th!:!t is to say, it was unQble 

to apply the usual technique of having many maturing bills in the 

year ana not paying for the new bills till the end of the week i n  

new year. 

After the half-yearly balancing the Bonk usuully resold 

large bmounts of Treasury Bills, which large operbtions would not 

involve the Bank in loss*, 

5, Advances 

Throughout the war, the Bbnk of Lcgl&na in common with 

all other banks were governed by the request of the Chancellor of the 

Exchequer made in September 1939 that bunks wouln avoid & diVersion 

of resources towards non-essential needs by restricting &dv&nces to 

purposes directly associated with the prosecution ol" the war, The 

request WI:IS su?plemented by the control of the Treasury - through the 

Capita 1 

*'Issuming a Tender Rate
. 
of l��, a buying rl:lte of 31/;j21 tlnd tl selling 

rete of 1 1/32;, the Bl:lnk couln sell without loss bills tbken up b 
tenaer after three days and bills

. 
taken up on the "ibrket l:J.fter 0 

y 

day if 01' l� days' currency, two nays i1' of 30 days' curre 
ne 

four days it 01' 60 dClYs' currency. ncy or 
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Capital Issues Committee - on borrowing in generbl, incluaing the 

pledging of, and sale of PledgeA. securi ties, bno from 1942 onwards 

on the granting by the Stock Exchange of permission to deal in 

securities already issuea. The control w.:.s extended to the "grey 

market" (affecting sales of unquoted securities) from June 1944 

onwards. 

The complementary Governmental direction to the banks 

was that no essential work should be held up for lack of finance. 

As would be expected, the pbrt played by the Bank of 

England ;:;.s regurds advl:I.nces was lurgely of '-' speci,tlised nature, /;lS 

their pre-war policy 01' withdrawing from competition with the 

Banks had practically remOVt;C;. tli,,;u fro:n the lielL 01 ol'ain ... r y  tr .. <1ing 

auvbnces, 

They I:Issisted in a number of financial operations, 

details of which bre set out belov,. ',','hile only the first two can 

perhaps properly be said to have been as�ociated directly �ith the 

9rosecution of the war, .Elll were of importance in the furtherance of 

Government policy and the maintenance of finbncif:ll equilibrium. 

Dominion Borrowing 

The Bbok gbve f:lssistance in connection with the 

conversion of certain hustralian and New Zealbna sterling stocks. 

view of the fact that the control of the new issue �rket precluded 

normal uncterwritint<. H."I.Tre&sury themselves assumed the role of under

writers and advanced through the vote 01' Credit such moneys as v;ere 

necessbry to repay holders who aid not bccept the offer of conversion. 

For reasons 01' policy the funas were advanced by the Bl:lnk of Englbnd 

to the Commonwealth Bank 01" }l.ustrEllil:l /:lna to the Reserve Bl::lnk 01' (Jew 

Zealand, respectively, the Bank of Engll:lno bein� reimbursed by 

H . • .! . Tre�sury. The Lominion banks in turn took up on their own 

behalf the corresponding bmount 01' new stock, which they aeposlte6. in 

the name of the Bank's nominees. The Bank of Enghand were responsibl� 

in consultation with the two banks, for the sale of the stocks I:l S  

oP90rtunity offerea, the proceeds of such sales being paid over to the 

Treasury in liquidation of their adVance. 

In the case of the conversion offer GlI:1de by New Zealcmd in 

]'ebruary 1944 to holders of ;.7 million 4ha ::>tock ,nttturing on 

1944, 
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1944, there was 1:1. slight varif:ltlon of the /:1bove procedure. ','/hila 

the Trel:1sury underwrote the conversion, I:1n option wus reserved to the 

New ZSflland Government to provide funds for the repl:lymsnt of 

unconverted stock in whole or in part. Only £1. million new stock 

was not taken up by conversion, <:od blthough the initil;ll finoocing 

WI:I.S provided by an advance from the Treasury the Reserve B�nk repdld 

it out of its QVln tunas within three or four days ana tue stock. was 

held at tIlsir disposal. 

Currency 1l.Qvances 1< 
On :3rd september 19:39 the Blink of Engll":lnd gova notice that 

they would be prepared to ffil:lke temporary advl:I.oces to approved bbnkers 

in order to en&ble the Ibtter to meet deIDtiods for currency �de by 

their customers. 

Only one bbnk took aQv&.ntoge of this offer (the Bt:.nk of 

scotlt1nd) to whom & sum of £450,000 was bdvt:l.nced for three Qays fro.ll. 

8th September to 11th September 1939. It is interesting to contrast 

this �ith what happened in the last wa�when similar bdvences under 

the Currency ana Stink Notes bct 1914 amounted to £25,592,000 (repaid, 

with the exception of £90,000 a<ivanced to the ill-1'&ted ji'urrows 8/:ink). 

CObl Commission 

The Commission w£s bPPointed under the COtl.l J.ct 1938 with 

the main duty of "unifict:l.tion ef roytllties" in respect of CO&1. The 

statutory price payable for the royalties WbS £66,450.000, due on 1st 

July 1942, the Commission being empowered to borrow this �ount 

together wi th a further £10 million to cover expenses of 

valuation, etc. 

The Bank had originally undertaken, bt the request 01" the 

Trebsury. to le ne the Commission up to £2 million to cover their 

preliuinary eXgenses of valubtion bnd bdministrbtion, on the unaer

stt:l.ndin� that the bdvance would be repaid �nd that valuation payments 

would be met in due course out of the proceeds of ?erioaiCbl issues 

of stock. The limit was subsequently raised to £4 million revolving, 

and at the date of the first stock issue the I;.l�,ount outstanuing was 

£3,253,000. The advance carried the glll:l.runtee of l;..,',f."':overrunent and 

consequently had the t:l.Qv&ntage of the most favourbble rbte (Bank Rute 

varyine;) . Its amount on 3rd Jeptember 1939 WbS £20�,000. 

r'ollowing 
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Following the outbreak of war v�luations proceeded slowly 

bna it was not until 1943 that the COllLIlission were in fact in Cl 

pOSition to �ke any payments. .tl.S tl res;Jlt of continut1l oelays the 

Bank hbd founa it necessary to point out that lonG-term borrowing at 

anything like the current favourable rates cou1a not be guaranteed 

indefinitely, and these representations ultimately resulted in the 

Commission issuing to the National Debt Commissioners on 4th 'IUgust 

1943 £35 million 3", COal Stock 1980/2015, the proceeds of which were 

used in repaying the Bt:l.nk's advance bnd in making b. lb.rge distribution 

of royalty payments on account, This permitted a further issue of 

£35,500,000 like Stock on 15th tecember 1943, again to the National 

Debt CommiSSioners, thus largely completing their essential borrowing 

programme. The money raised by the Stock issues amounteo to 

£69,712, 500. The Commission's estiillbted total needs were t1 ffibxi�um 

of £71 million. 

The �ximum amount of the advance outstanding during the 

war was £3,424, 000, 

.Jetropolittln ,'later BOard 

In the period between October 1934 ana Lecember 1940 the 

.,Ietropolitan Hater Boara did not apply for t1ny b.dvtonces from the Et-nk. 

During 1940, however, the Boaro.'s regUlar inflov. of revenue beCame 

disturbed throuch evacuation, etc. , and on 2no. Jt1nU/;:l.ry 1941 they took 

en savance of £411, 100, interest beini:;. charged lit BuM Rete 

varying, minimum 3�: thereafter the �mount advanced fluctuated 

considerably end for two periods (in April 1941 t1nd ..w.rch/�,pri1 1943) 

exceeded ,£1 million. On the other hand, in aove.:nber 1'942, several 

times in 1943 tlnd agbin from .Jay to "ugust 1944, no e.dvb.nce waS 

outstlinding. 

TOVibrds the end of 1942 the BEtn", hbVing in .:r.ino. the 

exceptional conditions nrevoiling, offered to reduce the rate of 

interest charged on moni�s borrowed in "nticipbtion of revenue, 

provided the Board tlccoapted the followinb conditions _ 

(1) that bny such borrowini!> within the BOt-rd's 1'in<..nci/;:l.l yeur, 

which ends on 31st �rch, should be rep�ia by the following 

jOth June: 

(2) till .• t 1..11t J.loara should not borrow temporlirily frolll other 

sources. 
'l'he oOlJrd 
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The Board accepted these conditions on 200 Lec6;uber 1942, from whicb 

oate the Bank ch�rged interest on the advance outst�n6ine ut Bank 

Rate vl:Irying. 

Chemberleir'l of Loncon - iiillin,,;sge:te ...!arket ';'J<tension 

To finance the extension of Billini;,se ... te .. lur;cet tin 

of £200,000 WtiS robde on t: Resolution to borrow octed 20n. June 1969. 

The scheme was orlc;intilly estimated to cost, over b period 01' elbout 

four years, from £500,000 to £750,OOC, but th� work hud to be 

suspended owing to the war. The advunce re�l:Iined outstenQin� 

thraUbhout the war, renewed quarterly (ut �ank Rbte varyin�, 

mini.nwn 3)�) on the unQerstbnQin� thbt it woull. be repl:lld out of tile 

proceeds of u Stock issue. 

�lectriclty (Civil Defence) Fund 

This b'und was formed unci.er the Civil Lel'ence nct 1939 

for the purpose of purch�sino bnd mcintbining p1bnt �nd equipment to 

ensure against breakdowns resulting from enemy bt�bCk. ,!:;x;Jenditure 

w�s not intended to exceed £j million, to be borne equb11y by the 

�overnment bnd the inaustry, the industry belnc authorised under the 

�ct to borrow their portion. The "ct placed the :Cunu uader the 

control of the Central Electricity Board. 

bS the Wdr progressed the amount of the authorised 

expenditure proved insulTicient c..nd the borrowin,-, pow�rs of the }'und, 

i.e. one half 01 authorised expenditure, were increased progressively 

to £3 million in 1941. 

By 1942 the 1l;1l0unt �dvl:1oced to the .l!'und <..od outstl:inaiog 

was £2, 085,000 ami on the advice or the B!:tnk the BObra took lldvc:.otage 

of the fbvourl:ible r&tes then ruling to issue - by priVate pidcing -

!2 million Llectricity {Civil uefencel 3� Redeemable �tock 1955/60 <:.t 
a price of 97,. out of the proceeds of which a repayment of £1,945,000 

was �de to the B&n�. The service of the �tock (not a Centrdl 

1lectricity Board Stock) was charged on the industry dod provided by 

the 11ectricity Commissioners by means of b levy. ..'ollowing the 

above repayment the Board continued to borrow, thou�h � much 

r ...... o..u..v- �o..,.......t;. 

j,rbuthnot 
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brbuthnot Uttham & Company Ltd. 

The Bank of England were �rbuthnot Lath�m & CO�Pbny's 

sole bankers, lond .n . .1a.rch 1937 the Comp�ny informed the Bank thl:it 

wou16 heVd Lreat difliculty in carryinto O.1t the '}overnor's request 

ftccepting clouses) to take up 3�� of their stan6still bills. On 

examination their position appeared to be extremely 111iquiQ, nnd the 
• 

Governor told. them that they should have wtllit esslstbnce wus necessbry 

but that it would be expensive. ',,'hila the Company were considering 

the position they suddenly found the t they stOOQ to lose £164,OeO on 

account of a fraud by the Chairman of Itas Lto., a company (nl/;Iking 

hats) of which they were the Secrett1ries bno to which they htld given 

large secured credits. ... 5 a result, at tlle ena of July 19;:59 tlwy ru:.d 

to take an aav�nce of £200,000 at l� over Bank Rate varyin6, minimum 

3"«>. The aav ... nce was to be reduced by £40,000 a year; the uncalled 

capital was to be paid up bDa Lirectors were to give their personal 

guarantees for sums up to £50,COQ eaci •. 

On the outbreak of war Rrbuthnot Latha� & Company hud to 

take advuntage of the Treasury's scheme for �dv&nces to acceptors to 

the extent of some £225,OOC, but wartime reauction of their trading 

business enabled them to repay the Bank's advance by �pril 194C. 

Later in that year they were complaining of the onerous rate of 

interest on the 'Ireasury advance and agclin aiscussed their position 

�ith the Governor. The existing credit with its letters of guarantee 

was then cancelled Clod the Bank placed at tlie d$sposal of the Co.up&.oy 

an unsecured credit of £lOQ,OCO to enable them to repay completely the 

"Special AdvbDce" from B • . . . •  Treasury. Dr<:wings uoaer the crea.i t were 

to be tlllowed to fluctut1te in accoraance wit!� the day-ta-day req.uire-

ments of the business. The credit v,oulc. be subject to six months' 

notice of termine-tion on the part of tbe Bl:lnK, with power to the 

Company to terminate the credit without notice. Interes t w ... s at 3;..> 

per �nnum. In aadition, end as C1 sinkiD6 fund payment, tue Comp ... ny 

were to pay to the B�n", at each interest date e furt.ler sum equ<.l.l to 

the gross amount of the interest then due. lin the ter.uinbtion of 

credit th� sum re! lting from the �ccumulation of these payments 

woula be ;.tpplied pro tanto in repayment of the ltdVdnCe then outsec""'"" 

or, if no advance were outstdndin�, refunded to the Ca�puny. 

w",s 
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was placed on the amount of their acceptbnces .. nd Lirdctors' fees, 

t.nd no preference dividend w."s to be pedo ouring tht: lifetl:ne or the 

credit. During the years 19:59/43 the Co,-up&ny frequently bvailed 

themselves of the facilities, but no bdvtlnce WbS ttl/{en ",ftar .1:ebrUL:.ry 

1944. In January 1944 the Comp&.ny purcht.sed the business of 

John K. Gl11iat & Compbny Ltd. , for which trbnsbction they received 

temporary flnt:lnce from the Dank in the form of /:j secured "dvt.nce of 

£80,000 on the u$ubl terms. This was re'Jeid in J\pril. 

Frederick Huth & Company 

In 1922 tha Konies, bflnk.ers, with the Bbuk's !.<ssistance 

amalgamated their business with that of r'reoerick Hutri &. Company. 

By 1931 it becl;l!ne t..ppurent that having blready lost heuvl1y in the 

failure of the North Gerlnan Viool Company the relnl:linint;:; ctlpitbl wu;; 

up in verauny, rtustria bno Hung�ry. They haa then fj.j million bills 

on the London m/:jrket, of which fl1" million were subject to �t£.nc.still 

agreements. 

On lAth Septe�ber 1935 the Governor outline( the CO�Pbny's 

position to the Ccmmittee of TreLsury bnd it was agreed thtit the &n: 

�ust assume responsibility for their liabilities. ...n estil1lt:.ted 

commitment of flt million, with a probbble res�ltant loss of f500,COO 

was feured. In 1936 the uctive banking business w�s transferred to 

the British Overseus Bbnk, �nd b special �dvance wus �de to the 

partners to implement the firm's gu�rtintee to provide the funds for 

disch&rge of their remaining l1ubilities by that bbnk. The security 

for the /:jQvance WbS to include eny surpLls bssets of the firm existing 

from time to tille, end u joint end several gm.rantee b> the fOIJr 

pbrtners tn provide 50% of any net loss on reblistltion. The uQvance 

outstandine ut the outbrebk 01' wer wes eppro:xillLb tely £750,COC 

(including unpaia interest). In July 1941 the bdvance WaS trunsferred 

to ..liscellaneous Securities under the title of "Interest in ,r'. Huth &. 

Compbny" • Certain book-keeping /:jdjustments were mbae bt the ti�e 

�nd it was agreed that thereafter interest shoula not be �dded to the 

nominal capitel of the security, but Cl record of the interest due bnd 

unpaid wus to be �ept. 

£79C,000)bu.l."' 

been about £850,000. 

,,..1 the end of 1944 the nccount stood i;l,t 
w:tt..,': � 

the principal sum outstbndin�woU ... Q have 

hll the partners in the firm were by then de�d: 

twn 
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two of them. left prbcticslly nothing C.na their est<:>.tes were relec:.sed; 

the Bank gave a third b release on payment of £15, 000 by the 

executors, and the claim against the remaininG estate wos still 

outstanding. The firm's assets were pructicdlly all "enemy debts" 

und a substantibl loss WtlS inevit:;"b le . 

Goschens :'..:: Cunl1fre 

An advance of £250,000 to this firm was authorised by 

the Governor in 1937/ to be used for discharging certain 01' the 

firm's acceptances under the Hungarian c.nd German Standstill 

i.greements. In January 1941 the amount outstanding WbS £145 , 000; 

this was consolidated with a further advance of approximately 

f 1 3 7 , 0 0 C  grhn ted to the firm to enable them to repay the advance 

which had been mc.de to them under the terms of the B!:::nk ' s ;>Jot ice of 

the 3rd September 19�9 ( "Special ",dvances to ",cceptors " ) .  ....t the 

se.me time the bctive business was trClnsferred to Guinness .. :&hon & 

Company, the Governor 's  suggested alter�tive (the British Overseas 

Bank) not proving acceptable. A total consolioated credit of 

bpproximately £327,000 was grbnted subject to six months ' notice o f  

termination on the purt of the Bank; and. so long doS ii satisfbctory 

rate of repayment was maintained the Bbnk c.greed not to charge 

interest. By October 1941 the amount o.ltstbnding ru. a  been reduced 

to £284 , O CO bnd it was then decided to trbnsfer the advance from 

"Special Advances" to "; .... Iiscelhlneous Securities" .  The oynount of 
,f I]2.)\9? 

edvt.nce outstanding bt the end of 1945 wus approximbtely/ano, though 

the book v61ue hl:r.d been written down to £100 in !<'ebruary 1942, 

further substantial repayments were probable. 

�terling De�osit with the Bank for Internationbl Sett1e1snts 

At the outbreok of' war €. SUtQ of £300,000 wc.s on aeposit 

with the B . 1.8.  flOC,OOO of this wes at 31 days' notice C.no wus 

Called for tne 19th October; the remsining £200 , G O O ,  consisting of 

two separate amounts of £lOC',OOO fixed to llltt ture on the 15th and 

30th 3epte�ber, respectively, WbS renewed until the 19th October, 

when tbe entire oeposit Wb� withdrawn. 

Lollur Credit to the Nationol Bank of Hunb�ry 

This WbS the &nk's pdrtici;'lation i 1 "" creait e;rOi.nted by 

b Syndicate of Centrbl Dunks in 1929. 'rhe bble.nce outst&nc.ing Wlla 
repo.io in 1940 . 
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commerci&l bills 

The I:1verage holding in the first three qUbrters of 1939 

Wb$ about £9 million, &gainst a "target" of £10 million. By 1941 

the shortage of bills in the m&rket bbc reduced it to £6 million; 

but during the next two years the supply of bl11�, largely Qomestic 

bills drawn by Government contractors increased bad the bverage 

recovered to �round £9 million. 

6 .principcll Tr!:>nsactions in "Other Securities" 

During the war the b�nk divestea theillSelves in pbrt or 

entirely of various ventures underttl.ken in t'l<...rl:irH yeors, for the 

most pbrt on grounds of public policy. Che&p money proQuced u 

market fl\Voul'Mblt- tc t\ " '_' 6dlisation of securities in gener&l, Lnd 

while some losses were to be expected, bad were incu:,reo, these 

tended to be smaller than they �ight have been some years previously, 

and profits, wbere these were secured, greater. 

Bowater's Newfoundland pulp &. Paper iJi11s Ltd. 3�,.., "8" Mortgage 
tebenture Stock 1960/70 

This issue tlrose out of the liquidation of one of the � r  
many interests of hrmstrong ,ihitworth &. Comptiny Ltd . •  �. tl:.e 

Newfoundland Power &. Pl:1per Company Ltd. which WbS succeeded in turn 

by the Internationtl1 Power &.. Paper COillpany of NeVlfound1bnd Ltd. f.1 nd 

again by Bowater ' s  Newfound1ttnd pulp &. Paper Mills Ltd. 

The issue (September 1942) was made for the purpose of 

converting Newfoundland Power &. Paper Company Ltc-. ".6" Debenture 

Stock, for wl.ich the Bank octed <:os Registr&.r; tind the btlnk were the 

princ1pb1 underwriters (without commission) c.nd v,ere ct>.lled upon to 

take up £721,900 �tock. The Sble of the Stock WI:1S completed by 

November 1944, anQ showed 1:1 sllltil1 loss. 

�lectricity (Civil Lefence) 3� Redeemable �tock 1955/60 

The Bb.nk took up - 6.nd subsequently sold - t1eO, ... 0c. ef 

this Stock when it WbS issued, privately, in O;ieptember 1942 - see 

above under " ... dv&nces". 

London Zlectric Transport ,.:'in .... nce corporation Ltd. 2�� Gue.r<.>nteed 
Debenture Stock 1950/55 

Ylhen this stock wos issued in 1935 the o!:J.nk took up l.!. 

li;J.rge proportion of it  to support the issue, wJll.cil did lot h .... va <.. 

wide public u;)pe�l; bt the outbreak of war the b< nk's J.l01clin� stood 

et 
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a t  £4 million. In 1943 ::wrket e,)odition& f<.LvQured Sbles I;:.nd 

was disposed of during the first quarter of the year; i n  _�y the 

re.1l.t11ning £3! millL�n WaS sold; in all <:t relbtively trHli� loss 

wus incurred. 

Ruilway .r inuoce ;,;orporbtion Ltd. 2b� 'Jueranteed Lebenture ...... tocic 
1951/52 

This ..,tock w"s is�ue6 in Janubri 1936 soc! also failed to 

get much support from the public; bgein the b<.ok took up � l<.re;e 

amount Cind were holding i1 .'nillion Ctt the beginning of the Wbr; they 

finally disposeo of their holding in January 1945 tit b profit. 

New Zealand GavE rnrnent .5:'0 Conversion Stock 1939/45 

This issue of i16 million Stock WbS :nl:Ide to f i m.nce the 

repayment of 3�;" Stock maturing in 1940; tond Ln bCColmt of the 

negotiations t:lnQ their sequel will be found in the chL.pter on New 

Zealand. The B�nk ' s  holding w�s tbken up p�rtly by the Issue 

Lep&rtment, p�rtly by the Dbnking 1epurtment, �nd the l�tter ' s  sh�re 

( soine r4 million) WtlS sol6. at l:. profit. 

sud ... n Government 3i-i" GUf:1ranteed Stock 1954/59 

.�n issue of £.2 million w<-.s :nade in July 19,39 t;nc the 

Governor gtlve the underwriters, ..:;ullens &. COllpbny, ;;.n option until 

;50th September to sell to the &nk, tit l,Q discount, up to £500,000 

Stock. On the outbreClk of wr::..r L.1ullens exercised their option to the 

extent o f  £.480,000 . The ,stock so b C Quired Wt>S disposed o f  between 

November 1939 tlno Jt..nuary 1940 at b SJlkJ. ll profit . 

..... n" lo-Interru.ti on&l Bunk Ltd. Ordinbry Shtlres 

1 , 18 7 , 386 shares of a nO.Jlintl l value of .el ebch were- held 

by the benk /:I. t  the outbrebK of war. :h'or some years previously the 

policy hbd been one of orderly liqui6ation, !:Ind on 16th July 1 9 43 tne 

capitbl of the Company Wb5 reduced and � repl:.yment of 5 s .  per share 

mc:.de to the shbreholders. The Bank of Englbnd hL.<i meanwhile 

a further 6 , 754 shares, thus holding in �11 1 , 194, 140 sh",res o f  a 

nominal vtllue of 15s. each. The book Value of the security hed been 

written down in 1935 to £,100 . In July 1944 such b�nking business 

us remained WllS transferred to Glyn �ills &. Company, und Continent<.. l 

.. ssets Iiealisation 'l'rust Ltd. were uopointed to .uanage the C('mptlny 

for the purpose of ref:1lis ing the remhinin,?: frozen b.ssets. 

The Centr.::. l 
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The Centrbl .Jining & Inves tment Corporbtion Lta. 5,Q Cu:uult"tive 
Preference Shbre:... 01' £1 each fully pu id 

In bgreem.ent with .:iir P .... Cooper, then <.. Lirector of the 

Centr.:.l ..lining & Investment corporation Ltc . ,  the bunk bought 3CC, UCC 
J..7'Irf,-.. C4_ 

preference sh!:lres in 1934 to ret:bin contr-ol of the Corporlttio.1 tun ' 
/f.;. P..K '" ' 

� tc.y (end hence of" ttl6 ...... outt! ... friCl:;.n i!.old mining inaustry ' s  )olicy) 

which threatened to pass to _'rIlDce. In 1942 , however, the uf:ln:;er of 

foreign control wus removed by &0 alterf:ltion in tLe iorticles of 

t<ssocitltion which aepriveo foreion holders of vaUnt. rigltt s .  (; n  the 

23rd June 1943 the Bt.lnk solo their slllir e s ,  by i:lrrbngem.ent witil the 

Central ,.lining Corporl::t tion, to Huna ..lines Ltd . ,  thu� kaepinG them in 

the �mpire. 

Liverpool Stock �xchl::tn�e Buildings Compbny Lta. 3� Lebenture Stock 
1897 

In 1897 the Bbnk &.ovanced to tbis COlllpbny fllv,OC.O, 

by ,Jortgege Debent ure .::;tock for the same amount ; the money was used 

for redeeming mortgages on the Compfiny ' s property, for i:lcquirine. 

additionlll �)roperty t.nd for enh:rging the Excl,tlnge Builaings . In 

1943 effort W' �r mllde to dispose of the holuing <.nd eventually thi::; 
kl.'" .�'"-'-

M:lS urranged.l t-Ile proceeds not cover., the origiru.l Ci.dVbnce .  
" " 

Leoosit with the �ritish Overseas Bank 

The British Overseas neon,,- hud <.;.lwbYs been deeply eng ... ged 

in Ger3U:Iny, hungtlry "nd .£::(:Istern Europ e .  Its liquiait-y Wb$ tL..1:oro:o f' r e  

"erlo lsly uffected b y  vurious st::.ndstill i..<rrilngelllents, und in December 

1938 it be cam.e clebr tilu t the bank Vlould require bssistbnce to eDuble 

it to t(:lkc its stQnustill bills off the �rket. The 0overnor called 

together the three ".v" sh",reholders who controlled tile bank ... na it w",s 

arrl:lnged tlltJ.t the bank shoul6. bi: c:iven whl:l.t wus in effect t:. gUl:I.rb.ntee 

of £2 million, the .dunK of i.nsllinci being responSible for .cl mi Ui,)n ",nO. 

two shureholders, .iillit'!l.S Lel:1con ' s  Dbnk /;ono. the Union Danrc o f  ..;ce>tl; ... nd, 

for f75G, 000 bnd £250,000 respect:vely. The trlird sut.reh" lc.er, the 

Prudential Insur,nce Com�lt:lnJ- J wo",(Jnot ,rticipl:I.te. 

took the forI of (:I sDecibl deposit by the above-mentioned btlnks of ·,tle 

£2 million, offset to the extent th& t it WllS not required by i.1 c< l're�,

ponding cf:lll 10l:l.n by the .aritish Gverseas L<.;.nk. ...ner,;e t i c  steps were 

taken for the reulisation of all pOSSible c.sset:; !ld by Octobar 1942 

Bank of England Archive (M5/538)



the i,uditors were /;lble to certify thtlt ol,ly £750,(.n:C r the �uerElnteE. 

VI s required. The position Wto.s, in fact, some'llhut better thl..l thifl 

,od by 1944 it seemeo thut tt.e specLl depositorz ,i .. ht be relieved 

of tlteir liobility �t l;;. comparbtive1y slllb.ll lo"-,s to U,emselvIiIs . 

in June 1944, it WI:!S announced thet the, oriti:.:..L uverseC.s denl,. Vlere 

transferring their banking business to Glyn .. !ills l1- COiQPbny und were 

entarin: into t..n <.ogl'eeJlent with Continentul nssets FteeliRution lrust 

Ltd. for the liquidation ef their frozen ussets, Tr.is trbnsI'er WeS 

made possible by the special depositors Clgreeing to for;3o tit t:his 

the repuyment of tI swn of /;lbout £.300 , O C O .  3 0  fl:lr <.>S the Bunk of 

Enelbnd were concernea, the urnount aue was £1.37, OCO but it w<.>s 

expected that this woulo bt': reducea in toe next two yeurl> to £80 , 000 -

£100 , 000 . 

Constantinople Quays Company 

As the Bank were able to realise their holding (at a 

substantial loss) in 1944 it is perhaps fitting to give some account 

of i t .  The history of thi s investment i s  a curious and complicated 

one. 

In 1906 the Foreign Office, in conjunction with a French 

group, took advantage of an opportunity to obtain a controlling 

interest in the constantinople Quays Company, largely with a view to 

preventing Germany from doing so. 37,500 shares out of a total of 

4 7 , 750 Ordinary and Preference shares of 500 francs each were bought 

at par, a price greatly in excess of their intrinsic value (about 

200 francs) . The Foreign Office half of this purchase was handed 

over to the Bank of England*, apparently because the Government either 

did not think it worth while to hold it or deemed it inadvisable to 

seek Parliamentary sanction for retaining the shares themselves . As 

an' inducement to the Bank, the Government guaranteed them 3!% on the 

capital cost of the shares; and the Bank engaged not to part with the 

shares without the consent of the Treasury, and to exercise voting 

rights (both classes of shares had the same rights) in accordance with 

the wishes of the Treasury. The Foreign Office and the French Group 

each 

ro��6...K-
*At�ost�of £375,808 (C. C . O . file 373/20 ; note 1 0 . 3 . 1944, O . E , N . ) 
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each nominated three Directors (the Chairman waS French ) and three 

Bank of England Directors served in turn. The Foreign Off ice 

forwarded sums from time to time to form a GUarantee Fund f or the 

Bank. 

In 1911 the Foreign Office waS urged by the Governor to 

take over the holding as i t  then stood and to inform Parliement of 

the transaction. Thi s ,  however, was not done. 

Towards the end of 1916 a fresh arrangement with the Bank 

was made, the Bank receiving 1% below Bank Rate varying. with a 

minimum of 3t%. During the war they had to draw on the Guarantee 

Fund as Turkey did not remit the service of the sha res. 

The depreciations of the French franc, in which interest 

and principal were paid, added a further complication, and in 1924, 

in view of the loss which would result, the �ank wrote the investment 

down from £329, 800 to £100, 000 and reduced their interest claim to 2t% . 

Later the Turkish Government began to put every obstacle 

in the way of the Company, with a view to obtaining control et i t  

themselve s ,  and b y  1934 the Company appeared to have no option but to 

secure the best possible terms for the sale of the business to the 

Turkish Government . Under the terms of an agreement which came into 

force on 1st January 1935, the Turki sh Government agreed to take over 

the liability to the Debenture holders, pay the arrears on the 

Preference Shares and an Annuity of 2, million francs fOr 40 years 

(with en option to compound on a 7,% basis ) .  

Although the terms obtained were surprisingly favourabl e ,  

the Bank were faced with an unaVOidably heavy loss . The Treasury/.. 

� were not prepared to ask Parliament for a special vote ,  and 

the Bank had to be content with £43 , 000 then held on the Foreign 

Office Guarantee Fund, and the handing over of SOme 2, 000 further 

shares. Their potential loss then appeared to be about £285 , 000. 

less such amounts as might come from the liquida tion of the Company. 

The Book Value was accordingly reduced to £100. ' u  1 1 " - """., ",�Htl)l. 
In April 1944, however, when they redeemed

A
the Turkish 

C,··,;.,.· �::r �"'"c' . � Government offered holders of�tbQ Q8a»a8 £4:10: - per share. announce-

ment of whi ch was made in the Press. The offer was accepted by the 

P . T . O .  
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securities llanagement Trust 

On 29th November 1929 the Bank ' s  holdings of ; -

Armstrong Whitworth "B" Ordinary Shares, 

International Power and Paper Company � Preference Shares, and 

Wl1liam Beardmore & Company 7% 1st Mortgage Debentures 

were transferred to the S.H.T.  and a new account in "Other 

Securities" was raised under the title of "Securities Uanagem.ent 

Trust Limited Ordinary Shares" . The Securities were transferred 

at the value at which they stood in the books and this b ecame the 

book value of the new Security. 

Subsequently there were other transactions of si�ilar 

nature and various shares and holdings of Stock were purchased and 

placed directly at the disposel of the S .l!.T. The book value at 

the beginning of the war, including a small amOWlt M the S .t.!.T. ' s 

own ordinary shares, was £5,057) 770: 8 ;  5. This had been 

reduced by nearly one-half by the end of 1944. 

Unproductive Securities 

The principal 'component of this group is, of course, 

the advance made by the Bank to offset the overdraft on the Customs 

and Excise Receipt Account . As a result of the considerable 

war-time increases in Excise Duties (notably the Beer Tax) , the 

average overdraft was correspondingly greater. Thus, whereas 

Unproductive Securities averaged £2 million in 1939, they 

averaged f4f cil1ion in 1943. 

7. Government Loans to Banks through the 
Bank of England 

In order to ease the position caused by  the abnormal 

expansion of Public Deposits and the shrinkage of Bankers' 

Deposits in the first half of August 1939 ( resulting chiefly from 

heavy purchases of sterling by  the EXChange Fund) it "Nas decided 

to lend part of the idle Exchequer Funds to the t:arket .  A total 

of £9 million was so lent, for varying periods, through the 

National Bank of Egypt and the Commonwealth Bank of AUstralia' • 

all the money was finally repaid by  28th September 1939. 
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Intereot Free Loan to H.U.T.by the Bank of England 
ola Bank of Greece 

Since this Loan was made through the Bank it was first 

questioned whether it was permissible under the Bank of England 

Act of 1819, the first section of which declares it to b e  unlawful 

for the Governor and Company of the Bank to advance or lend to His 

Majesty any swn or sums of money whatever without the express 

authority of Parliament. 

Section 4 ( 3 )  of the National Loans Act 1939, however, 

provided that any limitation on the pOVlers of any body of persons 

to lend money to the Government (or to invest in or hold or purchase 

securities issued under that Act) should not have effect. 

held to authorise the Bank to lend to the Government. 

Since section I of the Act authorised the rai ainr by the 

Government, in such manner as the Treasury think fit, of eny money 

required for rei sing eny supply granted to His lIaj esty for the 

service of the year ended 31st March 1940 end the National Loans 

Acts of 1940 and 1941 extended the provisions of the 1939 Act to 

money raised under the later Acts, it waS argued (and agreed by the 

Treasury) that the Bank of England were entitled to lend money to 

the Government free of interest because such loans represented 

raised under the National Loans Acts .  Incidentally, this decision 

covered the taking up of Tax Reserve Certificates by the Bank. 

8. Customers ' Money Employed* 

At the outbreak of war the amount of Customers I l.�oney 

Employed .(in Treasury Bills) was f14 million, most of which was on 

account of sixteen European Central Banks. By far the largest 

amount was f6, 700,000 for the Czech National Bank: the next 

largest was fl, 375, 000 for the Reserve Bank of India. The 

Reichsbenk-Direcktorium had flO,OOO. Of the total only a trifling' 
amount was for private customers .  

Up to the end of January 1940 the total rose steadily t o  

f49 million and then, apart from a temporary rise in the latter 

part of Hay and JtU1e, fell away to f2l million in the middle of 

July 1940. 
• 
This upward and downward mov�ment due a lmost 

*See also under "Treasury Bills" in Part I .  
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entirely to an increase and subsequent decrease on a Bank of 

France account, the balance of which wes reduced from £28 million 

to nil by 11th June 1940. The rise which occurred towards the 

end of May and June was caused by aD increase of some £15 million 

held for the Bank of Canada ,  fl0! million being repaid on 15th 

July 1940 for the repatriation of Canada 4% Stock 1940/60. 

Over the following twelve months the total rose 

consistently and reached £185 million on 30th June 1941 . The 

acc ounts mainly contributing were Bank of Canada ( £101 million ) ,  

Bank of Greece (£34 million) and Norwegian Government ( fIG million ) .  

This rapid increase had left a much smaller supply of 

Treasury Bills for the market. Arrangements were accordingly 

made whereby from 1st July 1941 "Tap" Bills , normally available 

only to Government Departments ,  were made available to the Bank of 

Canada,  and in March 1942 the privilege was extended to the 

Reserve Bank of India . As a result Money Employed had been 

reduced by October 1941 to fB3 million. By July 1943, however, 

it had again risen, to fl13 million, by December to f148 million, 

and by 31st December 1945 to f197 million, when the Central Banks 

of the following countries had balances of flO million or over : -

Argentina 
Brazil 
Greece 

*Greece (Non-Interest 
Uruguay 

Interest Rates 

fl04 . 9  million 
14 . 7  " 
11.2 It 

Bearing) 12 . 5  " 
13.3 " 

Interest on sums employed continued at rates based on 

the average rate at which three months ' Treasury Bills were sold 

by tender on the Friday previous to the date of employment, and 

commission 

*Remainder of a larger sum, £21� million, transferred in May 
1942 , at the reque st of the Bank of Greece,  from Money 
Employed and lent to R.M.G. free of interest . The Bank of 
Greece desired that the sum so lent should remain a liability 
of tbe Bank of England and accordingly it was retained as a 
non-interest bearine Acc ount , the normal cover of Treasury 
Bills being replaced by a Treasury Certificate aCknowledging 
the loan , the funds for wbich bad originally been provided by 
R.M.Government . 
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commission was charged by the Bank in accordance with the 

variations in the rate of interest* . From February 1940 the 

average rate on Treasury Bills remained practically stable at 1% 

with the result that the Money Employed rate for Central BankS 

remained virtually unchang e d  at 11/16%. Hence the growth in 

Money Employed profits - £209 , 000 for the half-year ended AU8ust 

1944 against £22 ,000 for the same half-year in 1939 - directly 

reflected the growth in the amount employe d .  

9.  The Cash Base 

*Interest on Customers r Money Employed based on avera�e Tender 
Rate to nearest 1/8� below, less 1/4%; minimum 1/4% : 

Less Commission 

o 1/16% when 
o 1/8% " 
o 1/4% " 
0 3/8% " 
0 1/2% " 
o 51&{, " 
0 3/4% " 
0 7/8% " 
o 1% " 

a . M.Rate " " 
" " 
" " 
" " 
" " 
" " 
" " 
" " 

under 1/2% 
" 2% 

2 - 2 1/2% 
2 5/8% 
2 3/4% - 3 3/4% 
3 7/8% 
41& - 4 1/4% 
4 3/8% 
4 1/2% - 5% 

Central Banks 

Commission deducted at -

1/16% when C . M . Rate under 2% 
1/8% n " If 2% or over 

The "Tap" Rate was fixed at the nearest multiple of 1/16% below 
the average weekly Tender Rate , and was effective from Monday 
morning to sunday night . 
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9 .  The Cash Base 

The Cash Base expanded by relatively moderate amounts ln 

the first year or two of the war but by considerably more ln 1943 

and 1944. No clear idea of the extent of this expansion, however, 

can be obtained by consulting the figures of cash published by the 

London Clearing Banks . Cash holdings had been exaggerated ( since 

they represented an average of 

for many years before the wer, 

different weekly make-up days only) 
�,,� �tJ.. v.....u.;,...... 

and during the war�be6�me more 

pronounced, for a aingle day was chosen by each bank, and no doubt 

a greeter effort at making up was made once a month than when the 

task occurred weekly. The banks continued to make up on different 

days ( except at the end of each helf year) and as the Cash Base 

grew the surplus funds moving round tended t o  be greater. 

the cash proportion was allowed to decline slightly ( from an 

average of 10.9 in 1939 to 10.7 in 1940 and thereafter to 10. 5 )  

true figures were 2% or more below this figure, and with expanded 

cash this difference could make a distortion on make-up days o f  as 

much as flOO million or more. Using the cl earing banks' 

published figures* we find that the Cash Base increased from an 

average of f244 million in 1939 to f492 million fo 1945, or more 

than doubled. 

Approximately true figures of the. expansion are arrived 

at by taking the difference in the Bankers' Deposits at the Bank 

of England (averages of the Wednesday figures ) and adding thereto 

an average of the Wednesday Till money from figures supplied to 

the Bank of England by the bankers.  Average Bankers' Deposits 

increased from fl02 . 5  million in 1939 to £217 .9  million in 1945, 

considerably more than twice the 1939 figure. The corresponding 

increase for Tills was £20 million, and in total Cash £135 million, 

or about 5� of the published increase. 

The annual 

�AS only end of half-year figures were aVAilable for June and 
December, the yearly averages compiled by the Bank (Statistical 
Summary) addit ionally exaggerate the growth. 
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The annual growth in the deposits at the Bank of England W8S : 

£ million 

1939 102. 5  
1940 110.3 • 7.8 
1941 122.6 • 12.3 
1942 136.9 • 14.3 
1943 158.9 • 22 . 0  
1944 184.4 • 25.5 
1945 217 , 9  • 33.5 

The movements at the Ban& of England over the six years accounting 

for the total increase of £115 million, again averaging Wednesday 

figures, were as follows: -

Increases 

Public Accounts 

Government Securities 

Discounts & Advances 

8 . 5  

144.8 

. 7  

154.0 

Decreases 

Other Accbunts 

Other Securities 

Reserve 

£ million 

17 .1  

7 .7  

13.9 

38. 7  

The Bank' s  Government Securities averaged £107 million 

in 1939, and £2,52 million in 1945; of this increase tl30 million 
"'" 

was � Treasury Bills. The Wednesday average holdings 

of Treasury Bills ( other than Discounts )  wera:-

1939 
1940 
1941 
1942 
1943 
1944 
1945 

�"c-__________ f million -

62.1 
95.7 
92.6 
97.2 

116.4 
150.4 
" , . �  

Thus the greater part o f  the expansion in the Cash Base 

was supplied by the purchase of Treasury Bills. Treasury Bills 
were 

10. Contingent Liabilities 

This is perhaps an appropriate place in which to include 
a note on Contingent Liabilities. 

Deposits 
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were also used for day-ta-day adjustments of Cash, although the 

lerger weekly variations were effected by varying the amount of 

Treasury Deposit Receipts called from and offered to the banks. 

At the end of each half-year the banks all made up on 

the same day, and no surplus cash was available to be moved from 

bank t o  bank. The whole of the additional cash was therefore 

provided by the Bank of Engllll d .  The greater part of their a5si5-

tance took the form of Treasury Bill purchases, though 'Nays and Means 

Advances were also large. Except at the end of 1939 the Bank neTer 

supplied the Market with less than £60 or £70 million, while at the 

end of 1942 and 1943 £123 and £147 million were made available : in 

1944 the figures were still higher : £131 million in June and £179 

million in December. In 1945 the amount of additional Cash provided 

by the Bank was the highest so far reached in June (£175 Dlillion ) ;  

but in December only £146 million. Once, in June 1940, the 

to cover a substantial drain from the Public Deposits, while on two 

occasions the Public Deposits contributed t o  the building up of the 

Bankers' Deposits .  These figures are calculated b y  assuming that 

the preparation for the half-yearly make-up began a fortnight before 

the end of each half-year/and a statement is appended showing the 

movements in these periods. 

The hold of the Hank and the Treasury on the Market 

naturally enabled both small and large movements to be effected wi th-

out difficulty and with the desired results. The Benk tried not t o  

make money too eesy and yet to avoid inconVenience t o  the Money Market 

Occasionally the banks, end especially the smaller banks. felt them

selves squeezed;  while on other occasions it wes sometimes alleged 

in the financial Press that the tiank had provided cash beyond the 

Market' s  requirements. On the whole,  however, the system worked 

smoothly, efficiently and without complaints .  

10. Contingent Liabilities 

This is perhaps an appropriate place in which to include 

a note on Contingent Liabilities. 

Deposits 
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Ref. F . E . 2 9 0  

Deposits 

From time to time during the war the BAnk agreed to 

accept and hold U . S . and Canadian dollars tor certain government s 

and Central Banks. The first instance came i n  f,!ay 1940 when a n  

acc ount was opened for the Norwegian Government i n  connection with 

their Shipping & Trade hlission. The question arose as to where 

the dollars should be held and the Treasury agreed that the deposit 

should be for account of the Exchange Fund. 

Subsequently dollar accounts were opened for the 

Netherlands Government (1940), the French Caisse Centrale and the 

State Bank of the U . S . S . R .  (both in 1942), the National Bank of 

Yugoslavia and the Reserve Bank of India (1943 ) .  

The precedent set in 1940 was followed without 

reference to the Treasury in the remaining cases. In August 1944, 

however, the Bank came to the conclusion that these balances should 

not be a liability of the Exchange Equalisation Account but of the 

Bank of England . At this t ime the total amount of dollars so 

was a little under U . S .$3 million with a further Can.�30,OOO odd. 

All but about �300, OOO was held for the Norwegian Government. 

The French account had been closed. 

With Treasury agreement the Governors decided that these 

balances should be included among the Bank of England's own assets 

and liabilit i e s .  It was thought justifiable, however, i n  all the 

cir.cumstances, not t o  allow these figures to affect the Bank 

Return; the entries were a ccordingly netted or offset . *  

changes were made a s  from 5th October 1944 . 

These 

Forward e xchange contracts with customers were included 

among the contingent liabilities noted in the half-yearly balance 

sheets of the Bank as from April 1942 . 

·For simplicity's sake 
held with one bank: 
dollar balances with 
of H.l,�.Government, a 

Credits 

it was felt that the dollar balences shoilld b e  
and as i t  had already been agreed that all 
the Federal Reserve Bank were the property 
London bank, the Westminster, was selected. 
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Credits Ret.F.E.5l 

Credits had also been opened for Government departments 

( e . g . ,  Hinistries of supply, Food and War Transport ) and some other 

customers - credits both confirmed and unconfirmed, some expressed 

in sterling and some in foreign currencies .  

The question was raised in March 1942 whether such 

credits should not properly appear in the Bank of England Balance 

Sheet . Unconfirmed credits, it was decided, could be ignored; 

and if the credits were in foreign currencies their cover 

necessarily would be the responsibility of the Exchange Fund, 

since the Bank of England held no foreign exchange. (Their 

at the end of February 1941 was some £7 million, of which 

£5� million was for Government Departments ) .  But there was 

clearly a contingent liability on the Bank of England in respect 

of confirmed sterling credit s .  

In April 1942, i n  agreement with Messrs .Deloittes, i t  

was decided to include confirmed credits among the contingent 

liabilities noted on the half-yearly Balance Sheets ot the Bank. 

In August 1942 their amount was £3.2 million. By 

FQ.&\·lo.dt\� 1.1 <tbl't
it had grown to fli'3millioD, of which the �" r,,-"'''''' rrJ..: 

was for the }':1nistry of Supply. 

Ref .F.E . 32l 

Payments Agreements 

In view of the commitments made under the various 

Payments Agreements the Governor wrote to the Treasury e t  the end 

of 1940 to suggest that, in view of the slender resources held by 

this oo untry, arrangements should at least be made to keep enough 

gold t o  meet commitments on the various Special Account agreements, 

which then stood at about £10 million. The Treasury agreed in 

principle and accepted the liability on 23rd l:ay 1941. There 

was some discuss ion as to whether this liability should be shown 

in the accounts of the Exchange Equalisation Account, the Treasury 

demurring on the ground that the Exchange Fund was a cash account, 

which should 
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which should therefore not record a contingent liability. The 

Bank argued that the liability was an actual rather than a 

contingent one, admitting that they had themselves first used the 

word "contingent " .  They now suggested that the Fund should sell 

gold forward to the Bank of England at the end of each month. 

Correspondence continued up to October when the subject 

was dropped, the Lend/Lease Act and the consequent increase in the 

U.K. ' s  gold reserves making the quest ion of no practical importanc6_ 

General 

The following Minute of tJ-.e COClIllittee of Treasury 
\.t.o ..... o� 

dated 3rd March 1941 � refers to some o f  the ahove commitments:_ 

"From time to t�e the Bank had undertaken on behalf 
of H.n.Government commitment s in gold or currency to Foreign 
Governments and Central Banks and the public, to which no 
reference was made in the Bank ' s  Accounts. The Committee 
agreed that as, in these transactions, the Bank were acting 
as agents for H.?!.Government it was not necessary for their 
commitment s to appear as liabilities of the Bank: or t o  b e  
covered by corresponding assets or t o  b e  disclosed t o  the 
Committee." 

Public Accounts 
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publlc Accounts 

On the 12th October 1942 the Governor wrote to 

Sir i'/ilfrid }!.b.dy with reference to the 6Vertlge level of Public 

Accounts/which it was agreed in 1925 shoi.l.lCi. not, as E:l general 

working rule, be tlllowed to fbll below £10 million -

n . . . . . . .  I noticed yesterday that the public deposits stood et 

£6 million end have &180 observed that the figure has fb.llen 

to a low figure on many occtlsions during the ?8St yetlr or so.  

And, althouBh it is not my wish that hny betien shoula be 

to work to rule during the war period, I think it proper to 

place on record that this attitude should not be regarded as 

an admission by the Bank that the previous arrdngements no 

longer hold good in principle . "  

Sir ','lllfrid Eady replied (30 . 10 . 42) 

" • • • • • . •  Thank you for your letter of the 9th October bbout the 

size of the total balances of Public Accounts. \';e were glad 

to be informed that it is not your wish to work to rule during 

the war period, but we also note whtit you StlY tlbout the Bank ' s  

general views on the principle of the lIll:ltter , "  
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TABLE SHO\'/ING THE RELATIVE EFF�CT ON BANKERS DEPOSITS AT 'IHZ BhN'n: OF ENGLAND (HEl\D OFFICE )  OF CHANGES 
IN VJ1.n:I,:.US _\SSETS A!\"]) LI};.BILITBS VURING THE Lt.ST lORT1ITGHT Q,f �CH HALF-ys;..R FROi� THE OUTBREAK OF 

WJ,R T O  DECE!..ffiER 1945 

Changes over Two ';;eeks 
£ millions 

1942 I 1943 1944 I 1945 
Last fortnight of : -

1 1939 --"1940 t _ 1 ��i 
Dec. June I Dec. June Dec. June I Dec. I June I Dec. June I Dee , ! June Dec. 

Bankers Deposits (H, O. ) 

I--
Ways and Means 

Treasury Bills 

Other Securities 

Reserve 

"Other Private" Deposits 

Public Deposits 

�
43 26  I 51 ?4 95 I 93 I 106 I 

- I  I I I 36 I 28 I - - 39 28 49 

34 69 20 32 55 39 88 

1 7 4 9 7 6 7 

- 22 4 2 12 5 11 

6 1 2 2 4 2 1 

I 16 27 6 9 - 19 5 
f--

74 I 95 r 93 I 106 I 43 26 51 1 

Changes effecting an increase in Bankers Deposits 

" " a decrease " " " 

7 9

1 

128 I 130 : 168 

I 

148 155 

I 20 I 71 
43 18 47 9 

27 125 100 118 159 138 

11 4 11 14 9 1 1 

3 13 - 5 14 3 

3 8 3 8 11 1 

2 2 2 ' 2 2 13 

791 128 t 1301 168 I 148 I 155 

in black, 

in red. 
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