| BANK FOR 3
INTERNATIONAL SETTLEMENTS

SECOND ANNUAL REPORT

APRIL 1, 1931 — MARCH 31, 1932

BASLE
May 10, 1932



TABLE OF CONTENTS

Page
Lintroductory . .. ... ... ... .. e e e e e e e e e e e s 5
il. The Three Phases of the Year's Work . . . . . . . . .« . . v v v v v v vt ki
Ill. The International Short-Term Credit Situation and its Resuwits . . . . . . . . . .. 1
IV. The Trend of Gold Movements during the year . . . . . . . e e e 15
V. The Hoover Moratorium and the Bank . . . . . . . . . . . . . .« o o v 17
Vi, Central Bank Collaboration during the period . . . . . . . . . . . . .. ... .. 21
VIi. Trustee and Agency Functions of the Bank:—
(a) Trusfee for Government Annuity Payments . . . . . . . . . . . ... .. ... 20
(b) Trustee or Agent for Government International Leans . . . . . . . . .. . .. 27
VIIl, Share Capital;- Deposits and investments; Net Profits . . . . . . ... ... ... 3t
P, Conclusion . . v . . . 0 e e e e e e e e e e e e e e e e e e 4
ANNEXES
I.: Central banks or other banking institutions allotted shares of the Bank.
I} : Personnel — March 31, 1932, :
Il : Balance Sheet as at March 31, 1932, _
tV : Profitand Loss Account and Appropriation Account for the financial year ended March 31, 1932,
V : Trustee of the Creditor Governments for the annuities payable by Germany:—
(a) Summary of receipts and payments for the perlod from April 1, 1931 to March 31, 1932.
(b) Distribution of the total payments and balances allocated to the Creditor Governments
as shown on Annex V (a).
VIl : Trustee of the Creditor Governments for the annuities payable by Hungary.
VIl : Trustee of the Creditor Governments for the annuities payable by Bulgaria.
VI : Filscal Agent of the Trustees for the German External Loan, 1924:—
{a) Statement of receipts and payments for the seventh Loan year.
(b) Statement of funds in the hands of depositories as at October 15, 1931,
IX : Fiscal Agent of the Trustees for the German External Loan, 1924 — Intenm statement of
receipts and payments for the half-year ended April 15, 1932,
X : Trustee of the German Government Internatlonal 514 9% Loan, 1930;—
(a) Statement of receipts and payments for the first Loan year.
(b) Statement of funds in the hands of depositories as at June, 1, 1931.
X1 : Trustee for the German Government international 514 % Loan, 1930 — Interim statement of
receipts and payments tor the half-year ended December 1, 1931,
Xl : Trustee for the Austrian Government International Loan, 1930:—
(a) Statement of receipts and payments for the first Loan year.
(b) Statement of funds in the hands of depositories as at June 30, 1931,
XN : Trustee for the Austrian Government International Loan, 1930 — Interim statement of receipts
and payments for the hali-year ended December 31, 1931, '
X1V : International Loans for which the Bank is Trustee or Fiscal Agent for the Trustees — Funds
on hand as at March 31, 1932.
XV : Funds available for deliveries in kind and their utilisation.
XV1: (a—b) Graphic representation of source and employment of the Bank s assets and liabilities,
1930—1632.
XVIi: (a—b) Graphic representation of liquidity of Bank's assets and of maturities of corres-

ponding liabilities, 1936—1932.



SECOND ANNUAL REPORT

TO THE GENERAL MEETING OF THE
BANK FOR INTERNATIONAL SETTLEMENTS
BASLE, May 10, 1932.

Gentlemen:

As provided by the Statutes, there is submitted herewith the Second Annual Report
of the Bank for International Settlements covering the fiscal year which began April 1,
1931, and terminated March 31, 1932, '

The year under review has been one of dramatic occurrences in the whole field
of internationai finance, credit, monetary stability and capital movements, both public
and private. The record of this year of unparalleled world-wide disturbance reflects
itself in the progress, resources and activities of the Bank, which have been Intimately
affected by each succeeding episode, in ali of which the Bank was promptly called upon -
to play a réle, as was but natural for an international institution the statutory object of
which is ""to promote the cooperation of central banks and to provide additional facilities
for international financial operations, and to act as trustee or agent in regard to inter-
national financial settlements’’, whose ‘'operations for its own account shall only be
carried out in currencies which satisfy the practical requirements of the gold or goid
exchange standard’’. '

In the second month of the fiscal year, the collapse of the Oesterreichische Credit-
Anstalt, with its ramifications throughout Central Europe, called for immediate aid to
the National Bank of Austria. In the third month of the fiscal year, there was announced
the so-called “‘Hoover moratorium™, which materially changed the scope of the operations
of the Bank and the magnitude of the funds at its disposal in its capacity as Trustee
for international financial settlements between Governments, In the same month the
banking difficulties in Germany, precipitated by wholesale withdrawals of short-term
credit, and the pressure upon the Hungarian exchange, necessitated the organization
of central bank aid to the Reichsbank and to the National Bank of Hungary.

In the fourth month of the fiscal year, the London International Conference declared
that '‘excessive withdrawals of capital from Germany'’ had ‘‘created an acute financial
crisis’’, and invited the Bank for International Settlements to set up a Committee to inquire
into the credit needs of Germany. In the fifth month, this Committee urged “‘most
earnestly upon all Governments concerned that they lose no time in taking the necessary
measures for bringing about such conditions as will allow financial operations to bring
to Germany — and thereby to the world — sorely-needed assistance'.
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In the sixth month of the fiscal year, the world was shocked by the sudden fall of
sterling, which was almost immedlately followed by the suspension of the gold or gold
exchange standard by six other nations. These occurrences still further shattered what
was left of confidence and forthwith caused a strain on the reserves of nearly all central
banks of the world, including the Federal Reserve System. The necessity for the employ-
ment by central banks of their reserves in turn placed a strain upon the Bank for Inter-
national Settlements, in its capacity as the depositary for a substantial portion of the
reserves of many European banks of issue, but the large withdrawals in September were -
met without decreasing its high degree of liquidity.

(n the ninth month of the fiscal year, there gathered at Basle the Special Adwsory
Committee, convoked by the Bank because of the declaration of the German Government
that it had *'come to the conclusion in good faith that Germany's exchange and economic
lifa may be seriously endangered by the transfer in part or in fuli of the postponable part
of the annuities’. In the succeeding months of the fiscal year the world financial system
continued to undergo heavier and heavier pressure and the condition of Central and
Eastern Europe and of its central banks, members of the Bank for International Settle-
ments, failed to ameliorate despite a series of “‘standstili' agreements, currency res-
trictions, rationing of imports and foreign devisen, and other artificial expedients.

The cumulative effect upon the condition and activities of the Bank for International
Seitlements of the interruption of intergovernmental payments, the wholesale withdrawal
of short-term credits, the break-down of normal international economic relationships,
the call upon central bank reserves, and the necessity of affording emergency credits
to several European central banks, will be described later in the report. H is a satis-
faction to confirm that the usefulness and use of the Bank for International Settlements
as a center for information, for counsel, and for joint financial action has been greatly
enhanced during the period of stress; that, from the material point of view, the business
operations of the second full fiscal year have resulted in net profits exceeding by seme
4 million Swiss francs those earned in the first fiscal period; and that the close of this
year finds the institution in a sound qutjid condition, with a substantial recent increase
of deposits of central banks for their own account, namely, 608 million Swiss francs on
March 31, 1932, as against 464 million Swiss francs on December 31, 1931. Indeed, in
the course of the year, by reason of the interruption of intergovernmental payments, the
prominence of monetary phenomena, and the necessity of mutual aid, the Bank has
become more and more an instrument of central bank collaboration and a reserve center
for their foreign currency holdings. The drop in the aggregate assets of the institution
from 1,900 million Swiss francs at the close of the first fiscal year to 1,126 million Swiss
francs at the end of the second fiscal year is mafnly due to a decrease of some 600 million
Swiss francs in the balances arising out of intergovernmental payments which were held
for the account of Treasuries on March 31, 1931, by comparison with March 31, 1932.
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li. THE THREE PHASES OF THE YEAR'S WORK.

During its second year, the Bank passed through three distinct phases. of policy
and of corresponding activity. The first phase terminated about the time of the proposal
of the ‘““Hoover moratorium”’. The second phase terminated almost contemporaneously
with the depreciation of sterling. The third phase prevailed for the remainder of the
period and its characteristics are still the controlling feature of present developments,

During the first phase of evolution, the Bank concentrated upon its customary
function of holding central bank reserves, of aiding in stabilizing currencles, of receiving
and distributing intergovérnmental payments, of expanding its business relationships,
and in particular of endeavoring to assist- in directing the superabundant and dan-
gerous international accumulation of short-term capital into the channel of ionger
term credits, for which there was manifest need. Thus, active negotiations with the Bank
of Spain in connection with the contemplated stabilization of the peseta were conducted
both in Madrid and in Basle, and a credit of £ 3,000,000 was advanced to the Bank of
Spain by the Bank for International Settlements in connection with pre-stabilization

_projects. Owing to sudden internal political changes and to external economic events,
the plan of stabilization was nof realized and the credit was terminated when the purpose

for which it was granted could not be achieved. Similarly, contact was maintained with
the Bank of Portugal and the-National Bank of Yugoslavia. When the latter stabilized
its currency it became a shareholder in this central institution. The Bank, further, extended
its relationships generally, and also admitited as shareholders the National Banks of
Norway and Albania. But the essential emphasis of the Bank's work during the first
of the three phases was laid upon the necessity, if imminent dangers were to be lessenad,
of reducing the quantity of short-term credit in the international markets and of its
transformation into more permanent capital. Considering the nature of the Bank's own
resources and its speclal need, as a reserve center for central banks, of maintalning
high liquidity, very definite limitations existed upon the amount of funds avaiiable for
direct investments at long term by the Bank for International Settlements itself. Never-
theless, committees of the Board of Directors examined the possibilities of our granting
intermediate credits fo a moderate extent, primarily as an encouragement to others;
and careful studies were made as to the possibility or desirability of setting up some
international organization outside the Bank for the stimulation and granting of long-term
loans. By way of example, the Bank participated in the subscription to long-term bonds
issued by two international mortgage banks, which had been set up by private international
banking groups, the International Mortgage Bank, Basle, and the Compagnie Centraie
de Préts Fonciers, Amsterdam. Evenis moved too rapidly, and the response to the
proposals for consoclidation was oo slow, to ward off the dangerous consequences
of the over-accumulation of short-term credits, and this very accumulation caused the
Bank to enter rapidly into the second phase of its activity, one that for a time altered the
course of its development and the nature of its immediate aims.

Sweeping withdrawals of short-term credits from Central Europe and Germany,
which were increased rather than reduced by the warning implied in President Hoover's
proposal, caused drastic pressure upon the central banks in the countries involved,
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which had to restitute within a few days or weeks large sums in foreign currencies that
had gradually entered their respective markets over a considerable period of time and
- had been employéd, in part, as if they were likely to remain, or to be replenished, inde-
finiely. The resultant disturbance also put a burden upon the exchanges and threatened
an immediate severé dislocation of the international credit system.

Emergency help was imperative to enable the affected central banks to face the
drain; and to give a breathing space both to debtors and creditors during which measures
might be taken to withstand the shock; and to attempt to consolidate their positions.
In rapid succession the Bank for International Settlements was called upon to grant
emergency credits to the National Bank of Hungary, the National Bank of Austria, the
Reichsbank, the Bank of Yugoslavia and a temporary advance fo the Bank of Danzig.
The call came at the very moment when the natural effect of the Hoover proposal was
to lessen the existing and prospective working resources of the institution derived from
intergovernmental payments. In consequence, to amplify its possibilities of material
aid and in cloge collaboration with central banks, the Bank for international Settlements
organized syndicates of central banks which contributed funds to the common construc-
tive cause. Thus, three central banks, besides the Bank for international Settlements,
participated, to the extent of § 25,000,000 each, in the credit of $ 100,000,000 to the Reichs--
bank, and twelve central banks, besides the Bank for International Settlements, participated
in the credits of approximately $ 26,000,000 i¢o the Hungarian National Bank. Further refer-
ence to this second phase of the year's work, that of emergency credit-granting, appears
below in connection with a review of the short-term credit situation and its effects. At
no time were these credits regarded as remedies, but merely as facilities giving the chance
for corrective or defensive measures to be taken. Yet without them, and without the
opportunity which the existence of the Bank for International Settlements afforded for
speedy consultation and joint action between central banks, if is a matter for conjecture
whether the acute credit crisis would not have been still more catastrophic and would
not have resulted in a swifter and wider immobilization of the large creditor markets, as
well as -of those of their debtfors. '

Delays in aggressive action and worsening world conditions tended, in fact, to
transform the temporary credits, as the result of successive renewals, into longer ferm
advances. At the close of the fiscal year, only the advance to the Bank of Danzig had been
promptly repaid in full. The other credits were still operative, although in three instances
capital reductions of 10 per cent to 20 per cent had been effected. So, in the second
phase of the Bank's operations, the force of events had partly altered its activities to
that of a grantor of credit during a general economic depression, instead of discharging
the more normal function of a stabilizer of monetary fluctuations resulting from seasonal
movements or from a transitory, localized difficulty.

In addition, during the second phase and as a consequence of the emergency
central bank credits and the causes which led up to them, the Bank was invited to perform
cerfain extraordinary functions in connection with international agreements and *“‘stand-
still”’ arrangements, such as the convocation at Basle of the committee recommended
by the London Conference of July 1931, and the appointment of the Arbitration Committee
provided for by the Standstill Agreement, between foreign creditors and German bank
debtors, of August 1931, These extraordinary functions in connection with international
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conferences and international financial settlements between private debtors and creditors
recurred during the third phase of the year's activity. They will be more conveniently

reviewed together later in the .report, after further reference to the general question of

superabundant short-term credits.

The third phase of the evolution of the Bank’s year began with the fall of sterling,
when it had become demonstrated that credit-giving, alone, was insufficient to bridge
- the economic difficulties or to maintain currencies against the swift current of capitai
withdrawal and flight engendered by the more general realization of the existing
disequilibrium in the international balance of payments, a deepening business depression,
and a crisis of confidence of almost panic proportions. Fundamental reasons for the
conditions, and the possible correctives, lay far deeper in the economic system than
those involving only immediate monetary steps or normal credit methods. The Bank
for International Settlements, recognizing the demoralization which had developed and
the inadequacy of additional grants of shori-term credits, felt obliged to refuse new
applications for advances which came to it from several central banks as a consequence
of the fall of sterling, and it thus suspended the policy of being a substantial new credit-
giver to sundry central banks. Warranted from the viewpoint of economic possibilities,
even from the purely material angle, this change of policy was natural because, in addition
to the diminishing effect of the Hoover moratorium upon the Bank’s working resources
of government origin, the effect of the fall of sterling in September 1931 was to reduce
the current resources of the Bank corresponding in origin to the reserves of central
banks. In the month of September 1931, the Bank’s balance-sheet precipitately feli by
331 million Swiss francs, thus reflecting the strain upon central bank reserves that
almost immediately resulted from the consternation caused throughout the financial
world by the fall of sterling over a week-end. The immediate consequences in the
monetary field were unparalleled in their rapldity, on the one hand, taking the form.of
the temporary abandonment of the gold exchange standard by several central banks
and, on the other hand, the conversion of devisen into metallic gold, on the patt of several
banks of issue which had for some time carried substantial quantities of foreign devisen,
hut not as part of the cover for their notes. In both instances, the resultant tension
upon the international exchanges was very great, and caused the central banks con-
cerned to draw extensively on their deposits with the Bank for International Settlements.
Furthermore, the volume of these deposits was adversely affected during the remainder
of the fiscal year by the changed status of sterling and of the Scandinavian currencies,
because of the provisions of Article 21 of the Statutes to the effect that the operations
of the Bank for its own account shall only be carried out in currencies that satisfy the
practical requirements of the aold or gold exchange standard. Consequently, central
bank balances with the Bank in 1931 fell from the high point of 870,000,000 Swiss francs
on August 31, 1931, to a low of 464,000,000 Swiss francs on December 31, 1931. At the
close of the fiscal year they had somewhat recovered in volume, i. e., to 608,000,000 Swiss
francs, but still remained far below the high level, and, what is more important, represented
in part larger deposits from a few central banks instead of being, as hitherto, widely and
more evenly spread among -all the central banks with which the Bank is in contact.
The unsettled currency conditions and the intensification of the universal crisis
explain the third phase of the Bank's evolution during the year, which fails under two
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heads. First, on the business side, events demanded a prudent husbandry of the Bank's
resources, a review of its investments on every market with the aim of acquiring the
maximum security, a contintous conservation of the liquidity of the Bank's assets, and
an increasing accumulation of its resources with central banks or under their guaranty.
In the case of 13 central banks, we have received their guaranty, not only for the credit
risk in their respective markets, but also against the risk of loss through depreciation of
their respective currencies. Considering the special statutory objects of the. Bank for
International Seitlements as a promoter of cooperation between central banks and the
fact that it can operate only in currencies satisfying the practical requirements of the
gold or gold exchange standard, these central banks in a spirit of collaboration have
agreed that the investments of the Bank in their currencies on their -markets shall in
all circumstances retain (within the gold points) the same gold value as that which
the investments had on the date they were originally made by the Bank. The generall-
zation of such assurances would manifestly facilitate one of the statutory objects
of the Bank, that is, to provide additional facilities for international financial operations.
Second, during the third phase, the Bank once more oriented its internal organization
and study in the direction of the examination of monetary phenomena and problems,
with a view to being prepared to serve, if the ¢enfral banks themselves should so desire,
as a ready instrument which could be employed as a convenient center of discussion
and action in connection with the monetary reconstruction which will be as indispensable
after the world crisis as it was after the world war.

Events. of this second fiscal year have shown to what extent our monetary systems,
both great and small, have become interdependent, and how internationalism in monetary
matters is not merely a theory or a desirable evolution but an accomplished fact. The
tidal wave of uncertainty and fear which endangered several national currencies and some
banking systems, originated in Austria, swept quickly on to Hungary and Germany, and,
after devastating these areas, flowed onward to Great Britain and the Scandinavian
countries, sweeping down their currencies, and then, backwashing into the United States,
carried with it unusual demands upon the American gold supply and credit system. No
such widespread effects, which soon extended to Japan alse, could have occurred except
for the aiready existing essential unity of international finance and monetary relationship,
which ignores political and geographical frontlers. And this Interdependence is not
confined to the field of finance, but penetrates much farther into the whole economic
structure of the various countries. The indices of production, employment, trade and
profits show to an astounding degree the same recurrent tendencies in almost every
country in the world. Al the evidence available leads to the conclusion that any hope
that a single country may achieve prosperity apart from the rest of the world would
indeed be based on an insecure foundation.
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itl. THE INTERNATIONAL- SHORT-TERM CREDIT SITUATION AND .IiTS RESULTS.

When at the end of March 1931 the Bank for International Settlements closed its
books for the first financial year, the depression, although characterised by an unusually
sharp fall in prices, still showed, in most respects, the main tendencies of an ordinary
downward business trend. :

On the capital markets there was a large supply of short-term funds at declining
rates of interest, the natural consequence of a slowing down of industrial investment.
Government credit had not yet been seriousiy weakened and a falr amount of internatlonal
lending was still taking place. :

The increase in available short-term funds during 1930 made it possible for debtor
countries to borrow considerably in fhat vear on short-term account, at rates which
were relatively advantageous for them. It is now possible to estimate that the total
amount of short-term international indebtedness which existed at the beginning of
1931 aggregated more than 50 biilion Swiss francs, At that time, however, the
magnitude of this indebtedness was not known, and an increase in short-term funds
continued, which, if more complete information had been available, would very likely
have been moderated in view of the risks involved. Nevertheless, central banks began
to realize that the growing short-term indebtedness created a danger, and they endeavoured
during 1930 and the first months of 1931, with some measure of success, to strengthen
their reserves in foreign exchange. Atthe beginning of the year 1931, the 26 central banks
in. business relationship with the Bank for international Settlements reported foreign
devisen, in addition to their holdings of metallic gold, in the aggregate amount of about
11 billion Swiss francs, of which some 800 millions were centralized with the Bank for
International Settlements. Unfortunately, however, less than one-half of the holdings
of the foreign exchange belonged to countries which had borrowed on short-term account,
Furthermore, the private banks in the debtor countries which normally had to employ the
funds borrowed for account of their clients were themselves able to retain only a relatively
small portion of the foreign devisen which they had received; and they tended in many
instances to invest short-term funds in assets which, even irrespective of the ensuing
business depression, could be mobilized only over a period of time. '

The menace of this situation did not appear as self-evident as It does today Previous
experience had seemed to show that in ordinary times large transfers of credits took place
at a moderate rate. The pace atwhich funds moved was, with rare exceptions, largely deter-
mined by the rapidity with which new funds could be actively empioyed in trade and industry,
Commercial banks usually found it sufficlent to hold cash balances up to 10 per cent or
15 per cent of their deposits; and central banks usually kept a reserve in gold or foreign
exchange of 10 per cent or 15 per cent above the minimum legal reserve. These margins
normally allowed sufficient time for necessary readjustments to be made to meet capital
movements, such as increasing discount rates, seeking replacement credits, mobilizing

" long-term assets and adopting other corrective methods. When, however, short-term
funds are recalled, not with the object of reinvestment at home or elsewhere but as a
resuit of the breakdown of confidence, the wholesale demands for immediate transfers
are-almost certain to break the system at some point. This is what occurred as the
sequence to the banking and political difficulties during the year under' review.



— 12 —

In the endeavour to meet the demands, private banks in the debtor countries not
only employed their own external assets hut were soon obliged to apply to their respective
central banks for advances and for the rediscount of bills which they had in their portfolio
orwere able to obtain, With the funds which they acquired they bought foreign exchange
on, the market or from-the central banks, which thus saw their gold and foreign exchange
holdings diminish rapidly. It is not a matter of mere coincidence that, despite augmented
discount rates (over 12 per cent in some instances) and other credit restrictions, the
figure of rediscounts and advances in the central banks of most of the debtor countries
increased during the period of pressure by an amount substantially equal to the re-
duction in the gold and foreign exchange of the central banks affected. The classical
remedy of increase of the discount rate proved inoperative in checking the withdrawal
of foreign funds, for the reason that mobile capital was seeking security, with little or
ho return, rather than high interest rates coupled with currency and credit risks. In
these circumstances the exchange reserves of private banks and the exchange reserves .
of central banks in the troubled areas were insufficient to satisfy the ever mounting
demands for transfer. Consequently the banking systems involved turned for help to
the principal financial capltals?abroad to foreign banks of issue, and to the Bank for
International Settlements.

The extent of the emergency help granted during the year 1931 is not generally
recognized. If there be-added together the fotal amount of external advances granted
by central banks, by the Bank for International Settlements, by the principal capital
centers and by Treasuries, including the sums advanced to the British market, a figure
of approximately 5 billion Swiss francs is reached, or about one-tenth of the total amount
of short-term indebtedness outstanding at the beginning of 1931, These sums, supple-
mented by the large contributions made by the debtor markets themselves and by the
diminution of their central bank reserves, permitied the liquidation in & single year- of
more than 30 billion Swiss francs of short-term indebtedness, a certain proportion of
which represents, of course, not repatriation but transfers of funds from one foreign
country to another. Of the balance of short-term credits still outstanding, a substantial
part of the remainder has in fact become blocked as the result of arrestive measures
referred to below. It is unnecessary to emphasize the havoc wrought by this vast move-
ment of liquid funds, or to dwell upon the stagnation resulting from the magnitude of
the sums immobilized. They have each contributed their part to the persistent fall of
prices, and they have accentuated the deflationary forces which are oppressing world eco-
nomy. The most remarkable thing is that the economic system has been able to withstand
such dislocating forces — a fact that seems {o indicate its inherent power of resistance.

In an effort fo cope with the situation, at least for a time, new forces, themselves
also dislocating, were introduced into the international economic system as the resuft
of the adoption of a whole series of steps designed arbitrarily to arrest the continuation
of transfers and to protect the home currencies, such as exchange control, standstill
agreements, moratoria, restrictions of imports and. other exceptional -measures. In
some instances the toemporary suspension of the gold standard was resorted .to, with
a consequent depreciation of the currencies involved. The following chronology, which
does not include South America, throws light on the extént of these special measures
adopted during the period:— - . :
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1931 July 13® — Germany closed banks for two days, and issued on July 15" res-
_ trictions of forsign exchange.
»  17% — Hungary imposed foreign exchange restrictions.
Sept. 17t — First German Standstill Agreement; for six months.
n 21# — Great Britain suspended the gold standard.
, 22" — Great Britain issued certain restrictions.
5 28" ~ Norway and Sweden suspended the gold standard.
., 28M — Greece introduced exchange restrictions, _
w20t — Denmark. formally suspended the gold standard (having prohibited
the export of gold on September 22vd),
s 20" — The HRalian Finance Minister was empowered to issue exchange
regulations, No such regulations have been issued; but voluntary
regulations were later applied by the ltalian Bankers' Association,

Oct. 3% — Czechoslovakia introduced exchange restirictions.

' 5% — Finland " " T
w 1% — Yugoslavia " " "
. 8§ — Latvia " " "
» 9% — Austrla " " L

5 12t — Finland suspended the gold standard.
5 15t — Bulgaria introduced exchange restrictions.
s 24" — Estonia " " .
November — Norway applied voluntary exchange restrictions.
Nov. 18t — Denmark Infroduced exchange restrictions,
Dec. 17th — Japan suspended the gold standard (having prohibited the export
of gold as from December 14},
239 — Hungary declared a partial transfer moratorium.
;31 — Finland abolished the exchange restrictions previously introduced,

1932 dJan, 200 — Austrian Standstill Agreement with American and British banks;
for sIx months. '
March 1¢ — Second German Standstill Agreement; for one year,
» 37— GreatBritain abolished the exchange restrictions previously introduced.
»  31% — Hungarian Standstill Agreement; for six months,

Wherever foreign exchange restrictions have been introduced, the main ¢bject has
been to control capital movements and especially to prevent flight of capital. In Great
Britain this was the only object. In most other couniries the restrictions have served
another purpose, i. e, the control of imports, Central banks, either with or without the
assistance of some Government institution, have allotted foreign exchange for the import
of ‘'necessary’’ raw materials and commodities or have limited the amount of foreign

. exchange at the disposal of importers tc a certain percentage of their *‘normal’* require-
ments. The systems employed have varied, but in effect a new method of interfering with
trading relations has resulted, and in many cases has made the working of the *‘most-
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favoured -nation’’ clause, and other provisions in  commergial treaties, practically
inoperative. Some Governments have replied to these exchange restrictions by the
establishment of import ‘quotas’, or by attempting to organize ‘‘ciearing arrangements’’,
with a view to obtaining payment for their exporters to a given market out of the payments
which the local importers would normally make to the same market.

Exchange control, with or without clearing arrangements, forée_s trade into a kind
of strait-jacket, leaving little or no room for the play of such economic forces, price
changes and other factors as normaily tend to re-establish equilibrium. It is manifest that
this interference, like other barriers to economic freedom, though furnishing a temporary
helptul weapon of defence, offers no solution to the fundamsntal problems but instead
aggravates them in the long run. - :

If the relative position of the international balances of payment is continuously to
he upset by changes in tariff barriers, with profound effects on the equilibrium of the
different countries; if the flow of capital from one nation to another is to be dammed
by obstacles which make the fulfiliment of contractual obligations virtually impossible,
with the attendant destruction of general confidence, then the international monetary
system cannot function properly. It becomes more and more evident that durable monetary
stability cannot be expected to exist unless international relations in the economic field
are radically improved. In the reestablishment of the world credit structure, cooperation
between central banks will help; but the real solution of the problems invelved requires
the determined and concerted action of the Governments.
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IV.'THE TREND OF GOLD MOVEMENTS DURING THE YEAR.

Besides the alteration in the foreign devisen position of central banks which has
occurred in connection with the partial liquidation of short-term capital commitments,
the reflection of monetary events during the Bank's year is also visible in the movements
of metallic gold. Since tha beginning of 1931 these movements may be divided into four
distinct periods, which correspond to the changing international financia! phases which

-succeeded one another in tha course of thass evantful months.

1. From the beginning of the year until May the fiow of gold was mainiy influenced
by ordinary seasonal movements; the distribution of newly-produced gold caused an
increase in the gold holdings of a number of central banks (including those in Belgium,
France, Germany, England, Japan, Holland and the United States).” Two or three
central banks, however, sustained lossas to mest foreign obligations.

2. From May to September, when the liquidity crisis was at its height, central
banks in a number of countries which were debtors on the short-term account (Germany,
England, Hungary, Japan and Sweden) drew heavily on their gold reserves in order to
repay the liabilities of their markets. Since these heavy reductions, most European central
banks have avoided reducing their gold holdings further. In Europe the only substantial
subsequent reduction has been that of the Reichsbank. Outside Europe, central banks
such as the National Bank of Japan and several South American banks have, however,
continued to use part of their gold reserves to meet foreign payments.

3. The depreciation of sterling in the second half of September and the fear that
other currencies, previously considered invulnerable, might follow suit, caused a number
of central banks quickly to convert their foreign exchange holdings into gold. From
the United States, in particular, large quantities of gold were withdrawn. By the end of
October this movement had slowed down, but the central banks in France, Switzerland,
Holland and Belgium had in the meantime added 3,287 million Swiss francs to their gold
holdings of the end of August. During the same period subsfantial quantities of gold —
mostly of American origin —were also held outside the central banks, showing a growing
distrust of paper currencies in general. Had it not been for the continuous arrival in New
York of gold from South America and the Far East, American gold stocks would have
been still further depleted. On balance, the monetary gold stock in the United States
was reduced by 3,643 million Swiss francs between the end of August and the end of
Qctober (the net loss from the end of March 1931 to the end of March 1932 being, however,
only 1,601 million Swiss francs).

4. In the late Autumn gold began to flow from India, where some of the gold which
had been hoarded in large quantities was sold by the public partly as a result of the
distress during a prelonged business depression, partly in order to profit by the depreci-
ation of the rupee which had followed that of sterling. To date about one billion Swiss
francs have in this way been added to monetary gold stocks. This gold not only played
an important réle in bringing assistance to the London market at a difficult period; it
also seems to have had a psychological influence on the public by lessening the fear
of a "'scarcity of gold'’' and thus reducing hoarding.

The Bank for International Settlements in its direct business operations was affected
by these gold movements in a minor degree only. In some instances it purchased
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and delivered or held gold as an agent for some of the smaller central banks, In other
instances it transferred gold held by it for one central bank to the account of another
central bank. Speaking broadly, however, the gold acquired was either moved to the
vaults of the acquiring central bank or left by it under earmark in the custody of the
supplying central bank. At the end of the second fiscal year the Bank was the custodian
of gold for the account of central banks in the amount of only some 120 million Swiss
francs. No part of this gold is carried. on the monthly or annual balance-sheets reporting
the situation of the assets and liabilities of the Bank itsel. : :






